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ACRONYMS

LIST OF ACRONYMS AND ABBREVIATIONS USED IN THE ORDER:

Allocaticn Area

Ra
InATS

Assignment, Activation and Inventory Service System

RCG

Access Carrier Gateway

Area Central Office

Asymmetrical Digital Subscriber Line

Advanced Intelligent Network

Alternative Local Exchange Company

Administrative Module

iAccount Owner

Assignment Provisioning Center

Application Program Interface

[RSR

Access Service Request

[rTCUP Automated Tool for CLEC User Profile

IETM Asynchronous Transfer Mode

ATP Authorization to Proceed

ATET AT&T Communications of the Southern States

RWAS Automated Work Administration System

|E & C Billing and Collection

IBARRA A financial data firm that provides beta estimates

IBEX

Business Express

[BFR

Bona Fide Reguest

Eﬁ Table

CLEC line Screening table

[BR

Brief

RI Basic Rate Interface (i.e., Integrated Services
lF Digital Network - ISDN-BRI)
[BRPC Business Response Provisioning Center
ST or BellSouth Telecommunications, Inc.
EellSouth -
IESTLM BellSouth Telecommunications Loop Model

BT

Building Terminal

[BVT Billing, Voucher, Treatment (System)

BZT Business Zone Technicians

CABS Carrier Access Billing System

Caller ID Caller Identification

CAMS - CABS |[Carrier Access Management System - Carrier Access
Billing System
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[CAPM Capital Asset Pricing Model
CBSS Customer Billing Services System
CRSS CIA CBSS Customer Information Application
CBSS MIS CBSS Managemernt Information System
CC Common Caxrrier
CCS7 Common Channel Signaling Network
CDT CLEC Dedicated Transport
CEV Controlled Environmental Vault
CEFR Code of Federal Regulations
CKXT ID Circuit Identifier
CLASS Custom Local Area Signaling Service
CLEC Competitive Local Exchange Carrier
CLR/DLR Circuit/Design Layout Reports
CMDS Centralized Message Distribution System
CMP Communications Module Processor
CNAM Calling Name Database Service
CNAS Circuit Network Administration System
CO Central Office
CO I&M Central Office Installation and Maintenance
COMPUSTAT |& financial database
(CCSS CLEC Operational Support System
COT Central Office Technician
CSAh Carrier Serving Area
CST Customer Service Inquiry
CSR Customer Service Record
CZT Customer Zone Technicians
DA Directory Assistance or Distribution Area
[DAML Digital Added Main Lines
|DBAC Database Administration Center
IEBM Database Management
CF Discounted Cash Flow
DCOP Dedicated Central Office Plant
D Due Date
IDGE Data Gathering Form
|pID/DOD Direct Inward Dialing/Direct Outward Dialing
IDLC Digital Loop Concentrator or Digital Loop Carrier
|DLEC Data Local Exchange Carrier
IPLR Design Layout Record
[on Docket Number
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GTEFL GTE Florida Incorporated
HAT model Formerly Hatfield model
HCPM Hybrid Cost Proxy Model
HDSL High Bit-Rate Digital Subscriber Line
IRES Institutional Brokerage Estimate System
ICB Individual Case Basis
ICM Integrated Cost Model
I Identification
IDF Intermediate Distribution Frames
IDLC Integrated Digital Loop Carrier
TDSL Integrated Digital Subscriber Line
IDST Integrated Digital Service Terminal
DT Interoffice Dedicated Transport
ILEC Incumbent Local Exchange Company
INC Intra-building Network Cable
TNP Interim Number Portability
LOF Intercffice Facility
LOSC Item of Service Code
TR Incident Report
TSDL Integrated Services Digital Subscriber Line
ISDN Integrated Services Digital Network
ISUP Integrated Services Digital Network User Part
I TDP Information Technology and Data Processing
IXC Interexchange Carrier
ft Kilofeet (Also Kft. and kf)
LRSC Large Business Support Center
LCC Line Class Code
L C&I PMO Local Competition and Interconnection Program
Office
LEA Local Service Request Edit Application
LEC Local Exchange Company
LFACS Loop Facility Assignment Control System
LIA Local Service Request Input Application
[, 1DB Line Information Database
LIJ Left-in-Jumper
LLR Loaded Labor Rate
[ MS Link Monitoring System
.MU Loop Make-Up
NP Local Number Portability
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LSC Local Service Confirmation
SR Local Service Reguest
LST Line and Station Transfer
i.&B Land and Building
MARK Mechanized Assignment & Record Keeping system
MDF Main Distribution Frame
MDTE Massachusetts Department of Telecommunications and
Energy
MDU Multiple Dwelling Unit
MGC MGC Communications, Inc.
MLPQ Mechanized Loop Pre-Qualification
MOG Mass Order Generator
MOU Minutes of Use
MPOE Minimum Point of Entry to the Customer Premises
MRC Monthly Recurring Charge
MSA Metropolitan Statistical Area
MSRT Minimum Spanning Rcad Tree
MST Minimum Spanning Tree
MTU Multiple Tenant Unit
MUTS Mechanized Uncollectible Tracking System
NACC National Access Customer Center
INASSC National Access Subscription Services Center
INCAT Network Cost Analysis Tool
|NCBD National Customer Bill Development
INGDLC Next Generation Digital Loop Carrier

Network Interface Device

National Market Center

INOCV National Oxrder Collection Vehicle
INOREC National Order/Referral Entry Center
|ﬁo. Number

NRC Non-Recurring Charge

NTW Network Terminating Wire

OCS Other Carriex Systems

OCSS Other Carrier Settlement Systems
OMT Open Market Transition

OSPE Outside Plant Engineering

OSP Outside Plant

0SS Operation Support Systems

O&T Originating Plus Terminating Usage
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PRX Private Branch Exchange
PCO Plant Control Office
PIC Primary Interconnection Carrier
POD Production of Documents
[PON Purchase Order Number
lpop Point of Presence
IPOTS Piain 0ld Telephone Service
[Powerbase Master Database of Customers fed by CBSS
PRI Primary Rate Interface
PSC Public Service Commission
PSE Plant Specific Expense
PSP Product Service Provider
PTD Plant Test Date
[OMR Query Management Report
RAF Regulatory Assessment Fee
RAC Revenue Accounting Office
RBHC Regional Bell Holding Companies
RC Recurring Charge
RCF Remote Call Forwarding
RCMAC Recent Change Mechanized Assignment Center
RDM Reporting and Distribution Module
RMA Requiring Manual Intervention
RMG Resource Management Group
RDPMS Retail PIC Management System
RRD Revised Resistance Design
RT Remote Terminal
RTU Fee Right -To-Use Fee
S&P Standard & Poor's Industry Survey
SAC Service Advocacy Center
SAT Serving Area Interface
SATIC Science Applications International Corporation
SAR Service Activation Report
SBC Southwestern Bell Telephone Company
SCIS/IN Switching Cost Information System/Intelligent
Network
SCIS/MO Switching Cost Information System/Model Office
SCP Service Control Point
ISCR Selective Carrier Routing
SDSL Symmetric Digital Subscriber Line
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SEC Securities and Exchange Commission
SE&P Supporting Equipment and Power Loadings
ST Service Inquiry
SIGS Secure Integrated Gateway System
SIR Systems Information Repository database

BL

Service Level

ISM

Switch Module

ISMEs

Subject Matter Experts

FMS

Service Management System or Switch Modules

OCDA/DDM Service Order Distribution and Analysis/Due Date
F Management system
ISOE Scheduler/Screener
SONET Synchronous Optical Network
SOP Service Order Processor
ISORCES Service Order Record and Computer Entry System
SPAG Special Products Assignment Group
Sprint Sprint-Florida, Incorporated
SRT Service Readiness Testing
SS Subscription Services
557 Signaling System 7
SST &M Special Services Installation & Management
STAR Standard Time and Activity Reporting
ISTI Standard Time Increment
STP Signaling Transfer Point
SWC Serving Wire Centers
TAS Trouble Administration System
TBS Telecom Business Systems
TCAP Transaction Capabilities Application Part
TDO Temporary Disconnect Order
TELRIC Total Element Long-Run Incremental Cost
TFP Total Factor Productivity
TN Telephone Number
[TNM Total Network Management
TPI Telephone Plant Index
TR Transcript
TSLRIC Total Service Long-Run Incremental Costs
[CCL Unbundled Copper Loop

[uDc

Universal Digital Channel

fuDF

Unbundled Dark Fiber
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UDLC Universal Digital Loop Carrier
UL Unbundled Loop
[UMS Usage Measurement System
UNE Unbundled Network Elements
[UNE-P Unbundled Network Element Platforms
ISF Universal Service Fund
SL-D Sub-Loop Distribution
[JSL-F Sub-Loop Feeder
USLC Unbundled Subloop Ccncentration
USCA Uniform System of Accounts
USTA United States Telephone Association
Verizon Formerly GTE Florida Incorporated
Verizon NS [Verizon Network Services

VerilizonLD

Verizon Long Distance

VEAC

Virtual Facilities Assignment Center

VG Voice Grade

WCC Work Control Center

WDA Work Distributor Application

WEFA Wharton Econometric Forecasting Associates

WEA Work Force Administration

WISE Wholesale Internet Service Engine

WMC Work Management Center

WMP WISE Measurements of Performance

WorldCom MCIMetro Access Transmisgsion Services, LLC, and
WorldCom Technologies, Inc.

D Table CLEC identification table

DS L "x" distinguishes various types of DSL

Zacks A firm that provides earnings estimates
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CASE BACKGROUND

The Federal Telecommunications Act of 1996 (Act) made sweeping
changes to the regulation of telecommunications common carriers in
this country. Of particular importance, it provided for the
abolition nationwide of the incumbent local exchange carriers’

monopolies over the provision of local exchange service. The Act
envisioned three strategies for firms to enter the local exchange
services market: (1) through resale of the incumbent’s services;

(2) via pure facilities-based offerings, thus only requiring a
competitor to interconnect with the incumbent’s network; and (3)
through a hybrid involving the leasing of wunbundled network
elements (UNEs) of the incumbent’s network facilities, typically in
conjunction with network facilities owned by the entrant.

Although the Act generally spelled out the broad policy terms,
the implementation details were left to the Federal Communications
Commission (FCC). Specifically, the Act required that the FCC
promulgate rules to implement the resale, interconnection, and UNE
requirements within six months after passage of the Act. The rules
subsequently established by the FCC provided detailed
implementation requirements for pricing and provision of UNEs and
services. Of importance to this docket, the FCC’s Local
Competition Order, released August 8, 1996, included in its pricing
rules Rule 51.507(f), which requires each state commission to
establish rate zones for UNEs, the deaveraging rule. That rule
states:

State commigsions shall establish different rates for
elements in at least three defined geographic areas
within the state to reflect geographic cost differences.

Since their establishment, these pricing rules have been the
subject of a number of court decisions and FCC actions, which have
directly impacted this issue and its resolution.

Our proceeding was initiated on December 10, 1998, when a
group of carriers, collectively called the Competitive Carriers,
filed their Petition for Commission Action to Support Local
Competition in BellSouth'’s Service Territory. Among other matters,
the Competitive Carriers’ Petition asked that we set deaveraged
unbundled network element (UNE) rates.
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On May 26, 1999, we issued Order No. PSC-95-1078-PCO-TP,
granting in part and denying in part the Competitive Carriers’
petition. Specifically, we granted the request to open a generic
UNE pricing docket for the three major incumbent local exchange
providers, BellSouth Telecommunications, Inc. (BellSouth), Sprint-

Florida, Incorporated (Sprint), and GTE Florida Incorporated
(GTEFL) . Accordingly, this docket was opened to address the
deaveraged pricing of UNEs, as well as the pricing of UNE
combinations and nonrecurring charges. An administrative hearing

was held on July 17, 2000, on the Part One issuesg identified in
Order No. PSC-00-2015-PCO-TP, issued June 8, 2000. Part Two issues,
also identified in Order No. PSC-00-2015-PCO-TP, were heard in an
administrative hearing on September 19-22, 2000. On August 18,
2000, Order No. PSC-00-1486-PCO-TP was issued granting Verizon
Florida Inc.’s (formerly GTEFL) Motion to Bifurcate and Suspend
Proceedings, as well as Sprint’s Motion to Bifurcate Proceedings,
for a Continuance and Leave to Withdraw Cost Studies and Certain
Testimony.

By Order No. PSC-01-1592-PCO-TP, issued August 2, 2001, the
controlling dates for Phase III were established. By Order No.
PSC-01-2132-PCO-TP, issued Octcber 29, 2001, the issues were
established and the Docket was divided into 990649A-TP, in which
filings directed towards the BellSouth track would be placed, and
990649B-TP, in which filings directed towards the Sprint-Verizon
track would be placed. An administrative hearing was held on April
29-30, 2002.

I. FACTORS IN ESTABLISHING RATES AND CHARGES

First, we have been asked to determine what factors should be
considered in establishing rates and charges for UNEs, including
deaveraged UNEs and UNE combinations.

We first consider Sections 252 (d) (1) (A) and (B) of the
Telecommunicatiocns Act of 1996 (the Act), which states that network
element rates

(A) shall be--

(1) based con the cost (determined without reference to a
rate-of-return or other rate-osased proceeding) of
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providing the interconnection or network element
{(whichever is applicable), and

(1i) nondiscriminatory, and
(B) may include a reasonable profit.

The appropriate methodology as determined by the FCC is set
forth in 47 C.F.R. § 51.505(b). Section 51.505(b) defines TELRIC
as

the forward-looking cost over the long run of the
total quantity of the facilities and functions that are
directly attributable to, or reasonably identifiable as
incremental to, such element, calculated taking as a
given the incumbent LEC’s provision of other elements.

(1) . . . The total element long-run incremental cost of
an element should be measured based on the use of the
most efficient telecommunications technology currently
available and the lowest cost network configuration,
given the existing location of the incumbent LEC’'s wire
centers.

Section 51.505(b) further provides that a forward-looking cost
of capital and economic depreciation rates must be used. Section
51.505(a) (2) provides that the forward-looking cost of a UNE should
include “a reasonable allocation of forward-looking common costs.

”

Verizon witness Trimble identifies the objectives that should
be met in developing UNE rates. He states that “the Commission
should consider the effect of UNE rates on the preservation and
advancement of universal service and on the development of fair and
efficient competition.” To accomplish this task, witness Trimble
opines that “UNE rates should reflect a reasonable share of common
costs, and should be deaveraged only for those UNEs that exhibit
material variations in cost based on geography.” He argues that
the costs of deaveraging and the potential for increased rate
arbitrage must be weighed against expected consumer gains.
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Witness Trimble states that the rate structure for UNEs should
reflect a balance of:

. cost-causation principles (matching of costs to prices);
ease of administration, such as the costs of billing;
. and the opportunity for cost recovery.

Witness Trimble contends that Verizon’s proposed rate
structures meet the first two of these three objectives. He argues
that the objective of cost recovery will not likely be met, because
“the proposed rate structures will, by their design, not give the
Company an opportunity to recover its total costs because the
proposed UNE rates do not reflect a rational relationship with
current retail rate structures.” He asserts that this will
facilitate rate arbitrage, the targeting of low-cost, high-priced
retail services, that will preclude Verizon’s recovery of its
costs.

Witness Trimble cites three major causes of the perceived
imbalance between UNE rates and retail rates. First, retail rates
were designed to recover actual costs, which may differ from total
long-run incremental costs produced in the model. Second, retail
rates were sometimes designed to support public policy objectives
(e.g., universal service), which could result in retail rates that
are not reflective of their underlying cost characteristics.
Third, the proposed UNE rates are based on estimates of TELRIC plus
a share of forward-looking common costs that are not necessarily in
line with actual costs.

Witness Trimble agrees that UNE prices are required to be
based solely on TELRIC plus a share of forward-looking common costs
under current FCC pricing rules. However, he notes that Verizon
does not agree with the FCC’s costing and pricing rules. He states
that

Verizon Florida continues to strongly oppose the use of
proxy models or hypothetical cost studies for determining
the costs and rates for UNEs. Permanent rates should
reflect the actual forward-looking costs that Verizon
Florida is expected to realize during the time period
that UNE rates are in effect. . . . Verizon reserves the
right to propose changes to 1its rates once the cost
methodology question is settled &zt the federal level.
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Z-Tel witness Ford provides a comparative cost analysis as a
factor in setting rates. He argues that companies with similar
costs should have similar rates. He uses the FCC’s Hybrid Proxy
Cost Model (HCPM), also called the Synthesis Model, to compare the
costs of Verizon and BellSouth. He contends that Verizon’s costs
are actually lower than those of BellSouth. He notes that his
comparative analysis does not produce specific rates, but rather it
gives an indication of a “zone of reasonableness.” He explains
that the methodology is to produce a ratio of rates between two
carriers in a state to approximate a ratio of costs. Witness Ford
asserts that the FCC has used this approach in numerous 271 orders,
and notes that while the rates would not necessarily be identical
between two companies, they should be approximately the same.

Verizon witness Tardiff responds that the model used by

witness Ford, “cannot identify differences between carriers
providing UNEs in the same state, and [witness] Ford has put the
Model to a use for which it was never intended.” Witness Tardiff

asserts that the FCC has never used this model in the manner
suggested by witness Ford. He explains that the FCC uses the medel
to compare rates of the same ILEC across two states. He contends
that “the FCC has never used, nor has it authorized the use of, the
Synthesis Model to identify the relative cost differences between
two ILECs operating in a single state.” (Emphasis by witness) He
adds that rates that fall outside the range of reasonableness do
not necessarily mean that the rates are unreasonable. Witness
Tardiff also argues that witness Ford used calculations that were
a guess, and did not accurately reflect the criteria set by the
FCC.

Witness Tardiff further asserts that witness Ford “is
generally unfamiliar with the Synthesis Model’s platform and
inputs.” He contends that witness Ford used a version of the model
that was outdated and contained errors.

Adding further support, Verizon witness Trimble argues that

UNE rates are supposed to be company-specific, which
means, in this case, based on costs Verizon will incur in
providing UNEs in Florida with its network. The rates of
other companies, regardless of the state in which they
operate, are obviously not based on Verizon’s costs. The
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Commission need not, and, indeed, cannot, look to other
jurisdictions or use proxies to set Verizon's rates.

Witness Trimble cautions that there is a danger in considering
rates set in other states, because they may be based on factors
other than forward-looking pricing rules, such as political
considerations.

To buttress this argument, Verizon witness Tucek notes, for
example, that New York’s rates are not reflective of New York’s
costs. He states that Verizon agreed not to challenge the New York
UNE order in exchange for permission to rebalance rates; thus, the
New York rates were based on a political process, rather than on
the costs.

DECISION

We agree with Verizon that the FCC has not authorized the use
of the Synthesis model in the manner that witness Ford advocates.
For example, in the FCC’s most recent 271 Order, FCC Order No. 02-
147, Joint Application by BellSouth Corporation, BellSouth
Telecommunications, Inc., and BellSouth Long Distance, Inc. for
Provision of In-Region, interLATA Services in Georgia and
Louisiana, the FCC cautions:

Although some Dbenchmarking is advocated by some
commenters, our analysis is complete if it reveals that
there are no basic TELRIC violations or clear errors on
substantial factual matters, and we do not proceed to
etermine TELRIC compliance on the basis of comparisons
with other states, including those that have section 271
approval. To do otherwise would put the Commission in
the position of establishing benchmark rates for the
nation on the basis of a few states where the Commission,
thus far, has found state commissions toc apply TELRIC
correctly. We see no reason to do this as it undermines
the importance of state-specific, independent analysis of
rates for UNEs.

FCC 02-147, 9Y24. The FCC finds that reasonable applications of
TELRIC principles can produce a range of rates and concludes, “[wle
do not, however, regard failure to meet a benchmark, by itself, as
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evidence that a state commission failed to reasonably apply TELRIC
in setting UNE rates.”

FCC 02-147, 9Y25.

While rates clearly must be based on TELRIC costs to be
compliant with the FCC’'s rules, that fact does not speak against
comparing the rates of similarly situated companies in the same
state. We agree with Verizon that rates set in other states may
not provide a reasonable benchmark. However, rates set in the same
state by the same commission may provide a gauge by which to
measure whether the rates proposed by a company, in this case
Verizon, are so totally beyond the realm of reason that they must
be rejected. Caution must be exercised to make sure the rates
include similar factors. Once it can be ascertained that the rates
have been calculated in a gimilar fashion, there is no reason why
gsuch comparisons cannot prove useful.

UNE rates should be set using the forward-looking cost
standards authorized by Section 252 (d) (1) of the 1996
Telecommunications Act, the FCC’s rules and orders implementing
that section of the Act, and the court decisions that affect those
rules and orders. We reject Z-Tel'’'s sanity test based on rates set
in other states. However, rates set within the state for other
ILECs may prove useful as a gauge of reasonableness, so long as
caution is used to ensure that such rates are truly comparable.

II(a). METHODOLOGY AND RATE STRUCTURE FOR DEAVERAGED UNEs

We next determine the appropriate methodology to deaverage
UNEs and the appropriate rate structure for deaveraged UNEs.

Here, Verizon witness Trimble testifies that rates for UNEs
should not be deaveraged where retail rate structures and price
levels are not cost-based and deaveraged. He asserts that rates
for Dbusiness services and vertical features are priced
significantly above cost, to support basic local service rates at
below-cost levels. He also observes that retail rate averaging,
where residential customers in low-cost, high density areas are
charged the same price for basic local service as customers
residing in high-cost, low density areas, also provides implicit
support to sustain low local rates. However, witness Trimble
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contends that such implicit supports are not sustainable in a
competitive environment and yield inefficient competition. He
believes that such pricing practicesg result in ALECs targeting low-
cost, high revenue business customers, while avoiding high-cost,
low revenue residential customers.

Witness Trimble states that the FCC acknowledged the linkage
between wholesale and retail deaveraging in its order staying Rule
51.507(f), the UNE deaveraging rule, until completion of the FCC’'s
nonrural universal service proceeding. He notes that the FCC
concluded that “[b]ly 1linking the duration of the stay to the
universal service proceeding, we afford the states and ourselves
the opportunity to consider in a coordinated manner the deaveraging
igssues that are arising in a variety of contexts affecting local
competition.” Witness Trimble concludes that deaveraging UNEs
should ncot be done in isolation, because of the 1linkage to
universal service support issues and retail deaveraging.

Based largely on the above assertions, witness Trimble states
that Verizon’s preferred option 1is to establish a single
companywide rate for each element. After having established cost-
based UNE rates for BellSouth and Sprint, witness Trimble contends
that we will then have complied with the TFCC’'s deaveraging
requirement because there will then be three cost-based UNE zones
in Florida. He asserts that “[s]lince this option would result in
UNE rates that are more rationally aligned with retail rates, it
would mitigate the potential for undue CLEC rate arbitrage.”

Witness Trimble asks that should we reject Verizon'’s preferred
option, we should consider a three-zone proposal. In this
proposal, Verizon first calculated the loop cost for each of its 90
wire centers. According to witness Trimble, wire center loop
costs range from a low of less than $10 per line to a high of
nearly $200 per line, with an overall average of $22.94. Second,
wire centers were assigned to one of three zones based on the
following formula: all wire centers whose average loop cost is less
than or equal to the statewide average were mapped to Zone 1; wire
centers whose average loop cost is between the statewide average
and 200% of the statewide average were mapped to Zone 3; and wire
centers whose average loop cost exceeded 200% of the statewide
average lcop cost were mapped to Zone 3. Third, the weighted
average cost per loop for each of the three zones was computed.
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Last, a uniform amount for recovery of common costs was added to
each zone’'s average cost to yield Verizon’s zone-specific rates.

According to Verizon witness Trimble’s Exhibit DBT-3, 50% of
the wire centers accounting for 67% of the access lines are
assigned to Zone 1; 36% of the wire centers accounting for 31% of
the access lines are assigned to Zone 2; and Zone 3 consists of the
remaining 14% of the wire centers, containing 2% of the company’s
access lines.

In response to Verizon’s positions, ALEC Coalition witness
Fischer testifies that Verizon’s statewide average rate proposal
should be dismissed because we previously concluded in the
BellSouth phase of this proceeding that the FCC’s Rule 51.507(f)
requires the establishment of deaveraged UNE rates in at least
three geographic areas. He advocates that we again adopt the
Sprint rate deaveraging methodclogy to arrive at UNE rate zcnes for
Verizon. Under this approach, an initial set of zones are arrived
at by grouping wire center level UNE costs into bands by setting
the upper boundary of the band at 20% and the lower boundary at -
20% of the average cost of the wire centers in the proposed rate
band. This approach ensures that “. . . no wire center-level loop
cost will exceed, or fall short of, the average loop rate within a
rate group by more than 20%.”

Witness Fischer applied the Sprint apprcocach separately to
Verizon’s costs for a 2-wire loop and a DS1 loop. This methodology
yielded eight rate zones for a 2-wire loop, and four zones for a
DS1 loop. In addition, in recognition of our adoption of only
three zones for BellSouth, the Coalition witness also submitted
proposals where he collapsed his initial rate zones for these two
elements to three zones. However, he believes that more than three
zones should be approved for Verizon where cost differences warrant

it. Witness Fischer contends that more than three =zones are
required in order to account for the 1level of wvariation in
Verizon’'s 2-wire loop costs. He refers to Verizon witness

Trimble’s Exhibit DGT-3 and notes that under Verizon’s alternative
deaveraging proposal, 67% of the company’s lines will be priced
below the statewide average rate. However, when the Sprint
methodology is applied to Verizon’s cost results, as he proposes,
82% of Verizon’s lines would be priced below the statewide average
cost but split into three zones instead of Verizon’s one zone. He
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concludes that although “. . .the Commission may not want to
implement eight rate zones for policy reasons, certainly the range
of cost differences between wire centers calls for more than three
rate zones.”

According to witness Fischer, we should recognize that
economic efficiency will be best achieved when rates assessed for
UNEs closely match the related costs. He contends that when
disparate costs are averaged over a large geographic area, cost
differences become 1less apparent. Where this occurs, market

incentives will be distorted. In his opinion, we should prefer
more deaveraging than less, because “. . . a greater degree of
geographic deaveraging will enhance economic efficiency and the
development of competition.” Moreover, he asserts that economic

efficiency is enhanced by sending ALECs proper pricing signals as
to whether they should buy UNEs from the LEC or build their own
facilities. Witness Fischer believes that greater deaveraging
provides better information to an ALEC in arriving at his buy or
build decision, which benefits both the ALEC’s and society’s best
interests.

Witness Fischer also argues that where rates for UNEs in low-
cost areas are priced higher than they should be because of
excessive rate averaging, those customers who could be served with
minimal outlay are effectively sheltered from competition. As a
result, it becomes more difficult for ALECs to achieve the
economies of scale and scope they need in order to extend the
competitive services. The Coalition witness also states that a
deaveraging approach that yields a small number of wire centers and
access 1lines 1in the lowest priced =zones will not promote
competition. He therefore concludes that “. . . it is important
that the Commission make a second-tier end-result evaluation for
any methodology it approves to ensure that the competitive goals of
the Act will be carried out and that the methodology adopted does
not have arbitrary results.”

In his surrebuttal testimony Verizon witness Trimble gquestions
witness Fischer’s observation that overly averaged rates are
problematic because they are unrelated to an ILEC’s cost to provide
services. Witness Trimble contends that Verizon’s proposed rates
are not overly averaged, and that they reflect the cost of serving
customers in the given zones. Witness Tr.mble observes that this
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statement only makes sense if an ALEC intends to target customers
selectively.

Witness Trimble believes that one way to gauge whether a
deaveraging approach 1is “fair” 1is to determine what percent of
lines are priced above their cost due to averaging. According to
his analysis, the results are very similar when comparing Verizon'’s
3-zone approach to witness Fischer’s alternative 3-zone proposal:
51% for Verizon versus 47% for the Coalition proposal. However, he
asserts that Verizon’s proposal is somewhat better balanced, noting
that almost an equal percent of lines are priced too low. Witness
Trimble concludes that “Werizon’s proposal thus mitigates more
uneconomic arbitrage than does the ALEC Coalition’s proposal.”

We note that in their briefs, Covad and FDN adopted the
position of the ALEC Coalition on this issue.

DECISION

FCC Rule 51.507(f) provides that “State commissions shall
establish different rates for elements in at least three different
gecgraphic areas within the state to reflect geographic cost
differences.” Verizon witness Trimble essentially argues that we
would be in compliance with this rule if we establish separate UNE
rates for three distinct geographic areas within Florida - one set
of averaged rates for the service territory of BellSouth, Sprint
and Verizon. We disagree. We believe that it would be
disingenuous to consider that the FCC’s deaveraging rule envisioned
allowing a state commission to mix and match the costs of various
incumbent local exchange companies to achieve compliance.
Accordingly, we reject Verizon’s statewide average rate proposal.

Verizon and the ALEC Ccalition differ as to the appropriate
manner by which to carve out distinct UNE rate zones. If its
recommendation to establish statewide average ©rates 1s not
accepted, Verizon proposes to group wire centers with similar costs
together and to calculate a weighted average cost for each of such
grouping.

In contrast ALEC Coalition witness Fischer advocates that we
should employ the Sprint rate banding approach that we adopted,
with modifications, in the BellSouth phase of this proceeding. In
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that earlier proceeding, Sprint witness Sichter argued that rates
should be deaveraged to the extent necessary “ . . . to achieve a
result wherein the averaged rate does not deviate significantly
from the actual forward-lcoking cost of providing that element
anywhere within the defined zone.” Docket No. 9920649-TP, Order No.
PSC-01-1181-FOF-TP, p. 37. The Sprint witness claims that a
difference between rates and costs exceeding 20% would be
“gsignificant.” Using this 20% criterion, witness Sichter proposed
that “ . . . each incumbent LEC should be required to construct a
deaveraged rate schedule such that the average rate in each zone 1is
no more than 20% higher or 20% less than the forward-looking cost
of providing that element.” Id.

We did not adopt Sprint’s proposal as filed in the BellSouth
phase of this proceeding, finding that it “. . .creates too many
zones, which would be administratively burdensome and 1is not
necessary to reflect the level of variation in BellSouth’s costs.”

Order No. PSC-01-1181-FOF-TP, p. 39. We believe that the
circumstances in the current proceeding are quite similar to those
in the previous BellSouth phase. Consistent with our decision

there, we decline to adopt Verizon’'s proposed groupings of wire
centers into zones; instead, we find that the Sprint rate banding
approach shall be employed as a starting point to develop rate
zones. According to ALEC Coalition witness Fischer’s Exhibit WRF-
2, strict application of the +/- 20% criterion to Verizon’s cost
results yields eight different rate zones. We do not believe that
eight zones are necessary to capture the range of Verizon’s loop
cost wvariation. Not surprisingly, the bulk of Verizon’s lines
occur in a very few zones. For example, Zone 1 on witness Fisher
has a single wire center and accounts for less than 3% of Verizon’s
access lines. At the other extreme, Zones 5 through 8 account for
18 wire centers (out of 90) but less than 5% of total access lines.

Presumably acknowledging our earlier decision for BellSouth,
ALEC Coalition witness Fischer has an alternative proposal where he
has collapsed his eight rate zones into three zones. Under this
collapsed rate design shown on his third exhibit, Zone 1(former
Zones 1 and 2) would contain 15 wire centers and 23% of access
lines; Zone 2 (former Zone 3), 41 wire centers and approximately
59% of access lines; and Zone 3 (former Zones 4 through 8), 34 wire
centers and 18% of access lines.
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Using the data from witness Fischer’ exhibit 2, it is possible
to generate a four zone rate structure, that would split Zone 3 on
Exhibit WRF-3 into two zones. Here, new Zone 3 would be Zone 4
from Exhibit WRF-2 (which consists of 16 wire centers and around
14% of access lines), and new Zone 4 would collapse Zones 5 through
8 (consisting of 18 wire centers and about 5% of access lines).
The impact of four zones would be a significant increase in the
Zone 4 rate, with a modest decrease in the new Zone 3 rate.

Of the options presented in this proceeding, on balance we
believe that the ALEC Coalition’s three zone proposal is the most
reasonable proposal, as it adequately reflects Verizon’s loop cost
variation and minimizes administrative burdens associated with
maintaining numerous rate zones. While we approve adoption of the
Coalition’s three zone proposal, our assignment of wire centers to
rate zones (shown in Appendix C) will not necessarily match the
assignment shown on the witness'’s third exhibit. Variations may
occur due to use of our approved loop costs, rather than Verizon’s,
to perform the +/- 20% analysis and subsequently collapsing into
three zones.

The ALEC Coalition’s three-zone deaveraging proposal, modified
as necessary to acknowledge use of our approved loop costs, shall
be adopted. The assignment of wire centers to rate zones is shown
in Appendix C.

IT(b). UNES SUBJECT TO DEAVERAGED RATES

We next consider the appropriateness of setting deaveraged
rates for all 1loops, 1local switching, interoffice transport
(dedicated and shared) and other UNEs, including combinations.

Verizon witness Trimble testifies that only loop prices are
viable candidates for deaveraging because only they exhibit
significant cost variations between geographic areas. He states
that while switching costs do vary somewhat as a function of switch
size and traffic volumes, witness Trimble does not believe such
variations are significant enough to justify deaveraging. He also
notes that Verizon’s proposed rate structure for interoffice
transmission facilities captures distance, traffic and volume
characteristics, so the interoffice TELRICs for these items
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sponsored by Verizon witness Tucek effectively yield deaveraged
prices.

However, witness Trimble notes that Verizon does not propose
to deaverage all items that the FCC considered to be part of the
definition of a loop in Order FCC 95-238 (the UNE Remand Order).
In the UNE Remand Order the FCC modified its definition of a loop
“. . . to include all features, functions, and capabilities of the
transmission facilities, including dark fiber and attached
electronics ({(except those used for the provision of advanced
services, such as DSLAMs) owned by the incumbent LEC, between an
incumbent LEC’s central office and the loop demarcation point at
the customer premises.” FCC 99-238, {167. Witness Trimble observes
that this definition includes such items as: inside wiring; loop
conditioning; dark fiber; multiplexing; high-capacity loops;
private line and special access facilities; and cross-connects. He
states that Verizon 1is not proposing deaveraged prices for inside
wiring, loop conditioning, dark fiber, multiplexing, or cross-
connects, none of whose costs, he believesg, varies geographically.
Witness Trimble contends that only 2-wire, 4-wire and DS-1 UNE
loops are candidates for deaveraging, as well as UNE combinations
that include these loop types. In its brief Verizon clarifies that
it also proposes to deaverage subloops.

ALEC Coalition witness Fischer testifies that we should
require, at a minimum, the geographic deaveraging of those UNE loop
rates that were deaveraged in the BellSouth phase of this
proceaeding. He asserts that it is essential that loops be
deaveraged “. . . because the loop is the primary bottleneck
facility required by ALECs for competitive entry, and it is subject
to significant cost differences based on customer density and
distance.” 1In its brief the ALEC Coalition specify that all loops,
subloops and UNE combinations containing loops and subloops should
be deaveraged. -

In their respective briefs Covad and Z-Tel adopt the Coalition
position on this issue.

DECISION

In Order No. PSC-01-1181-FOF-TP issued on May 25, 2001 in the
BellSouth phase of this proceeding, we concluded:
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Upon consideration, we find that all varieties of loops,
subloops, and combinations containing loops, shall be

deaveraged in this proceeding. All parties now are
apparently in agreement on this point. We find neo
compelling reason in the record to differ from this
consensus. We note that while BellSouth proposes to
deaverage all loops below DS3, all other parties merely
contend that ™“loop” be deaveraged. Since the rate

structure for loops and local channels whose bandwidth is
DS3 and above resembles that of intercoffice transport in
that it is priced on a mileage-sensitive basisg, we find
that it is sufficient to deaverage only loops below DS3.

Order No. PSC-01-1181-FOF-TP, p. 40.

In the instant proceeding it appears that all parties are also
in agreement that the same loops, subloops and loop combinations
should be deaveraged. Accordingly, we find that the recurring
costs of all varieties of loops and subloops below DS3, and
combinations containing such loops, shall be deaveraged.

III.(a) and (b). xDSL_CAPABLE LOOPS AND COST STUDY DISTINCTIONS

We are next asked to define xDSL capable loops, and whether a
cost study for xDSL-capable loops should make distinctions based on
loop length and/or the particular DSL technology to be deployed.

As Verizon witness Trimble testifies,

Simply stated, an xDSL-capable loop is a basic 2-wire or
4-wire UNE loop that possesses the electrical
characteristics that allow for the transmission of xDSL-
based technology signals.
Witness Trimble notes that loops may require conditioning to assure
the technical parameters of Digital Subscriber Line (DSL)
technology can be achieved over the specific individual loop. The
witness asserts that in some cases, it may be impossible for
Verizon to assure that a specific loop can meet the technical
parameters required to provision a specific digital service. For
example, the loop length may be too long to technically support the
desired service. In those cases, the specific loop, whether
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conditioned or not, will be unable to support the provision of a
digital service.

Verizon witness Dye *testifies that under the FCC’s Line
Sharing Order, Incumbent Local Exchange Companies (ILECs) are
required to condition loops to allow requesting carriers to offer
advanced services. Verizon witnesses Dye and Richter explain that
loop conditioning is the removal of load coils and/or bridged tap
or electronics from the loop at the Competitive Local Exchange
Company’s (CLEC’s) request to allow line sharing to occur. The
witnesses note that while load coils and bridged tap have been, and
for some loops, continue to be, an integral part of the copper
voice grade network, they impede the transmission of digital
signals. For example, Asymmetrical Digital Subscriber Line service
cannot be provided over a loop that contains a load coil. If the
CLEC requires copper palirs without load coils or bridged tap, the
CLEC has the option of ordering loop conditioning from Verizon at
non-recurring rates. However, witness Dye asserts that Verizon
will not provide loop conditioning in cases where the conditioning
significantly degrades traditional wvoice service that Verizon
offers its end-users. In suppcrt of this position, witness Dye
refers to the FCC’'s Line Sharing Order, which states that “if
conditioning a particular loop for shared-line xDSL will
significantly degrade that customer’s analog voice service,
incumbent LECs are not required to condition that loop for shared-
line xDSL.”

Both witness Trimble and Verizon witness Dye testify that
xDSL-based services require that the end-user be provisioned with
copper facilities. While witness Trimble acknowledges that some
fiber-fed next generation digital loop carrier vendors have
recently developed plug-in cards that can be used at the Digital
Loop Carrier (DLC) location to provide xDSL service to customers
gserved by DLCs, the witness asserts that Verizon is only trialing
this technology in limited areas. Additionally, witness Trimble
notes that plug-in cards are not readily available and much is yet
to be understood regarding the technology. Moreover, witness
Trimble notes that Verizon has not received any Alternative Local
Exchange Company (ALEC) requests for xDSL loops served by DLCs.

Witness Trimble testifies that there are three primary
considerations in determining whether a UNE loop is capable of
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transmitting xDSL services. These considerations are: 1) the loop
length, 2) the gauge of the copper that makes up the loop, and 3)
the presence of load coils or bridged tap, which are necessary for

the efficient provision of voice-grade service. Each of these
attributes can affect and potentially degrade the guality of the
xDSL service. If load coils or bridged taps affect the required

transmission characteristics of a specific loop (to facilitate the
provision of any proposed service), the company will attempt to
condition the loops in order to transform them into “clean” copper
facilities that have the appropriate transmission characteristics.

Additionally, witness Trimble asserts that, as a matter of
public policy, the characteristics of a specific technology should
never be considered a driver for the price of the underlying UNE
facility. He proffers that loops are loops and must be service-
independent in the UNE world. Witness Trimble argues that the
specific technology that a CLEC intends to put on a UNE loop should
have no bearing in the pricing of that loop. The witness believes
that this potential deaveraging of loop prices only 1leads to
increased arbitrage and, 1f taken to the extreme, would be an

administrative nightmare. Witness Trimble notes that UNE loops
that have the technical parameters for xDSL transmission also have
the technical parameters for plain-old voice transmission. The

witness concludes that purchasers of UNE loops would never pay a
geographic zone-based average rate for a two-wire UNE loop if there
was an alternative loop-length-derived rate schedule developed to
support some technology-specific requirement. “Technologies come
and go, but the underlying UNE loop remains relatively unchanged.”

Regarding loop length, witness Trimble argues that loop length
should never drive rate deaveraging unless it is accompanied by
significant differences in customer density within the wire center.
He proffers that such will simply result in another mechanism to
facilitate rate arbitrage. -

Witness Trimble asserts that if density characteristics are
relatively similar, then the average cost in a particular density
area 1s the real concern in the setting of competitively efficient
and neutral rates. “Loop-length characteristics (or even basic
loop technology characteristics) should not create rate
differentials that result in one customer being more coveted by
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CLECs than another, identical customer in a given homogeneous
area."”

Furthermore, witness Trimble alleges that any proposal to
deaverage UNE loops based on length considerations appears toO be
inconsistent with FCC rules. He notes that the FCC requires
geographically deaveraged rate zones. Witness Trimble argues that
a loop length-based pricing proposal would not establish rate zones
and would not establish geographically deaveraged rates. “Instead,
it would establish length-based rates that would result in
different rates for the same UNE loops within the same geographic
area, based solely on what equipment is used with the loop.”

Also, witness Trimble argues that loop-length derived prices
would not address the effect of loop-length specific UNE prices on
retail costing and pricing issues, or on universal service support
issues. The witness asserts that if wholesale rates are based on
loop length, then so should retail rates, including any universal
support. Otherwise, arbitrary and inconsistent wholesale and
retail rate structures would be exacerbated, perpetuating arbitrage
and economically inefficient rate structures.

Finally, witness Trimble asserts that loop-length based
pricing structures have historically turned into administrative
nightmares. The end result has been that service representatives
resort to assuming most loops fall in the shortest-length category.
The witness, therefore, concludes that administration of such a
pricing mechanism is not reasonable or efficient.

Witness Trimble opines that CLECs do not desire any form of
geographic deaveraging, as it concerns xDSL-capable loops. CLECs
desire deaveraging based on facility make-up (i.e., copper versus
fiber), which they relate to geographic deaveraging through the use
of hypothetical, non-existent network assumptions.

Covad states in its brief that it agrees with Verizon
regarding the basic definition of an =xDSL-capable loop and that
xDSL loop pricing should not be based on loop length or technology.
However, while Covad provided no testimony addressing this issue,
Covad’s brief notes that xDSL-capable loops are any loops that
ALECs qualify for themselves as being capable of supporting xDSL
services. Covad advances in its brief that DSL providers should be
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able to determine for themselves, based on accurate loop make-up
information obtained from the Incumbent Local Exchange Company
(ILEC), their own equipment and technical requirements, whether the
facility is indeed an xDSL-capable loop. After reserving and
ordering the loops the ALEC has qualified, the ALEC needs those
loops to be marked so the loop selected and ordered will not be
rolled to another facility, such as fiber. Covad recommends that
it 1s appropriate, as we decided last year in the BellSouth
Telecommunications, Inc. UNE Order, to require Verizon "“to
provision [a 2-wire loop] and guarantee not to roll it to another
facility, or, in other words, guarantee not to convert it to an
alternative technology.” Covad argues that in this way, xDSL
providers and their customers will not be inadvertently rolled from
a loop that supports xDSL (all copper) to a loop that does not
support xXDSL (copper and fiber). While we may find some merit to
Covad’s theory, the Verizon record evidence is not sufficient to
reach this determination. No witness testified supporting this
conclusion.

DECISION

All parties agree that an xDSL-capable loop, for the purposes
of this proceeding, is a basic copper 2-wire or 4-wire UNE loop
possessing the characteristics that allow for transmission of xDSL-
based technology signals. Furthermore, while it may be reasonable
for loop prices to vary by loop length, the parties agree that a
cost study for copper-based xDSL-capable loops need not make
distinctions based on loop length or the particular DSL technology
an ALEC intends to put on the loop. Moreover, the proposal made by
Covad in its brief that we should order Verizon, as we did for
BellSouth, to guarantee that loops ALECs reserve and qualify for
the provision of xDSL services be marked so they will not be rolled
to another facility, such 1s fiber, are unfortunately not
adequately supported by evidence presented in this proceeding. No
testimony was presented and no cross-examination was conducted
regarding the ALEC desire or need for such a guarantee.

As such, for the purposes of this proceeding, xDSL-capable
loops are all copper loops that do not contain any impediments such
as repeaters, load coils, or excessive bridged tap. Moreover,
while it may be reasonable for loop prices to vary by loop length,
it is not necessary that a cost study for copper-based xDSL-capable
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loops make distinctions based on loop length or the particular DSL
technology an ALEC intends to put on the loop.

Iv(a). UNBUNDLING AND SETTING PRICES FOR SUBLOOPS

Here, we answer the question of which subloop elements, if
any, should be unbundled in this proceeding, and how should prices
be set?

The FCC defines subloops “as portions of the loop that can be
accessed at terminals in the incumbent's outside plant.” FCC 99-
238', § 206. The FCC believes ™“that a broad definition of the
subloop that allows requesting carriers maximum flexibility to
interconnect their own facilities at these points where technically
feasible will best promote the goals of the Act.” § 207. The FCC
concludes that “access to the subloop, will facilitate rapid
development of competition, encourage facilities-based competition,
and promote the deployment of advanced services.” 9§ 207.

Verizon witness Trimble states that Verizon is willing to
provide the following subloop elements:

Intra-building House Cable
Intra-building Riser Cable
2-wire Feeder

2-wire Distribution

2-wire Drop

4-wire Feeder

4-wire Distribution

4-Wire Drop

Dark Fiber Feeder

Dark Fiber Digtribution

In his testimony, witness Trimble defines feeder as the part
of the loop that goes from the central office's main distribution
frame (MDF) to the feeder distribution interface (FDI). He defines

'In the Matter of Implementation of the Local Competition
Provisions of the Telecommunications Act of 1996, CC Docket No.
96-98, Third Report and Order and Fourth Notice of Proposed
Rulemaking, (November 5, 1999)
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distribution as the part of the loop that extends from the FDI to
the network interface device (NID) or minimum point of entry
(MPOE) . The drop is the part of the network that extends from the
pedestal or terminal to the NID or MPOE. Intra-building house and
riser cable is the part of the 1loop that extends from the
building's MPOE to the actual physical location of the customer.

When asked why Verizon had not proposed any additional subloop
elements, witness Trimble responded that Verizon's proposal covers
the entire loop, is consistent with FCC Order 99-238, and covers
any request for subloops that a CLEC would have. In an
interrogatory response, Verizon stated that it had not received any
requests for subloop elements other than the ones it proposed.

The ALEC Coalition did not take a position on this issue
except for stating that any cost studies for these elements should
be based on forward-looking economic cost, which assumes the most-
efficient telecommunications technology currently available and
lowest-cost network configuration. The ALEC Coalition did not file
any testimony relevant to this issue.

DECISION

In the last two years, Verizon has not received any requests
for subloop elements other than the ones it proposes.
Additionally, Verizon believes that its proposed sublcop elements
cover the entire loop. Thus, since there is no testimony to the
contrary, and Verizon's proposal appears to be reasonable, we find
that Verizon shall be required to unbundle the following subloop
elements:

Intra-building House Cable
Intra-building Riser Cable
2-wire Feeder

2-wire Distribution

2-wire Drop

4-wire Feeder

4-wire Distribution

4-Wire Drop

Dark Fiber Feeder

Dark Fiber Distribution
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We find that the prices proposed by Verizon for these subloop
elements shall be modified to reflect our changes in all other
applicable sections addressed in this Order.

Iv (b). ACCESS AND PRICING OF ACCESS TO SUBLOOPS

We next address how access to such subloop elements should be
provided, and how should prices be set.

Concerning access to subloops, the FCC, in Order FCC 99-238°
stated that:

We conclude that incumbent LECs must provide unbundled
access to subloops. Applying our unbundling analysis, we
conclude that lack of access to unbundled subloops at
technically feasible points throughout the incumbent's
loop plant will impair a competitor's ability to provide
services that it seeks to offer. We agree with
commenters that self-provisioning subloop elements, like
the loops itself, would materially raise entry costs,
delay broad-based entry, and limit the scope and quality
of the competitive LEC's service offerings. In addition,
we find that access to the subloop elements promotes
self-provisioning of part of the loop, and thus will
encourage competitors, over time, to deploy their own
loop facilities and eventually to develop competitive
loops where it is cost efficient to do so.

§ 2009.
The FCC defines an accessible terminal as:

[A] point on the loop where technicians can access the
wire or fiber within the cable without removing a splice
case to reach the wire or fiber within. These would
include a technically feasible point near the customer
premises, such as the pole or pedestal, the NID or the
minimum point of entry to the customer premises (MPOE) .
Another point of access would be the feeder distribution
interface (FDI), which is where the trunk line, or
“feeder” leading back to the central office, and the
“distribution” plant, branching out to the subscribers,
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meet, and “interface.” A third point of access is, of
course, the main distribution frame in the incumbent's
central office.

We believe that a broad definition of the subloop that
allows requesting carriers maximum flexibility to
interconnect their own facilities at these points where
technically feasible will best promote the goals of the
Act.

In regards to the presumption of the accessibility of subloop
elements, the FCC Order states:

[W]le establish a rebuttable presumption that the sublcop
can be unbundled at any accessible terminal in the
outside loop plant. If the parties are unable to reach
an agreement pursuant to voluntary negotiations about the
availability of space or the technical feasibility of
unbundling the subloop at one of the points identified
above, the incumbent will have the burden of
demonstrating to the state, in the context of a section
252 arbitration proceeding, that there is no space
available or that it 1is not technically feasible to
unbundle the subloop at these points.

FCC 99-238, 9§ 223.

When asked how ALECs gain access to the 2-wire, 4-wire, or
dark fiber subloop facilities, Verizon witness Trimble responded
that “[t]lhe existence of and ability to access subloop elements is
very customer-specific and must be evaluated on a case-by-case
bagis.” Access to subloop elements may occur at a MDF, the FDI, or
at the terminal serving the customer's premises.

In order to gain access to a subloop element, the ALEC must
establish a point of connection (POC) where the access 1is
requested. To initiate the process to establish a POC, the ALEC
must submit an application to Verizon. This process will also
determine whether or not the requested subloop is technically
feasible.
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In addition to the application process, Verizon requires the
ALEC to collocate at the Verizon central office where the MDF is
located and to either collocate or otherwise establish a presence
at the FDI or terminal. The application process to establish a POC
or collocation is used to determine the costs, such as labor and
capital, that are the ALEC's responsibility, and establish the time
frame for the creation of a point of connection with the ALEC.

When asked how ALECs gain access to intra-building house and
riser cable facilities, witness Trimble responded that with the
lease of a UNE loop or UNE distribution subloop, the ALEC
automatically receives access to any house and riser cable it
requires, but notes that the ALEC will have to pay the monthly
recurring cost (MRC) for the house and riser cable it leases.

If an ALEC has its own distribution plant going into a
building and Verizon owne the house and riser cable, the ALEC must
locate a terminal block that is compatible to Verizon within cross-
connect distance of the MPOE for the cable. Verizon also requires
that only Verizon personnel will perform provisioning work on
Verizon owned equipment.

In response to an interrogatory asking for a breakdown of the
various access points to available subloop elements, Verizon
explained that subloop feeder is accessed by the ALEC at both the
central office and the c¢ross-connect or FDI. The subloop
distribution element is accessged at the FDI. Verizon responded that
it is technically feasible to access a subloop at the FDI, remote
terminal (RT) (if either a cross-connect or FDI is located within
the RT), network interface device, or a terminal type pedestal.

Verizon also stated that it is not technically feasible to
provision subloops using Verizon's main distribution frame (MDF) as
a point of interface. Verizon pointed out that the FCC's
definition of a subloop supports the fact that subloops are not
accessed at a central office.

The FCC gives the following definition of a subloop in 47
C.F.R. 51.319 (2): “The subloop network element is defined as any
portion of the loop that is technically feasible to access at
terminals in the incumbent LEC's outside plant, including inside
wire.”
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Besides technical feasibility issues, Verizon also has safety
and network reliability concerns stemming from introducing copper
facilities into the network, and believes that these concerns
should be taken into consideration when determining technical
feasibility. The FCC acknowledges that reliability concerns are
relevant evidence of technical infeasibility as long as they are
specific, significant, and demonstrable. This is of concern to
Verizon since it is a carrier of last resort, and having facilities
in its network that it does not own and cannot control, undermines
Verizon's management and control over its own network.

When asked to elaborate on the safety and reliability concerns
of introducing copper facilities into the network, witness Trimble
responds that there have been problems with ALECs wanting to drop
copper off in places other than their collocation cages. Further,
ALECs have requested that copper be terminated, by Verizon, on
Verizon's main distribution frame. As the witness understands it,
there are various technical issues, including an increased fire
hazard, from such practices.

Witness Trimble acknowledges that Verizon does place copper in
its network, but points out that it is responsible for the copper
that it lays and knows how those copper facilities are protected.
In short, Verizon is requesting is that in order for the ALEC to
gain access to facilities from the MDF, those facilities be
terminated at the ALEC's collocation cage.

The ALEC Coalition did not take a position on this issue except
for stating that the Coalition believes any cost studies for these
elements should be based on forward-looking econcomic cost, which
assumes the most-efficient telecommunications technology currently
available and the lowest-cost network configuration. The Coalition
did not file any further testimony on this issue.

DECISION

The FCC makes it clear that access to subloops must be provided
anywhere it is technically feasible. The FCC also puts the burden
of proof on the incumbent carrier to demonstrate that access to a
subloop at a specific point is not technically feasible, and that
any disputes are to be handled by the states in a section 252
arbitration proceeding.



ORDER NO. PSC-02-1574-FOF-TP . - -
DOCKET NO. 990649B-TP
PAGE 37

We acknowledge Verizon's concerns about network safety and
reliability that could stem from ALECs introducing additional copper
facilities into Verizon’s network. The FCC agrees that ALECs should
not have access to an ILEC's network at locations where they could
threaten network reliability and security. We find merit in
Verizon’s argument that ALECs should not be allowed access to
Verizon's network where there are network security and reliability
concerns.

Concerning the issue of accessing subloop elements on the MDF
in Verizon's central offices, the FCC acknowledges that there are
feasibility issues due to capacity concerns and that certain lines
“cannot be accessed at that point, but must be accessed closer to
the end user.” FCC 99-238, § 206, footnote 399. While the FCC does
not specifically address Verizon's concerns with technical issues,
including the fire hazard, associated with copper being terminated
on the MDF, it does not require subloops to be accessed where there
are network safety and reliability concerns. Therefore, Verizon
shall be required to allow ALECs to access subloop elements on the
MDF, when there is not a concern over feasibility, network safety,
or reliability.

Thus, we find that Verizon shall be required to provide access
to subloop elements at any technically feasible point, including the
main distribution frame, that does not threaten network reliability
and security. Due to the customer-specific nature of providing
access to subloop elements, prices for access to subloops shall be
set on an individual case basis with this Commission arbitrating any
disputes of technical feasibility, network reliability, and pricing
in arbitration proceedings. These rates shall be filed with us in
the appropriate interconnection agreements or amendments to such
agreements on a going forward basis.

V. RATES FOR SIGNALING NETWORKS AND CALL-RELATED DATABASES

We next determine for which signaling networks and call-related
databases should rates be set.

The FCC rules contained in 47 C.F.R §51.509(e) describe the
obligations that an ILEC has to provide access to signaling networks
and call-related data bases on an unbundled basis. Three categories
of databases are discussed: signaling networks, call-related
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databases, and service management systems. Signaling networks
include signaling links and signaling transfer points. An incumbent
is required to provide access to signaling networks in the same
manner as it obtains access itself. 47 C.F.R. §51.509(e) (1) (i).

The rules define call-related databases as “databases, other
than operations support systems, that are used in signaling networks
for billing and collection, or the transmisgion, routing, or other
provision of a telecommunications service.” 47 C.F.R §51.509(e) (2).
Such databases include Calling Name Database (CNAM), 911 Database,
E911 Database, Line Information Database (LIDB), Toll Free Calling
Database (800, 888, and other toll-free numbers), Advanced
Intelligent Network (AIN) Databases, and downstream number
portability databases by means of physical access at the signaling
transfer point 1linked to the unbundled databases. 47 C.F.R.
§51.509(e) (2) (1) . CNAM databases are used to provide Caller ID and
related telecommunications services, and the 911 and E911 databases
are telecommunications services used to provide emergency
assistance. Order FCC 99-238, CC DN 96-98, 940s6. AIN databases
allow centralized control of call processing and network information
processing, so that such functions do not have to be performed at
each switch. Other databases provide information and instructions
used in call processing. Order FCC 96-325, CC DN 96-98, 99457-459.

Service management systems are computer databases that perform
various data processing functions. 47 C.F.R. §51.509(e) (3).
Operator services and directory assistance are also defined:

Operator services are any automatic or live assistance to
a consumer to arrange for billing or completion, or both,
of a telephone call. Directory assistance is a service
that allows subscribers to retrieve telephone numbers of
other subscribers.

47 C.F.R. §51.509(f).

An ILEC is only required to provide unbundled access to
operator service or directory assistance “where the incumbent LEC
does not provide the requesting telecommunications carrier with
customized routing. . . .” 47 C.F.R. §51.509(f).
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Verizon witness Trimble states that “Verizon Florida is
proposing TELRIC-based prices for access to its 8S8-7 signaling
network and for the databases enumerated by the FCC, with one
exception." He notes that “[s]ince customer requirements are highly
variable, Verizon Florida is not proposing prices for access to the
Verizon AIN service creation environment and associated databases.
Verizon Florida proposes to establish these arrangements on a case-
by-case basis.”

Though no other party addressed this issue in testimony, the
ALEC Coalition took a position in its brief with regard to subloops.
No analysis of its position was provided. Subloops are the subject
of Issue IV and were addressed there as appropriate.

The ALEC Coalition states in its brief that Verizon’s proposed
rate structure is unacceptable. However, there is no discussion of
thigs in the record or in the briefs. As a result, it is not
possible to analyze the ALEC Coalition’s position. Z-Tel took no
position in its brief, and Covad adopted the position of the ALEC
Coalition.

DECISION
Upon consideration, we accept Verizon's proposal as it pertains
to the UNEs to be offered, but not as to the rates. The rates may

be impacted by findings made in other sections of this Order.

VI. RECOVERING NON-RECURRING COSTS THROUGH RECURRING RATES

We are next asked to determine under what circumstances, if any, is
it appropriate to recover non-recurring costs through recurring
rates.

Verizon witness Dye believes it is inappropriate to recover
one-time, non-recurring costs through recurring rates, unless
parties agree to do so or the cost object has a reasonably definite
revenue-producing life and can be reused by different customers.
Witness Dye further explains:

It is generally not appropriate to recover one-time
customer-specific costs for nonreusable assets or services
through recurring rates. If a cost is incurred once for
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a specific customer it should be recovered through a
concurrent one-time payment from that customer. This
would include one-time costs associated with processing
service orders and connecting the service. Recovering the
service in a recurring rate structure would put recovery
of those costs in jeopardy since there is no assurance
that the customer will continue to use the service over
the recovery period. Likewise, services or customers that
do not cause the cost to be incurred should not be
responsible for recovery of the costs in the recurring
rates.

Witness Dye maintains that “this one-time pricing structure is used
because it best matches the cost to the cost causer. In fact, if
the ILEC were required to charge a monthly recurring charge for a
special facility and the customer subsequently abandoned the plant,
the ILEC would suffer a “stranded cost” that would ultimately be
borne by its other customers.”

However, witness Dye contends that there are two exceptions to
the above general principles. First, parties sometimes agree to
recover non-recurring costs through a monthly recurring rate. In
such instances, however, the parties’ contract contains an early
termination provision, under which the buyer must pay its bill in
full or continue to make monthly payments (plus appropriate
interest) even if it discontinues operation. Second, a company may
charge a monthly recurring price for a non-recurring cost where the
cost object has a reasonably certain revenue-producing life and is
expected to be reusable by different customers.

The ALEC Coalition claims that costs incurred for the benefit
of many customers or that provide future value should be recovered
through recurring rates. ALEC Coalition witness Ankum states:

Nonrecurring cost should only be recovered through
nonrecurring charges if the costs are a direct cost to a
specific unbundled network element that is ordered and
provisioned. If the nonrecurring cost is a common cost
then the ordering and provisioning of all network
elements, such costs should be recovered through recurring
charges.
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Direct cost associated with the ordering and provisioning
of a specific unbundled network element should be
recovered from the ALEC customer ordering and using the
network element: that is, the cost must be recovered from
the cost causers. Common costs, on the other hand, are
not caused by an individual ALEC customer, but rather by
all customers collectively. It is appropriate, therefore,
to spread these costs over the total projected output of
all network elements in the form of recurring charges.
This ensures that the totality of the cost is recovered
without disproportionately burdening some customers (ALEC)
more than others. That is, by including the common cost
in recurring charges for unbundled network elements, each
ALEC customer will pay for unbundled charges for unbundled
network elements, each ALEC customer will pay for a share
of the common cost of ordering and provisioning processes
that is directly proportional to the length of time that
the unbundled elements are used by the customer.

Covad did not file any testimony on this issue; however, in its
post-hearing brief Covad noted that, according to the FCC, loop
rates that pose a barrier to entry are statutorily precluded under
the Telecommunications Act. Further, Covad contends that Verizon'’'s
propecsed rates are “unjustified, unsupported, and dramatically out-
of-line with the rates set in other parts of Florida.” The matter
of appropriate rates is addressed in other issues in this docket and
is beyond the scope of the issue at hand.

DECISION

The FCC'’s Local Competition Order allows a state commission “to
permit incumbent LECs to charge initial entrants a proportionate
fraction of the costs incurred, based on a reasonable estimate of
the total demand by entrants for the particular interconnection
service or unbundled rate elements.” CC Docket No. 96-98, FCC Order
96-325, {750. Additionally, a state commission may require ILECs to
recover nonrecurring costs through recurring charges over a
reasonable period of time. CC Docket No. 96-98, FCC Order 96-325,
{749. By definition non-recurring costs are the efficient, one-time
costs assgociated with establishing, disconnecting or rearranging
unbundled network elements purchased from an ILEC at the request of
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a customer (e.g., ALEC). We believe that FCC rules allow state
commissions to require recovery of non-recurring costs over time:

State commissions may, where reasonable, require incumbent
LECs to recover nonrecurring costs through recurring
charges over a reasonable period of time. Nonrecurring
charges shall be allocated efficiently among requesting
telecommunications carriers, and shall not permit an
incumbent LEC to recover more than the total forward-
looking economic cost of providing the applicable element.

47 C.F.R. §51.507(e). Such an arrangement would decrease the size
of an entrant's initial capital outlay, thereby reducing financial
barriers to entry. At the same time, any such reasonable arrangement
should ensure that incumbent LECs are fully compensated for their
nonrecurring costs. Local Competition Order, 749. We note that in
the BellSouth phase of this docket, we ruled that if a non-recurring
charge poses a barrier to entry, it may be dealt with in one of two
ways: 1) through the use of a term payment or installment plan; or
2) by including the cost in recurring UNE charges. Order No. PSC-01-
1181-FOF-TP, p. 124. Verizon witness Dye contends that the issue of
the term over which payments for non-recurring charges should be
made may be best left to negotiations between the parties, so that
they may select a payment plan that best fits individual needs.
Whether the magnitude of a given non-recurring charge erects a
barrier to entry should be determined on a case-by-case basis.

DECISION

We may set recurring rates that recover a portion of non-
recurring costs through recurring charges. The inclusion of non-
recurring costs in recurring rates shall be considered where the
resulting level of nonrecurring charges would constitute a barrier
to entry.

VII(a). ASSUMPTIONS AND INPUTS OF NETWORK DESIGN FOR UNE COST
STUDIES

Here we must determine the appropriate assumptions and inputs
for the following items to be used in the forward-looking recurring
UNE cost studies.
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(a) network design (including customer location
assumptions) ;

Witness Tucek sponsors Verizon’'s long-run forward-looking
recurring cost studies in this proceeding, which are produced using
a Florida-specific version of the company’s Integrated Cost Model
(ICM-FL) . Witness Tucek states that the version of ICM-FL filed in
this docket has two major refinements. The first change pertains to
ICM-FL’s loop model. Previously, ICM modeled the number and
location of DLC sites and associated feeder routes so as to satisfy
a user-identified maximum copper loop length (either 12 or 18
kilofeet). For this filing, this option was disabled, and the
locations of DLCs are based on Verizon Florida’s current network and
instead are inputs to the model.

According to witness Tucek, the second modification concerns
the inputs to ICM’s Transport Module. He testifies that the
assignment of end cffices to particular SONET rings formerly was
made without regard to the actual assignments in the existing
network. While witness Tucek notes that end office assignments are
still made outside of the model, in ICM-FL they more closely reflect
Verizon Florida’s network design. In the modeled network not all
SONET rings connect to the Tampa access tandem switch; where this
occurs, a large central office on the ring serves as the hub.

Verizon witness Tucek asserts that we should endorse the use of
ICM-FL to derive Verizon Florida’s costs of UNEs because it .
provides estimates of the forward-looking costs of provisioning
telecommunications services out of the Company’s own network in
Florida, as opposed to the costs produced by a proxy model based on
assumptions and input values that are not company-specific. ICM-FL
estimates the forward-looking costs of provisioning
telecommunications services out of the Company’s own network by
reflecting Verizon's engineering practices and operating
characteristics, and by relying on the Company’s Florida costs for
material and labor.” According to witness Tucek only a cost model
that reflects Verizon’s engineering practices and operating
characteristics can yield realistic estimates of the Company’s
forward-looking costs. ICM-FL satisfies this requirement because
it models a forward-looking 1loop network based on Verizon'’s
engineering practices and guidelines; bases its switching costs on
Verizon Florida’s existing host/remote configurations and technology
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mix, at switch prices Verizon is presently and prospectively able to
obtain; and incorporates material input values based on vendor
contracts and labor costs reflective of the actual cost of labor
activities performed in Florida.

Witness Tucek cites as features of ICM-FL that it is testable,
flexible, open to inspection, and is internally integrated. He
enumerates six ways that the model can be tested: (1) sensitivity
analyses can be performed, changing model inputs assumptions; (2)
the model is capable of providing output reports of the results of
intermediate calculations; (3) it incorporates an integrated
database query function; (4) ICM-FL’s database files and query
results can be exported to other programs, such as a spreadsheet;
(5) the model can generate graphical representations of the network
modeled in specific wire centers; and (6) in conjunction with the
visual interface, a user can inspect detailed intermediate outputs
associated with the wire center area map displayed on the screen.

The Verizon witness contends that ICM-FL is flexible because it
is able to derive either total element long-run incremental cost
(TELRIC) results for setting UNE rates, or total service long-run
incremental cost (TSLRIC) results for setting retail rates.
Moreover, he notes that the Mapping/Report module of ICM-FL enables
an analyst to define new UNEs or services by combining user-
specified combinations of basic network functions. Witness Tucek
observes that ICM-FL is open to inspection, as 1its processes,
inputs, outputs, and many intermediate outputs can be viewed at low
levels of detail. ICM-FL is integrated in that it combines all
network components into a single model. By being integrated, this
“_ . . modular approach provides a consistency within the model with
respect to inputs, programming logic, and assumptions. This not
only makes the model easier to use but, more important, it makes the
cost studies internally consistent.”

ICM-FL calculates the TELRIC of UNEs or the TSLRIC of retail
services by designing and constructing “. . . the network all at
once, using currently available, forward-looking technology and the
prices for labor, material and equipment that Verizon is actually
able to obtain. The network is modeled so that it is capable of
serving one hundred percent of current demand, and its components
include all network elements Verizon is required to unbundle (e.g.,
loops, switches, transport).” The model consists of six modules:
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Loop, Switch, Interoffice Transport, Signaling System 7, Expense,
and Mapping/Reporting. Witness Tucek testifies that the first four
modules yield the forward-looking investments associated with UNEs,
while the Expense module derives the capital cost and operating
expense factors needed to convert the investments into monthly
recurring costs. Capital costs include a return on and return of
investment, property taxes, and income taxes. Operating expenses
include costs of operating and maintaining the network, carrying
costs of general support assets (e.g., motor vehicles, general
purpose computers), and any marketing and billing and collection
expenses attributable to a given UNE. The Mapping/Reporting module
applies the factors from the Expense module to the investments in
the four investment modules, maps the network component costs onto
UNEs, and generates output reports of the recurring cost of each
UNE.

Witness Tucek provides a description of each of ICM-FL’s
modules:

ICM-FL's Loop Module estimates the investments needed to
construct the loop - that portion of the local exchange
telephone network that extends from the Main Distribution
Frame in the wire center to the Network Interface Device
at the end user’s location. These investments include
items such as telephone poles, manholes, copper and fiber
optic cables, and conduit. ICM-FL builds the loop from
existing wire center locations to customer locations
determined through the use of detailed census information,
actual line counts, tariffed exchange boundaries, and road
length data.

The Switch Module calculates the investment needed to
provide the circuit connections for completing telephone
calls. The switch module designs a network based on
Verizon’s existing wire center 1locations, host/remote
relationships, and the digital switch types that Verizon

deploys in its network. Costs are based on the current
prices Verizon pays for initial switch placements and
expansions.

The Interoffice Transport Module designs the facilities
needed to carry traffic among Verizon offices and between
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Verizon’s network and the rest of the public switched
network. These facilities consist of specialized
transmission equipment within wire centers and outside
plant facilities that carry communication signals between
hosts, remotes, and tandem offices. ICM-FL models the
investments associated with these facilities using the
most efficient fiber optic equipment and technologies.

The SS7 Module calculates the investments needed for a
stand-alone signaling network. This signaling network,
via connections at end office and tandem switches, governs
the operation of the switched telephone network by setting
up calls and ensuring efficient utilization of facilities.

The output of the four modules described above represents
the investment needed to build a modern, efficient

telephone network. The Expense Module determines the
factors and ratios wused to calculate the costs of
operating this network. Nonrecurring costs of

establishing or terminating service and common costs are
not included in the development of expenses. In addition,
the Expense Module calculates the capital cost ratios
(depreciation, return on investment, and taxes) associated
with the network investments.

The Mapping/Report Module applies the factors and ratios
developed 1in the Expense Module to the investments

generated by the other four modules. This module also
aggregates the cost of Basic Network Functions (BNFs -
e.g., network access channels, line terminations, call

setup and minutes of use) to TSLRICs of services and
TELRICs of unbundled network elements and develops
detailed output reports. BNF reports are also generated,
which include a cost for every network function. Output
reports can be aggregated at the wire center level, groups
of wire centers, or at statewide weighted average totals.

Since ICM-FL generates cost results at the wire center level, these
results can be aggregated to yield, e.g., deaveraged results by rate
zones or bands.
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Witness Tucek identifies seven major assumptions that are

incorporated into ICM-FL. First, it is assumed that the network
modeled is constructed instantaneously, using all new equipment and
current technology, to serve 100% of existing demand. This
characteristic is often referred to as “scorched earth”; where a
model assumes that switches are placed where they currently exist,
such a model is known as a “scorched node” model. Second, ICM-FL

assumes that customer locations below the wire center level can be
estimated based on the percentage of road mileage in a small given
geographic area. Third, it is presumed that the cost study reflects
forward-looking capital costs. Fourth, the mix of structure
deployed (i.e., the amount of plant that is aerial versus buried
versus underground) and how much of structure is shared with other
providers, is based on Verizon Florida’s actual experience. Fifth,
model inputs for the costs of materials, equipment and labor are
based on those experienced by Verizon. Six, the sizing of cables in
the modeled outside plant follows Verizon’s engineering guidelines.
Seven, common costs and one-time costs associated with connecting
and disconnecting service are not included in the model.

Witness Tucek emphasizes that the network modeled by ICM
reflects neither Verizon Florida’s existing network nor how networks
are actually constructed. For example, he notes that Verizon’s
actual network was deployed over time, and no firm would immediately
replace its existing facilities when a new technology became
available. The witness offers various reasons why the cost results
from ICM-FL should be considered as a lower bound for the company’s
incremental costs of providing UNEs to ALECs. Witness Tucek
observes that in the real world, demand in a given area materializes
over time, not all at once; thus, the economies of scale and scope
implicit in the modeled network would be greater than what actually
can be achieved. As a related example, he states that while the
model assumes that pole lines are on only one side of a street, the
actual network may require lines on both sides due to network
clearance requirements; hence, the model assumes a less costly, more
efficient configuration than may be achievable in an actual network.

Witness Tucek also notes that certain of the assumptions in
long-run cost models do not acknowledge the constraints under which
ILECs will operate during the next few years, especially costs
related to transitioning from existing technology to that reflected
in the model. He explains:
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For example, in Verizon’s network, many end users are
served by integrated pair-gain devices, via a trunk-side
connection to the switch, because this is the most
economical way of providing service to these end users.
If such an end user decides to leave Verizon in favor of
a CLEC, and if the CLEC only orders an unbundled loop in
order to provide service to that end user, then Verizon
must terminate that end user’s loop at the mainframe in
order to hand it off to the CLEC. A cost model that
assumes all new plant and technology does not capture
these transition costs.

Witness Tucek testifies that in ICM-FL the location of switches
and current host/remote relationships are retained, and switching
costs are based on the switch types that Verizon purchases. He
notes that ICM-FL similarly models the types and sizes of digital
loop carrier (DLC) equipment deployed by the company. Witness Tucek
states that the transport module in ICM-FL models a transport
network based on Verizon’s current tandem switches, and clusters end
offices on SONET rings based on their distances from tandems.

Verizon witness Tucek stresses that it is important that the
Verizon Florida’s cost studies reflect the company’'s actual
operating characteristics and its costs for materials, equipment and
labor, in order for the study results to truly reflect Verizon's

forward-looking costs. In particular, he contends that it is
essential that ICM-FL properly account for Verizon’s structure mix
(i.e., relative mix of aerial, buried, and underground outside

plant) and the extent to which its structures are shared with other
providers. Witness Tucek states that witnesses in other proceedings
have alleged that significantly greater opportunities for structure
sharing will exist in the future and thus these prospective sharing
percentages should be reflected in cost studies. Verizon witness
Tucek disagrees, stating that these allegations disregard the fact
that Verizon’s network actually is in place:

They assume that Verizon (or other utilities) would have
the foresight to install poles and conduit systems that
were large enough to accommodate these greatly expanded
levels of sharing. With respect to buried cable, these
parties apparently believe that Verizon will dig up its
existing cable in order to immediately rebury it in a
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shared trench. Even if one takes the position that it is
the costs of some hypothetical new entrant that is going
to rebuild the entire network that should be modeled,
greatly increased levels of sharing still cannot be
supported. Even under this hypothesis, the required
coincidence of wants in space and time among the sharing
utilities must be assumed as well. However, there is no
hypothetical new entrant that will completely rebuild the
electric power and cable TV networks in Verizon’s serving
areas. Like Verizon, their networks are already in place
along with sharing arrangements that made sense at the
time.

ICM-FL’s Loop Module has four basic aspects: a uniform demand
unit, Electronic Serving Area/Cluster development, local loop
network design, and detailed network engineering. ICM’'s uniform
demand unit is a grid standardized to 1/200th degree by 1/200th
area. Although this demand unit is not constant as to size, it is
constant in terms of degrees; as such, it specifically defines a
geographic area. To each demand unit wvarious types of data are
mapped, including the number of residential and business lines,
road-feet, and topographical data (e.g., bedrock depth, water table
depth) .

Stopwatch Maps took estimates of line counts by census block
provided by PNR Associates and assigned customer lines to ICM’s
demand unit, based on the ratio of the number of rocad feet in the
grid to the total road feet in the wire center in which the grid is
located. Data on road feet was obtained from the US Census Bureau's
Topologically Integrated Geographic Encoding and Reference (TIGER)
files; these rocad feet data pertain to the types of roads along
which it is presumed that residences and businesses would be
located. The various demand units are assigned to wire centers
based on Verizon Florida’s exchange boundaries; the total lines of
the grids mapped to the wire center are trued up to the wire
center’s actual line counts.

An Electronic Serving Area (ESA) is an area in which all
subscribers can obtain a local loop capable of providing digital
services. The size of an ESA is a function of the maximum copper
loop length that provides for specified data transmission rates and
analog voice levels. ICM “develops loop costs based on a network
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that uses existing feeder routes and DLC locations as an initial
starting point. . . . the resulting network provides digital
service capabilities for many, but not all customers. The loops are
provisioned with 24-gauge copper cable, and also utilize DLC
extended loop cards for long loops requiring additional gain.”

The local loop network consists of feeder and distribution
components. The feeder network contains both fiber and copper
cable; fiber feeder connects the wire center to digital loop
carriers (DLCs), while copper backbone cable connects the DLCs or
the wire center switch (in the core area surrounding the switch) to
cross-connect boxes in four different directions. The distribution
network has two components, local distribution and backbone, both of
which are copper-based. The backbone distribution connects the
local distribution portion to the cross-connect boxes, whereas the
local distribution portion extends from the backbone cable to the
end user.

The routing of the copper feeder and backbone distribution
cable is determined by a Constrained Minimum Spanning Tree (CMST)
algorithm. This algorithm

., finds a set of paths between each site so that
every site is connected to the main site and the total
path length is minimized. If unconstrained, the algorithm
would tend to generate a network in which each site has
one path entering and one leaving. This tendency, when
realized, produces a network that does not resemble the
cable pattern typically found around a wire center. To
ensure that this tendency is not realized, the constrained
algorithm incorporates dummy sites called Junction Nodes.
The Junction Nodes, which are pass-through sites on the x
and y-axes, allow plant to be placed in each of the four
basic cardinal directions around the wire center without
viclating the basic assumptions of the algorithm.

The underlying CMST algorithm used by ICM begins with a
network consisting of the wire center and the DLC
locations, which are referred to as the Supplier Nodes.
Additional nodes are attached to the network using a
minimum distance criterion. The first step of the process
involves finding the demand unit, which is referred to as
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a node, to a supplier node. [sic] At each subseguent step,
the algorithm determines which of the nodes not yet in the

network is closest to any attached node. That node 1is
then added to the network by attaching it to the closest
attached node. The algorithm proceeds in this manner

until all of the nodes are attached to the network. ICM's
CMST algorithm results in a network in which the nodes are
connected using right angle, or rectilinear, links
parallel to the axes.

The local distribution network is designed based on user-input
templates. These templates “allow the user to emulate some of the
thought processes that go into designing a network, based on the
characteristics of a demand unit.” ICM uses nine different
templates, that vary based on ranges of road feet in a demand unit.
As the number of road feet in a demand unit increases, the number of
cable sections increases, reflecting more complex, dense street
patterns.

According to the ICM documentation, an Individual Plant
Identification (IPID) indicates the length of cable between splices,
as contained in Verizon’s cable records. ICM models one splice,
separately for fiber and copper cable, based on the IPID length.

Residential drop wire investment varies according to whether
the demand unit is assumed to contain single family or multi-family
buildings. If there are fewer than 500 residential units in a
demand unit, it is assumed that single family dwellings exist and
ICM models one drop wire per residential unit; the size of the drop
wire is a user input. However, if the number of residential units
exceeds 500, multi-family units are assumed and 25 pair entrance
cables are assumed.

Business drop wire investment is determined in a similar
manner. The model places drop wires where the number of business
units in a demand unit is less than 500. Where there are between
500 and 1250 business units, 25 pair entrance cables are assumed;
where the demand unit contains more than 1250 units, 50 pair
entrance cables are used.

Drop and entrance cable lengths are computed by first
determining the average lot size, by dividing the area of the demand
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unit by the quantity of residential and business units in the demand
unit. It is then assumed that drop wire runs from the corner of a
lot to the center of the lot; the drop length is then computed
geometrically. However, the minimum and maximum drop lengths in a
demand unit can be constrained via user inputs.

Determining the sizing and location of serving area interfaces
(sAIs) is a function of whether the cluster is a core cluster (which
ig the cluster that surrounds the wire center and is served by
copper cables) or a non-core cluster, and several user inputs.
Under certain circumstances, ICM may install a secondary SAI along
a route. The model accumulates demand from the end of a cable route
toward the crigin of a cluster. A core cluster does not have a
primary SAI because it is assumed to be served off of the main
distribution frame; however, it may have a secondary SAI. Primary
SAIs for non-core clusters are placed adjacent to the cluster’s DLC.
If a user-specified demand level is triggered and a minimum distance
requirement is satisfied, a secondary SAI may be placed.

ALEC Coalition witness Ankum raised several criticisms
pertaining to ICM-FL and recurring costs which are addressed in
other issues (drop length, UDLC v. IDLC, etc.}. To avoid
redundancy, only those arguments that are not dealt with elsewhere
are discussed here.

Witness Ankum testifies that the CLEC industry is at a critical
point in its brief history, and it is crucial that we establish
TELRIC-based UNE rates for Verizon. He notes that from December 31,
1999 through April 23, 2001, the equity market capitalization of
CLECs has declined by $122 billion, or 69%. Although he
acknowledges that there are a variety of factors that account for
this decline, witness Ankum contends that one important reason is
that CLECs pay too much to ILECs for UNEs and collocation.

Coalition witness Ankum states that in evaluating Verizon's
cost studies and proposed UNE rates, efforts should be made to
recognize that Verizon is the nation’s largest local exchange
carrier. He asserts that since the merger, the former GTE companies
now operate under the Verizon umbrella and acgquire facilities and
network components under Verizon contractual arrangements.
Accordingly, the new combined company should operate more
efficiently and at lower costs than the pre-merger entities, due to
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. implementing best practices and leveraging its buying powers
associated with large volume purchases.” Witness Ankum then
concludes it is important for us to compare Verizon Florida’s
studies filed in this docket to those made in other jurisdictions

for comparable elements. He contends that comparing rates in
various Verizon states can reveal possible inconsistencies. Witness
Ankum believes that “. . ., given that the former GTE operations now

operate as part of Verizon, the studies and rates should be
evaluated not just against the FCC’'s TELRIC standard but against
Verizon filings in other states as well as those of similar large

ILECs such as BellSouth.” Witness Ankum considers such comparisons
are valid as a "“sanity check.” Based on a comparison of Verizon
Florida’'s proposed rates to Verizon rates in New Jersey (commission
approved) and New York (ALJ recommended), he concludes that the

Verizon Florida proposed rates are “unreasonably high.”

The ALEC Coalition witness contends that allegations that
Verizon Florida has higher costs than other Verizon entities should
be discounted; he offers three arguments why one should be
suspicious of such claims. First, he states that other Verizon
companies have tried to make the same argument in other states.
Second, witness Ankum asserts that such a claim is gquestionable as
it pertains to switching costs and service ordering. Prospectively,
switch purchases will be made under a Verizon umbrella contract that
reflects the greater purchasing power of the firm. Moreover, since
real estate prices are lower in Florida than, e.g., in Manhattan, he
concludes that switching costs should at least be comparable to
those in New York, if not lower. Regarding the costs of service
ordering and similar functions, witness Ankum contends that cost
studies for these items should capture the efficiencies associated
with Verizon’s scale of operations, rather than the smaller (former)
GTE operations. The Coalition witness conjectures that since the
(former) GTE service ordering centers will or should be consolidated
with the Verizon centers, service ordering costs should be virtually
uniform throughout Verizon’s local operating companies. He states
that many of Verizon’s nonrecurring costs should be no greater than
those we approved for BellSouth, given the overall size of Verizon'’s
operations.

Third, Coalition witness Ankum states that an “apples-to-
apples” comparison between UNE rates in Florida with those in
various other states should be able to be made, as long as UNE rates
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are “appropriately” deaveraged in Florida. He questions “. . . why
Verizon’s proposed loop rates in the rural areas (Zone 3) should be
more than seven times as high as Verizon’s loop rates in wooded,
remote, mountainous, rural New Jersey. One is left wondering: how
wild and uncultivated does Verizon think rural Florida is?” Witness
Ankum concludes that it is not appropriate for Verizon Florida’s

cost studies to reflect that “. . . they are for a smaller more
rural local exchange company that may need protection in order to
preserve universal service, . . . Verizon is the largest ILEC in

the nation - the Commission should treat it as such.”

The ALEC witnesses also offered specific criticisms of
Verizon’s Cost Studies. In particular, they contend that ICM-FL is
not open and verifiable. Witness Ankum states that in a procedural
order specifying how it would conduct arbitrations under the Act,
the FCC directed that any computerized cost models filed in an
arbitration proceeding by a party be in a form that allows for a
user to modify inputs and be able to determine the impact on cost
estimates. He alleges that ICM is not an open model and it would
require extraordinary effort to thoroughly audit the model’'s
algorithms. Further, he asserts that “certain types of assumptions
are essentially “embedded” in the software program and cannot be
altered without rewriting and recompiling the programming code.”

ALEC Coalition witness Ankum disputes Verizon witness Tucek’s
claim that ICM is open to inspection and review, countering that
“[bleing open to inspection and being open to review is not the same
as being sufficiently open to allow for a complete audit of the

model’s algorithms and results.” He notes that while ICM’s code is
observable, an analyst cannot easily change the code and determine
the effect of such changes. ICM is written in the Delphi
programming language and uses Paradox data tables,and witness Ankum
contends that this software . . . is not sufficiently flexible to
allow model auditing and inputting of different assumptions in order
to compare various possible outcome scenarios.” Witness Ankum

states that in other Verizon territories, Excel spreadsheet-based
models are instead used. In contrast to ICM, he believes that Excel-
based models are completely open and can be audited cell by cell.
He reiterates that ICM embeds certain assumptions in the program,
and these assumptions cannot be readily altered by an analyst. As
an example, the witness notes that ICM has built into it the
assumption that digital loop carrier (DLC) equipment instead of
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copper cable is installed beyond a specified fiber/copper
breakpoint. He alleges that in some instances only a few customers
may be served by a DLC and that it would be more cost-effective to
assume they were served by an alternative configuration. Witness
Ankum contends that where spreadsheet-based models are used, it is
much easier for participants in a proceeding to unearth errors; with

ICM he states that no such audit is possible. 1Instead, “. . . the
Commission is asked to take it on faith that Verizon’s analysts have
made no errors in their programming of the ICM.” However, due to

the differences between Verizon Florida’s proposed UNE rates and
those prevailing in other Verizon states, the Coalition witness
opines there are reasons to suspect that ICM must be “riddled with
errors.”

The ALECs also argue Verizon’s f£ill factors are too low. These
arguments are addressed in Section VII(g) of this Order. ALEC
arguments that ICM should model loops using IDLC, rather than UDLC,
are addressed in Section VII(m) of this Order, while arguments on
drop lengths are discussed in Section VII(k) of the Order.

The ALECs also contend that ICM’s network architecture is not
forward-looking least cost. ALEC Coalition witness Ankum testifies
that are there various errors and inconsistencies in ICM that result
in the model’s loop costs being too high. First, he observes that
ICM does not build its network to actual customer locations but

instead “. . . assumes that demand will be dispersed across an
arbitrary grid structure and then “constructs” its network to
provide service to these surrogate locations.” Witness Ankum

considers use of this “gridding” approach a major flaw of ICM. 1In
contrast, he notes that the HAI model uses geccoded customer
location data and builds its network to these actual locations, as
does the BSTLM, BellSouth’s loop model. The Coalition witness
alleges that “. . . the Commission would be delingquent if it were to
adopt an inferior cost model such as Verizon’s ICM to develop UNE
rates.”

Second, witness Ankum contends that ICM does not adequately
acknowledge that fiber optic cables are relatively cheap in
comparison to copper cables. He testifies that if a fiber-fed DLC
gsystem is to be deployed, the fiber cable should be constructed as
far into the local distribution area as 1is feasible, in order to
minimize the use of more expensive copper feeder and distribution
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facilities. Witness Ankum states that a Verizon witness in a
Massachusetts proceeding testified that it is always appropriate to
extend a fiber-fed DLC remote terminal as close as possible to the
customer, as long as a site for the RT can be acgquired at a
reasonable price and the achieved £ill of the DLC system exceeds a
target level. Witness Ankum asserts that ICM fails with respect to
this condition because 1t always assumes that copper feeder
facilities comprise part of a loop, even if the loop is served by a
fiber-fed DLC. Moreover, he contends that ICM often places a
secondary serving area interface (SAI), which practice also tends to
increase the deployment of copper facilities. The Coalition witness
concludes that ICM is defective because it does not attempt to place
the SAI and the RT close to customers, which would maximize the use
of fiber cables while minimizing the use of copper facilities.

Third, witness Ankum states that the ICM never assumes that
where a large concentration of customers exist, that a DLC RT is
placed in a building. He testifies that where this assumption is
made, expensive copper feeder and distribution facilities are no
longer needed. The ALEC Coalition observes that in Massachusetts
and New York Verizon has assumed that there are instances where a RT
would be placed on the customer premises.

The ALECs alsc argue that the rates for DS-1 unbundled loops
are excessive. We address this concern in section VII(r) of this
Order. The ALEC arguments that Enhanced Extended Link (EEL) rates
are too high, as well as their critique of the switching cost
studies, are addresged in Sections XII(b) and VII (o) respectively.

In response to these criticisms, Verizon witness Tucek
testifies that ALEC Coalition witness Ankum’s rebuttal testimony is
rife with flaws, both technical and conceptual. Witness Tucek cites
as the fundamental flaw associated with witness Ankum’s
recommendations "“that Dr. Ankum advocates basing TELRIC estimates
and UNE rates on a network that is disconnected from the real world,
and that is completely unlike the network from which the UNEs will
be provisioned. Dr. Ankum’s disregard for the characteristics of
the real network indicates that he is unconcerned with the costs
that Verizon will incur in provisioning UNEs.” The Verizon witness
cites as an example of witness Ankum’s disregard for Verizon’s
actual network his wvarious £fill factor recommendations, which
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witness Tucek contends bear no linkage to Verizon Florida’s network
and reflect a network operating nearly at maximum capacity.

Witness Tucek argues that Coalition witness Ankum relies on an
excerpt from 9685 of the FCC's Local Competition Order, FCC 96-325
to support his view that switch prices in a TELRIC study should be
based solely on the prices of new switches. However, the Verizon
witness counters that when the entire paragraph is read in context,
it is evident

that the FCC intended TELRIC to estimate the costs ILECs
expect to incur in providing UNEs out of their own
networks, not out of some fantasy or hypothetical network.
To argue that the inputs for switch prices - or any other
input - must be developed as if the network is built all
at once just because the FCC only specified that wire
center locations must be fixed, is both self-serving and
plainly contrary to the FCC’s intent. This is true even
if the model employed designs the network all at once - to
be useful, costs must be grounded in reality and model
inputs must reflect actual experience.

Witness Tucek states that although ICM-FL does not completely
model Verizon Florida’s existing network, he asserts that it comes
closer than any alternative filed with us. Moreover, contrary to
ALEC Coalition witness Ankum, he notes that ICM-FL does not yield
excessive costs. As a measure of reasonableness, witness Tucek
compares ICM-FL’s modeled sheath feet of fiber and copper cable to
the actual amounts in Verizon Florida’s network. He states that
overall ICM-FL models 22% fewer sheath feet than are currently in
place, and concludes that ICM-FL models a smaller, less costly
network.

Verizon responds to the allegation that ICM 1s not open and
verifiable by disputing ALEC witness Ankum’s claim that although he
has access to the model’s code, ICM-FL is inflexible and does not
allow for auditing and substituting of alternative assumptions. The
Verizon witness contends that “nearly all” of the model’s inputs are
user-adjustable. He acknowledges that it is not possible to vary
100% of the model’s inputs and assumptions without modifying the
underlying code, and alleges that models sponsored by AT&T in other
proceedings could not satisfy such a stringent standard. According
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to witness Tucek, “not every underlying input or assumption in a
model needs to be user-adjustable in order for AT&T and MCI to
support its use.”

The Verizon witness counters that witness Ankum’s bemoaning the
fact that ICM-FL is not spreadsheet-based, conflicts with AT&T’s
actions in other wvenues. Witness Tucek states that ICM-FL is
written in Delphi Pascal, and notes that the code was been made
available in text and .pdf form. He opines that while witness Ankum
may not have the ability to modify ICM-FL’'s code, it is doubtful
that no employee or consultant of AT&T or WorldCom has this ability.
Witness Tucek testifies that in other Jjurisdictions AT&T and
WorldCom have sponsored a modified version of the HCPM, the FCC's
universal service cost model, where the loop portion of this model
was altered. However, the 1loop portion of the HCPM that was
modified by AT&T is written in Turbo Pascal, an outdated predecessor
to Delphi Pascal. The Verizon witness infers that “The fact that a
model’s platform is code-based certainly has not prevented some
members of the ALEC Coalition from advocating its use when it suited
their purposes.”

Witness Tucek challenges Coalition witness Ankum’s claim that
there are critical assumptions associated with controversial issues
embedded in ICM-FL’'s code, that cannot be readily altered. The
Verizon witness states that in his experience the most controversial
issues in dispute concerning the TELRIC approach typically are:

modeling of customer locations;

assumptions of f£ill factors;

inputs dealing with depreciation and the cost of money;
inputs dealing with placement and material costs; and
network design assumptions.

Witness Tucek asserts that with respect to the first two items, with
one minor exception, no assumptions are embedded in the ICM-FL code.
Similarly, he notes that inputs for depreciation, cost of money,
placement costs, and material costs are readily adjustable by the
model user. The Verizon witness contends that disputes surrounding
network design typically arise regarding structure sharing, the
proper DLC configuration to model for the provision of UNEs, and the
choice of switching technology; none of these items are hardwired in
the model’s code.
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ICM’'s network architecture is not forward-looking, least cost:

Verizon witness Tucek identifies several “misstatements of
fact” that he contends that witness Ankum makes. In response to
witness Ankum’s claim that use of a secondary SAI increases use of
copper facilities, he provides an example to demonstrate that just
the opposite is the case.

.suppose that there are three 50-pair copper cables,
each serving 26 customers and that each of these cables
meets at an SAI as we trace their route from the end-users
to the wire center. The SAI, also called a cross-connect
box, allows the three 50-pair cables to be terminated,
with their working loops being served by one or more
larger cables. In this example, beyond the SAI, the 78
working lines would be served by a single 100-pair cable,
instead of the three 50-pair cables.

Next, witness Tucek states that witness Ankum erroneously
contends that ICM-FL assumes that customers are uniformly
distributed throughout an arbitrary grid and the model builds plant
to locations where customers are not located. The Verizon witness
counters that “ICM-FL models the amount of copper distribution and
feeder plant based on the amount of road feet in a given wire
center, where the road feet measure includes only those types of
roads along which one would expect end users to be located.”
Witness Tucek again observes that ICM-FL builds fewer sheath feet
than are actually deployed in Verizon Florida'’s network, “hardly the
result one would expect if ICM-FL built plant to locations where no
customers exist.” He relterates that ICM-FL “uses the lines and
road feet for each grid to model the cost of the copper distribution
plant needed to serve the customers based on the user inputs in the
Fltemplt.db table.” The amount of copper and fiber cable deployed
in a wire center is limited to the total rcad feet in the wire
center.

Verizon witness Tucek disagrees with Coalition witness Ankum
that geocoding of customer locations resolves virtually all key
modeling problems. He notes initially that geocoding can be quite
costly, and observes that the geocoded data used in the HAI model,
which are based on a 1997 Metromail address list, have not been
updated. The Verizon witness also states that typically



ORDER NO. PSC-02-1574-FCF-TP
DOCKET NO. 995064SB-TP
PAGE 60

significantly 1less than 100% of customer locations can be
successfully geocoded. He testifies that the HAI model’s overall
geocoding success rate for Florida is 70%, ranging from a low of 55%
for BellSouth to a high of 79% for Verizon. If 100% geocoding
cannot be achieved, an alternative approach must be developed to
yield *“surrogate” locations for theose customers who were not
geocoded. Witness Tucek contends that the HAI model proponents
initially assumed that surrogate Ilocations would be uniformly
distributed along census block (CB) boundaries, but now assume that
surrogate locations are uniformly distributed along the roads within
a census block. Neither of these surrogating treatments is perfect,
he states. Placing surrogate points along CB borders may result in
“placing” customers where roads may not exist because the perimeters
of CBs are often political boundaries or rivers. Alternatively,
witness Tucek maintains that distributing surrogate locations
uniformly along the road network effectively “places” customers
between actual houses and businesses.

Verizon witness Tucek maintains that achieving a high level of
geocoding accuracy is important in order to arrive at reasonable
results using such data. He asserts that it is not possible to
assign a latitude and longitude to an address that consists of an
post office box or a rural route; thus, such addresses will be
assigned a surrogate location. Witness Tucek thereby concludes that
“it is almost a certainty that Dr. Ankum’s HAI standard is building
plant to locations where no customers exist, the very charge he has
leveled against ICM-FL.”

However, the Verizon witness alleges that the HAI model does
not actually “build” plant to the geocoded locations it identifies.
He testifies that “[tlhe basic unit of analysis in the HAI Model is
the “cluster” which is a rectangular area in which the customer
locations are effectively assumed to be evenly distributed. The
cluster is the most granular level of location information for which
the HAI Model designs ocutside plant.” Witness Tucek states that
while the HAI Model uses fewer than 2,100 of its clusters to model
Verizon Florida’s network of approximately 2.5 million access lines,
ICM-FL uses over 23,000 of its demand points.

The Verizon witness acknowledges that BellSouth’s loop cost
model uses geocoded data, and observes that it is “superior to the
HATI Model, since it does not condense the geocoded locations into



ORDER NO. PSC-02-1574-FOF-TP
DOCKET NO. 9590649B-TP
PAGE 61

clusters before modeling the network.” However, he notes that to
achieve this superiority requires a model run time of over 10 hours;
he contends he can ICM-FL in 11 minutes on his computer.

Witness Tucek states that Coalition witness Ankum erroneously
claims that ICM-FL models less fiber cable than it should because it
assumes a part of the feeder is always copper. The Verizon witness
notes that while this is true, it is only where customers are not
served by DLCs but instead are served directly from the central
office (core clusters), or it is the connection between the DLC and
the distribution plant. He also states that the excerpt from
Verizon testimony from a different jurisdiction on which witness
Ankum relies for his chastising Verizon Florida for not assuming
DLCs may be deployed in buildings, was taken out of context.
Witness Tucek testifies that the referenced discussion pertained to
the cost of placing a DLC in a building as opposed to a underground
controlled environmental wvault, and that there is no evidence that
this configuration would be cheaper than the two options modeled in
ICM. While the Verizon witness acknowledges that the option to
deploy a DLC in a building is not available in ICM-FL, he notes that
none of the prevalent cost models, including HAI, have this feature.

DECISTON

Section 252 (d) (1) of the Act specifies the pricing standards to
be applied by a state commission when determining just and
reasonable rates for interconnection and UNEs. This section
provides that rates

() shall be --

(i) based on the cost (determined without reference
to a rate-of-return or other rate-based proceeding) of
providing the interconnection or network element
(whichever is applicable), and

(ii) nondiscriminatory, and

(B) may include a reasonable profit.

To implement this provision of the Act, in 1996 the FCC promulgated
rules in its First Interconnection Order, Order FCC 96-325. 1In this
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Order the FCC adopted a forward-looking economic cost standard as
the basis to be used to set rates for interconnection and UNEs.
This standard, Total Element Long-Run Incremental Cost (TELRIC), is
defined in 47 C.F.R 851.505(b) :

Total element long-run incremental cost. The total
element long-run incremental cost of an element is the
forward-looking cost over the long run of the total
gquantity of the facilities and functions that are directly
attributable to, or reasonably identifiable as incremental
to, such element, calculated taking as a given the
incumbent LEC’s provision of other network elements.

To this incremental cost-based standard, the FCC added the following
key provision, §51.505(b) (1):

Efficient network configuration. The total element long-
run incremental cost of an element should be measured
based on the use of the most efficient telecommunications
technology currently available and the lowest cost network
configuration, given the existing location of the
incumbent LEC’s wire centers.

Under the FCC’'s pricing rules, the appropriate price for an
unbundled network element is equal to the sum of the element’s
TELRIC (851.505(a) (1)), plus “a reasonable allocation of forward-
loocking common costs. . . .” 47 C.F.R. §51.505(a) (2).

The efficient network provision, often referred to as the
“scorched node” assumption, has engendered significant controversy
and legal challenges since it was promulgated. In Verizon
Communicationg, Inc. v. FCC, 152 L. Ed. 2d 701, 122 S.Ct. 1646
(2002), the United States Supreme Court earlier this year provided
further clarification regarding the TELRIC pricing standard. The
Eighth Circuit Court of Appeals had previously concluded that
§252 (d) (1) was ambiguous and upheld the FCC’s decision to implement
this statutory provision through wuse of a forward-looking
incremental cost standard. However, the Eighth Circuit further
concluded that use of a forward-looking cost methodology must be
“based on the incremental costs that an [incumbentl] actually incurs
or will incur in providing . . . the unbundled access to its
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specific network elements.” Verizon, p. 24. The Supreme Court
observed that

1d.

arguing that use of a forward-looking cost methodology was

the Eighth Circuit held that §252(d) (1) foreclosed the use
of the TELRIC methodology. In other words, the court read
the Act as plainly requiring rates based on the “actual”
not “hypothetical” “cost . . . of providing the .
network element,” and reasoned that TELRIC was clearly the
latter.

Verizon and other ILECs appealed the Eighth Circuit’s decision,

an

erroneous reading of the statute, while the FCC appealed the Eighth

Circuit’s decision,

seeking the Supreme Court to overturn the lower

court’s invalidation of the TELRIC methodology. In pertinent part,

the Supreme Court reversed the Eighth Circuit and reinstated TELRIC,
stating that:

We cannot say whether the passage of time will show
competition prompted by TELRIC to be an illusion, but
TELRIC appears to be a reasonable policy for now, and that
is all that counts. . . The incumbents have failed to show
that TELRIC is unreasonable on its own terms, largely
because they fall into the trap of mischaracterizing the
FCC’'s departures from the assumption of a perfectly
competitive market (the wire-center limitation, regulatory
and development lags, or the refusal to prescribe high
depreciation and capital costs) as inconsistencies rather
than pragmatic features of the TELRIC plan. Nor have they
shown it was unreasonable for the FCC to pick TELRIC over
alternative methods, or presented evidence to rebut the
entrants’ figures as to the 1level of competitive
investment in 1local-exchange markets. In short, the
incumbents have failed to carry their burden of showing
unreasonableness to defeat the deference due the
Commission. We therefore reverse the Eighth Circuit’s
judgment insofar as it invalidated TELRIC as a method for
setting rates under the Act.
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Coalition witness Ankum asserts that we should compare UNE cost
studies filed by Verizon in other states to the studies submitted in
this proceeding by Verizon Florida, and suggests presumably this can

be done by comparing rates approved in other states. He considers
doing this one way to discern inconsistencies and that it is a
“sanity check.” While we may agree that it might be reasonable to

compare, with caution, Verizon’'s UNE rates to those established for
other LECs in Florida, we question the merit in examining UNE rates
in other states. Absent access to the complete record on which such
other decisions were made, it would be at best mere conjecture to
conclude anything substantive from such an analysis. We note that
witness Ankum contends that the UNE rate comparisons he advocates
are possible as long as UNE rates are “appropriately” deaveraged in
Florida. This condition probably is impossible to fulfill, again
because we have no inkling as to how other states chose to derive
deaveraged UNE rates.

Coalition witness Ankum argues that ICM-FL is not sufficiently
open and verifiable, and that a user thus cannot thoroughly analyze
the model. He notes that “[bleing open to inspection and being open
to review is not the same as being sufficiently open to allow for a

complete audit of the model’s algorithms and results.” He alleges
that key assumptions are embedded in the program code and are not
user-adjustable. Witness Ankum seems to imply that only
spreadsheet-based models (e.g., those that are Excel-based) are

truly open. In response Verizon witness Tucek admits that not all
model algorithms and inputs can be readily modified by a user, but
states that nearly all inputs are user-adjustable. Moreover, the
Verizon witness notes that AT&T has sponsored cost models in other
proceedings (e.g., a variant of the HAI model) that are not easily
verifiable to the extent desired by witness Ankum. On the one hand,
we agree that ICM-FL is not an easy model with which to work and

analyze - but to some extent all complex cost models suffer from
this flaw. ICM-FL’s labyrinthine structure does not simplify a
review process. On the other hand, we tend to agree with the

implication that can be drawn from witness Tucek’s surrebuttal
testimony that it is disingenuous for AT&T to raise this claim
against ICM-FL, 1if its own models cannot satisfy it either.
Moreover, we are unaware of any FCC or FPSC rule or order that
mandates filing requirements for cost studies in TELRIC proceedings.
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Coalition witness Ankum also identifies what he claims are
errors in ICM-FL that result in the model’s network design not being
truly forward-looking, least cost. First, he states that ICM-FL
does not build plant to actual customer locations but instead .

assumes that demand will be dispersed across an arbitrary grid
structure and then “constructs” its network to provide service to
these surrogate locaticns.” Witness Ankum believes this approach is
inferior to a model that uses geocoded data and builds plant to
actual locations. Verizon witness Tucek replies that the Coalition
witness mischaracterizes ICM-FL, stating that ICM-FL “models the
amount of copper distribution and feeder plant based on the amount
of road feet in a given wire center, where the road feet measure
includes only those types of roads along which one would expect end
users to be located.” Further, witness Tucek states that using
geocoded data is not necessarily the panacea that witness Ankum
believes it to be. Geccoding customer locations is expensive and it
is rare that all locations can be successfully geocoded; for known
customers who cannot be geocoded, some method of generating
surrogate points must be employed. The Verizon witness also
contends that the HAI model mentioned by the Coalition witness does
not truly build plant to actual customer locations, either.

We agree that ICM-FL, strictly speaking, does not design and
construct outside plant to actual customer Ilocations, in part
because it does not use geococded customer data. Rather, ICM-FL uses
a “gridding” approach whereby it estimates customer locations based
on overlaying grids that are 1/200th of a degree longitude by
1/200th of a degree latitude on census blocks (CBs) to which data on
access lines, terrain data, etc., have been associated. The model
then essentially allocates the key data known by census block to the
grids overlaid on a given CB, based on the percentage of road feet
in a grid to the total road feet in the CB. The model then
constructs feeder and distribution plant to groupings of grids.
While we agree that a cost model employing geocoded data to which
geocoded locations plant is actually constructed would be superior,
we do not believe that a model that employs a gridding technique
needs to be rejected solely on this basis. We take some comfort in
Verizon witness Tucek’s testimony that ICM-FL builds some 20% less
sheath feet of cable than exist in the actual network. Moreover, we
note that in Docket No. 9$80696-TP, the Universal Service docket, we
adopted at that time a model to estimate the costs of providing
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universal service that incorporated a gridding technique similar to
that used in the ICM-FL.

Second, witness Ankum asserts that ICM-FL should maximize the
deployment of fiber optic cable, while minimizing use of copper
cables, by extending fiber cable as far as possible into the
network. This claim is addressed in other sections of this Order,
primarily Section VII{m). The witness also alleges that ICM-FL's
practice of deploying a secondary serving area interface, under
certain circumstances, increases the amount of copper cable built.
Verizon witness Tucek responds that witness Ankum 1is in error,
because a secondary SAI can actually reduce the amount of copper
cable deployed between the SAI and the wire center, by using fewer,
larger sized cables. We agree.

Third, Coalition witness Ankum complains that Verizon never
models the situation where a digital loop carrier remote terminal is
placed within a building; had they done so, he believes that less
feeder and distribution facilities would need to be constructed.
Witness Tucek admits this is the case, but notes there 1is no
evidence that this deployment option would yield cost savings in
comparison to Verizon’s deployment options (either pole-mounted or
placed on concrete pads, depending on size of DLC). While we agree
in principle that DLC deployment in a building could be a more cost-
effective configuration in certain instances, there is inadequate
record support as to what those circumstances are, what cost savings
could inure, and whether such circumstances occur 1in Verizon
Florida’s service territory.

While we do not believe that the ALEC Coalition witness
presented compelling testimony, we have concerns as to whether ICM-
FLL in fact 1is fully TELRIC-compliant, in 1light of the Supreme
Court’s decision in Verizon. As noted above, the Court overturned
the Eighth Circuit’s wview that the correct cost standard should
reflect the incumbent’s actual incremental cost of providing a given
UNE, and instead deferred to the FCC’'s use of a “hypothetical”
standard with pragmatic constraints. However, it appears that
certain of the modeling assumptions incorporated into the ICM-FL
could be more reflective of Verizon’s “actual” costs than envisioned
by either the FCC or the Court. For example, Verizon acknowledges
that in its switching analysis, the ICM-FL places the same type of
switch at each of its existing wire center locations. Similarly, in
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discovery, our staff inquired whether DLCs are constructed at
locations where a DLC presently exists. Verizon responded:

The development of DLC inputs started with the existing

DLC locations. The modeled DLC locations do not always
correspond to existing locations in Verizon’s Florida
network. In order to preserve existing feeder routes,

additional locations were modeled in some instances, and
some existing locations were moved to the end of a route.
Also, some DLCs (e.g., those dedicated to a business
customer) were removed 1in order to develop more
representative core area costs.

Further, the Verizon witness alleges:

that the FCC intended TELRIC to estimate the costs ILECs
expect to i1ncur 1in providing UNEs out of their own
networks, not out of some fantasy or hypothetical network.
To argue that the inputs for switch prices - or any other
input - must be developed as if the network is built all
at once just because the FCC only specified that wire
center locations must be fixed, is both self-serving and
plainly contrary to the FCC’s intent.

Prior to the Supreme Court’s decision witness Tucek’s view was
supported by the Eighth Circuit’'s decision; we believe this is no
longer the case, and question whether on balance it can be concluded
that ICM-FL vyields costs based on “the most efficient
telecommunications technology currently available and the lowest
cost network configuratiocn, . . .” (§51.505(b) (1)) Although we have
concerns as to the extent to which it approximates its current
network in some respects, we believe that ICM-FL should nevertheless
be accepted as the basis for setting UNE rates for Verizon in this
proceeding, for the following reasons. First, there is no viable
alternative basis upon which rates can be set. To completely reject
Verizon’s model would require Verizon to refile studies at a future
time, using a modified model; however, there is little meaningful
record support for what specific refinements should be made.
Second, we take some comfort that ICM-FL does not fully replicate
Verizon’s existing network, in that it models fewer sheath feet of
cable than currently exist. Third, due to the various modifications
to Verizon’s model inputs approved in other sections of this Order,
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we Dbelieve that the rates vyielded by ICM-FL on balance are
reasonable. Accordingly, we find that the network design reflected
in ICM-FL shall be accepted for purposes of establishing recurring
UNE rates in this proceeding, subject to our adjustments in other
sections of this Order.

VII(b). ASSUMPTIONS AND INPUTS OF DEPRECIATION FOR UNE COST
STUDIES

Here we look at the appropriate assumptions and inputs for
depreciation to be used in the forward-looking recurring UNE cost
studies.

Depreciation is one of the inputs in Verizon’s Integrated Cost
Model (ICM). According to the model documentation, depreciation
inputs are specifically used in the expense module to develop
capital cost factors that are designed to recover the cost
assoclated with cost of capital, depreciation expense, property
taxes and state and federal income taxes. The ICM calculates and
applies three separate factors to the modeled investment within ICM
to determine the amount of necessary costs associated with each
investment to be recovered. The Depreciation and Return factor
includes both a return on and a return of invested capital. The
return on component relates to the cost of capital discussed in
Section VII(c). The return of component represents depreciation
expense resulting from economic lives and salvage inputs.

Two witnesses testified on the appropriate depreciation lives
and salvage values to use in Unbundled Network Element (UNE)
calculations. Direct and surrebuttal testimony was presented by
witness Sovereign on behalf of Verizon; rebuttal testimony was
presented by witness Ankum on behalf of the ALEC Coalition.
Verizon’s recommended depreciation inputs reflect those it uses for
financial reporting purposes. The ALEC Coalition recommends that
Verizon’s depreciation inputs be predicated on the range of Federal
Communications Commission (FCC)-approved lives and salvage values,
although no specific wvalues were given. Alternatively, the ALEC
Coalition recommends that the lives and salvage values adopted in
our Order No. PSC-01-1181-FOF-TP for BellSouth be approved for
Verizon to use as inputs in developing UNE prices in this
proceeding. All other parties support the ALEC Coalition's
position. We illustrate a comparison of the lives and salvage
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values proposed by the parties and those we consider appropriate for
use in UNE calculations, in Tables 7(b)-1 and 7(b)-2.

Verizon’s witness Sovereign testifies that the depreciation
lives Verizon proposes for use in its cost studies conform to
Generally Accepted Accounting Principles (GAAP) and thus are the
best available estimates of the lives of Verizon’s assets. The
lives and salvage values are the same as those Verizon uses in its
financial reporting to its stockholders. Witness Sovereign explains
that these lives and salvage values were developed by considering
historical information and the impacts of future technoclogical
changes, competition, and service demographics. Witness Sovereign
asserts that Verizon’'s forward-looking approach produces a more
accurate estimate of asset economic 1lives than an outdated,
historical approach. Lastly, witness Sovereign claims that
Verizon's recommended lives are comparable to the 1lives of its
competitors.

Witness Sovereign asserts that the economic life of an asset is
the period of time over which that asset is used to provide economic
value. Both increased competition and technological change can
shorten the economic life. The witness argues that traditional life
estimation techniques are used to estimate an asset’'s physical life,
not its economic life. While the physical life of an asset ends
upon the asset’s retirement, witness Sovereign claims that the
eccnomic life can be affected when no retirements are evident.

For example, a 1,200 pair cable that was used to provide
service to 1,000 customers prior to the 1996
Telecommunications Act, may now only provide service to
500 customers due to competition.

As a result, witness Sovereign argues that only 50% of the cable now
has economic value, even though no-retirements have taken place.

Witness Sovereign asserts that establishing the proper economic
lives for the major technology-sensitive accounts (copper cables,
fiber cables, digital switching, and circuit equipment) is critical
to determining economic depreciation in a forward-looking cost
study. This is because these accounts comprise the majority of the
plant investment.
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When estimating economic lives, witness Sovereign explains that
Verizon (a) evaluates the criteria that are used to establish the
retirement lives of assets, (b) considers industry benchmark
comparisons, and (c) considers the effect the evolving competitive
market will have con the economic lives of many of Verizon’s assets.
According to the witness, Verizon first considers the traditionally
accepted factors (physical, functional, and contingent) that cause

property to retire. Witness Sovereign asserts that these factors
can be used to help estimate an asset’s economic life only after
allocating “proper weighting” to the factors. The witness argues

that functional factors are sensitive to competition and
technological change and are given substantially more weight in
establishing economic lives for Verizon’s assets. Witness Sovereign
acknowledges that the weighting referenced is based on judgment
regarding technological change and competition.

Another guideline Verizon uses in developing economic lives of
its assets 1s benchmarking or comparing against the lives used by
Verizon's competitors for depreciation purposes. Witness Sovereign
agsserts that benchmarking helps quantify Verizon’s professional
judgment as to the appropriate lives. According to the witness,
benchmarking affords a validation of the reasonableness of Verizon’s
recommended depreciation lives.

In its benchmarking analysis, Verizon reviewed the depreciation
lives of AT&T, MCI WorldCom, cable television providers, industry
studies performed by Technology Futures Inc. (TFI), and a number of
ALEC discovery responses submitted in the BellSouth phase of this
docket (Florida Digital Network, Intermedia Communications, Rhythms
Links, and Time Warner Telecom of Florida). Witness Sovereign
concludes that because Verizon’s proposed depreciation lives are the
same or longer than the lives used in the benchmarking comparison,
Verizon’s lives are therefore appropriate.

Witness Sovereign testifies that he has no knowledge as to the
basis of the wvarious company depreciation lives used 1in the
benchmarking comparison, stating that he did not perform the

analysis. 1In fact, the witness argues that it is not necessary to
understand all the assumptions underlying the lives used in a
benchmark comparison. He believes simply that the lives various

companies use is the most important indicator.
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However, the ALEC Coalition’s witness Ankum counters that it is
important to understand the basis of the depreciation lives used in
the benchmarking analysis before such a conclusion can be made.
Witness Ankum asserts that depreciation lives of a Competitive Local
Exchange Company (CLEC) typically have a very different purpose and
may be driven by tax implications. Additionally, knowledge of the
technology mix underlying the CLEC’s depreciation life is important.
A given company’s plant could include equipment that is manufactured
discontinued, in which case the life would be expected to be much
shorter than state-of-the-art equipment. Moreover, broad categories
such as “communications and network equipment” do not provide a
clear indication of the specific plant included. For these reasons,
witness Ankum argues that an apples-to-apples comparison of
Verizon'’s recommended depreciation inputs cannot be made with those
of competitors as reported in annual reports to their stockholders.
Further, the witness asserts that Verizon provided no analysis
sufficient to make an apples-to-apples comparison between the lives
Verizon recommends and those used by competitors. When there is a
lack of information regarding the basis for the lives being
benchmarked, witness Ankum agrees with our decision in the BellSouth
phase of this proceeding in Order No. PSC-01-1181-FOF-TP, where we
concluded that benchmarking is not appropriate.

With regards to a comparison with cable television (CATV)
operators, Verizon witness Sovereign admits that CATV operators dc
not have copper cables. Finally, TFI addresses lives for outside
plant cable, central office switching, and circuit equipment. While
witness Sovereign asserts that Verizon’s depreciation lives are in
line with the TFI recommended life ranges, we believe that, with the
exception of digital switching, its recommended lives are also in
line with TFI’'s lives.

The ALEC Coalition’s witness Ankum recommends using
depreciation inputs that are - either within the Federal
Communications Commission (FCC) approved ranges or those inputs
approved for BellSouth by Order No. PSC-01-1181-FOF-TP. The witness
asserts that Verizon does not face more risk than BellSouth.

In response, Verizon witness Sovereign argues that the FCC’s
ranges are outdated and not appropriate in a competitive
environment. Witness Sovereign also refutes the ALEC Coalition
witness Ankum’s recommendation to use the economic lives and
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salvage values approved for BellSouth by stating that the
recommendation 1is not based on any analysis, but solely on the
assumption that Verizon could not face more risk than BellSouth. As
such, witness Sovereign  argues that Verizon’s recommended
depreciation lives reflect the ecconomic lives of its assets and
therefore are the appropriate wvalues to use in a forward-looking
economic cost study. If we consider the depreciation inputs
approved for BellSouth, witness Sovereign asserts that those be
considered as a starting point for Verizon’s inputs, and then
adjusted downward to reflect the competitive risk Verizon faces in
its serving territory.

In its brief, the ALEC Coalition cites to the U. S. Supreme
Court decision where Verizon’s arguments regarding the rapid
obsolescence of loop facilities and the inappropriateness of the
FCC’'s prescribed 1life and salvage ranges were dismissed.
Specifically, the court found:

The incumbent’s fallback position, that existing rates of
depreciation and costs of capital are not even reasonable
starting poilnts, 1is unpersuasive. As to depreciation
rates, it is well to start by asking how serious a threat
there may be of galloping obsolescence regquiring
commensurately rising depreciation rates. The answer does
not support the incumbents. The local-loop plant makes up
at least 48 percent of the elements incumbents will have
to provide . . . and while the technology of certain other
elements like switches has evolved very rapidly in recent
vears, loop technology generally has gone no further than
copper twisted-pair wire and fiber optic cable in the past
couple of decades. . . . We have been informed of no
specter of imminently obsolescent loops requiring a
radical revision of currently reascnable depreciation.
This 1s significant because the FCC found as a general
matter that federally prescribed rates of depreciation and
counterparts in many States are fairly up to date with the
current state of telecommunications technologies as to
different elements.

Verizon Communications, Inc., et. al. v. Federal Communications
Ccmmission, et. al., 152 L. Ed. 2d 701, 122 S. Ct. 1646 (2002).
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Witness Ankum argues that the projection lives prescribed by
the FCC are forward-looking. As support, the witness notes that the
FCC began to put less emphasis on historical data in estimating
depreciation lives and more emphasis on company plans, technological
developments, and other future-oriented analyses in  1980.
Additionally, he explains that the FCC reaffirmed its forward-
looking position in 1995 in establishing ranges of projection lives
and salvage values to simplify the depreciation prescription
process.

DECISION

The purpose of this docket is not to direct Verizon to use
specific depreciation rates for pricing its retail business, but
instead to establish the appropriate cost inputs to be incorporated
in the capital cost factor for UNEs specific to Florida. This
proceeding does not involve Verizon obtaining regulatory approval of
its depreciation rates, but involves determining the reasonableness
of the assumptions regarding depreciation expenses to be included in
the cost study used for setting UNE rates.

Neither Verizon nor any ALEC submitted a depreciation study to
support their respective recommended depreciation inputs. While
Verizon argues in its brief that the ALEC recommendations are devoid
of any support, the same could be said of Verizon’s recommendations.
Verizon did not produce any corroborating evidence that it has begun
to, or has budgeted plans for, the replacement of its copper cables.
Verizon also states it does not have any specific replacement
strategies. Further, witness Sovereign acknowledges that Verizon’s
retirement plans were not considered in the determination of the
economic lives for the technologically driven accounts. The witness
argues that planned retirements for technology on a short and long-
term basis are not relevant in the determination of appropriate
depreciation inputs to be used in this proceeding. In fact, witness
Scvereign states that he has no knowledge of Verizon having any
planned program for retirements. Finally, witness Sovereign admits
he has no knowledge of the basis or assumptions underlying the
depreciation lives used by the various companies in Verizon's
benchmarking comparison. In fact, witness Sovereign acknowledges
that Verizon did not request such information from the benchmarked
companies.
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Regarding the comparison to CATV equipment, witness Sovereign
advances that coaxial cable wused by CATV operators in the
distribution network has more capability than the twisted pair that
Verizon useg. For this reason, the witness concludes that Verizon'’s
depreciation lives for copper cables should be shorter than the CATV
coaxial cable.

Finally, witness Sovereign admits that his testimony reflects
support offered for the lives of the technology-sensitive accounts
only, since those accounts comprise the majority of the investment.
Verizeon offered no support, either through testimeony or through
discovery, for its recommended lives for the other non-technology
driven accounts.

As noted in Order No. PSC-01-1181-FOF-TP, we found that while
competitors’ lives may be useful,

. it is important to understand the underlying
assumptions and the basis for those lives, including
whether technological obsolescence, wear and tear, or tax
considerations are the driving forces for those lives. We
believe that without a complete understanding of how
competitors determine their life projections, as well as
an understanding of each company’s equipment and how that
egquipment is used, an apples-to-apples compariscon cannot
be made. . . . There is no record evidence regarding the
basis for the competitors’ lives that BellSouth asserts
the Commission should consider as a benchmark for its
lives. For this reason, we believe that using these lives
as a benchmark is dangerous and incorrect.

Order No. PSC-01-1181-FOF-TP, p. 171.

While Verizon’s witness Trimble testifies that comparing UNE
rates from other states 1s dangerous without a complete
understanding of the context in which they were adopted, witness
Sovereign disagrees that the same would hold true for depreciation
inputs. We do not share witness Sovereign’s asgssertion. An apples-
to-apples comparison between Verizon’s proposed lives and those of
other competitors cannot be made in this proceeding due to the lack
of record evidence regarding an understanding of the basis of those
lives.
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Regarding Verizon’s recommended salvage values, witness
Sovereign admits that Verizon has provided no support. Again, the
reason proffered by the witness is that salvage has little impact
and, therefore, Verizon chose not to analyze it. In fact, witness
Sovereign admits that Verizon performed no salvage analyses or study
in support of its recommended salvage values.

We are in a quandary regarding depreciation inputs. On one
hand, Verizon has not provided sufficient evidence that its proposed
inputs are appropriate. Indeed, Verizon only offered support

regarding the economic lives of the technology-sensitive accounts.
On the other hand, we are hesitant to rely solely on the FCC-
approved life and salvage ranges as proposed by the ALEC Coalition.
On balance, we believe the ALEC Coalition’s alternative proposal, to
use the depreciation inputs approved for BellSouth by Orxrder No. PSC-
01-1181-FOF-TP, represents a good compromise.

Thus, we find that it 1s reasonable to assume that similar
plant exposed to similar factors of obsolescence such as technology,
market competition, and physical wear and tear would exhibit similar
depreciation lives and salvage values. Therefore, we approved the
inputs as shown in the Commission column of Tables 7(b)-1 and 7(b) -
2.
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Table 7 (b)-1: Economic Lives

Verizon ALEC Commission
(Yrs.) (Yrs.) (Yrs.)

Motoxr Vehigcles 8 7.5

Special Purpoge Vehicles 12 7 7
Garage Work Egquipment. 12 12 12
Qther Work Equipment 12 15 15
Buildings 35 45 45
Furniture 15 11 15
Office Support Eguipment 8 10.5 11.5
Computers 5 4.4 4.5
Digital Switching 10 16 13
Operator Systems 10 10 10
Radio S 7 9
Circuit Eguipment 9 6 8
Station Apparatus 8 8 6
Other Terminal Equipment 7 6 &
Poles 30 35 35
Rerial Cable Metallic 15 18 i8
Aerjal Cable Fiber 20 25 20
Undg. Cable Metallic 15 23 23
Unda. Cable Fiber 20 25 20
Buried Cable Metallic 15 18 18
Buried Cable Fiber 20 5 20
Submairine Cable Metallic 15 18 18
Submarine Cable Fiber 20 20 20
Intrabldg. Ca. Copper 15 20 20
Intrablda. Ca. Fiber 20 20 20
Conduit 50 55 55

Source: EXH 39, AES-2; EXH 61, AHA-12; Order No. PSC-01-1181-FOF-TP, pp. 172-174;
Order No. PSC-01-2-51-FOF-TP, p.

31.
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Order No.

Table 7(b)-2: Salvage Values
Verizon ALEC Commission
Coalition

(%) (%) (%)
Motor Vehicles 15 16 16
Special Purpose Vehiclesg ] 0 0
Garage Work Equipment. 0 Q 0
Other Work Equipment 0 0 0
| Buildings 0 0 0
Furniture 0 10 10
Office Support Equipment 0 S 5
cComputers 0] 2 2
Digital Switching 2 0 0
Qperator Svstems 0 Q 0
Radio 0 (5) (5)
Circuit Equipment 2 2 Q
Station Apparatus 0 0
Cther Terminal Eguipment 0 S S
Poles (75) {55) (55)
Aerial Cable Metallic (10) (14) {14)
Rerial Cable Fiber (10) (14) {(14)
Undg. Cable Metallic (10) (8) (8)
Undg. Cable Fibexr (10) (8) (8)
Buried Cable Metallic (5) (7) (7}
Buried Cable Fiber (5) (7) (7)
Submarine Cable Metallic (19) (5) (5)
Submarine Cable Fiber (10) (5) (5)
Intrabldg. Ca. Copper (15) (10) (10}
Intrabldg. Cg. Fiber (10) (10) (10)
Conduit (10) (10) (10)

31.

Source: EXH 39, AES-2; EXH 61, AHA-12; Order No.
PSC-01-2-51-FOF-TP, p.

PSC-01-1181-FOF-TP, pp.

172-174;
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VII(c). ASSUMPTIONS AND INPUTS OF COST OF CAPITAL FOR UNE COST
STUDIES

We next determine the appropriate assumptions and inputs for
cost of capital to be used in the forward-locking recurring UNE cost
studies.

Four witnesses offered testimony regarding the forward-looking
cost of capital input for Verizon’'s cost model. Verizon witness
Vander Weide recommends 12.95% as the forward-locking cost of
capital based on a cost of equity of 14.75%, a cost of debt of 7.55%
and a capital structure consisting of 75% equity and 25% debt. Z-
Tel witness Ford recommends a forward-looking cost of capital of
8.50% based on a cost of equity ranging from 10.0% to 10.1%, a cost
of debt ranging from 6.10% to 6.25%, and a capital structure
consisting of 60% equity and 40% debt. ALEC Coalition witness
August Ankum recommends that we set Verizon’s cost of capital no
higher than the 10.24% approved for BellSouth and no lower than the
8.8% approved for Verizon in New Jersey. He recommends an equity
ratio no higher than 60%. Staff witness Draper recommends 9.63% as
the appropriate forward-looking cost of capital based on a cost of
equity of 11.49%, a cost of debt of 7.43%, and a capital structure
consisting of 60% equity and 40% debt.

A. COST OF EQUITY

As part of the economic principles upon which he bases his
testimony, Verizon witness Vander Weide stresses that the forward-
looking cost of capital should be based on market values. According
to witness Vander Weide, the forward-looking cost of capital should
not be based on traditional regulatory principles, such as the use
of an embedded cost of debt.

Regarding risk, witness Vander Weide estimated Verizon'’s cost
of capital based on a UNE cost scenario he believes is less risky
than the hypothetical, efficient network upon which Verizon’s cost
model is based. He states his cost of capital therefore will
understate UNE costs.

Also regarding risk, witness Vander Weide notes that Verizon
faces extensive local exchange competition from CLECs in Florida and
that rapidly changing technology increases risk for the incumbent
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LEC. Further, he states that the risk of providing UNEs is greater
than the risk of providing local exchange service.

Witness Vander Weide estimates the cost of equity by applying
a quarterly DCF model to a proxy group of companies consisting of
the Standard and Poor’s Industrials (S&P Industrials). He believes
the risk of investing in facilities to provide UNEs is at least as
great as investing in the S&P Industrials. He only includes in this
proxy group companies with a reported stock price, that pay
dividends, that have a positive growth rate, and that have at least
3 long-term growth rates from analysts. He eliminates results that
are below the March 2001 yield for Moody’s A-rated industrial bonds
or that were above 20%. The growth rates for dividends in his DCF
analysis are earnings growth rates provided by I/B/E/S. The result
of this analysis is a market-weighted average DCF cost of equity of
14.75%.

Using similar inputs, witness Vander Weide also applies a
quarterly DCF model to a group of 4 telecommunications companies
that provide local exchange service. The result of this analysis is
15.52%. His recommended cost of equity is 14.75%.

Z-Tel witness Ford bases his recommended cost of equity on the
cost of equity we set for BellSouth in Order No. PSC-01-1181-FOF-
TP, issued May 25, 2001. Specifically, he employs a CAPM to
determine his recommended cost of equity. Witness Ford believesg
there are irregularities in the inputs used for the CAPM in the
BellSouth Order. He provides corrections to those inputs.

For the risk-free rate, witness Ford uses 5.31% based on the
yields on U.S. Treasury bonds from October 2001 to December 2001.
Witness Ford uses 8.34% as the market risk premium, which is based
on the 20-year period from 1982 to 2001. Witness Ford believes
historical risk premiums are appropriate. He notes that there are
many methods for estimating the market risk premium and that Verizon
witness James Vander Weide used a 7.8% risk premium in his testimony
in the recent Florida Power rate case, Docket No. 000824-EI. For
the beta input, witness Ford uses a beta of .58. This is based on
the average beta, as reported by BARRA, for Verizon, BellSouth, and
SBC for the period January 2001 through December 2001.
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Witnegs Ford’s CAPM result is ™“about 10%.” We note that
witness Ford’s CAPM results range from 10.0% to 10.1%.

ALEC Coalition witness Ankum recommends a cost of capital range
of no higher than the 10.24% we approved for BellSouth and no lower
than the 8.8% approved for Verizon in New Jersey. Witness Ankum
notes that, in Verizon’'s New York proceeding regarding UNEs, the
administrative law judge did not believe the S&P Industrials were an
appropriate proxy group for determining the cost of capital.

Witness Ankum does not provide models, debt cost rate
calculations, or specific cost of capital analysis in support of his
recommendation. For this reason, we focus on the three witnesses
who filed substantive cost of capital testimony in determining the
appropriate cost of capital.

Witness Ankum does state that CLECs have experienced declines
in market capitalization significantly greater than Regional Bell
Operating Companies. He also states that a large number of publicly
traded CLECs have filed for bankruptcy or are on the brink of
filing. According to witness Ankum, the competitive
telecommunications industry is struggling to survive.

Our staff’s witness Draper applies a DCF and a CAPM analysis
to an index of telecommunications companies listed in the Value Line
Investment Survey. He believes these companies are comparable to
the business and financial risk associated with the provision of
UNEs. He eliminated telecommunications companies that receive less
than 75% of their revenue from telecommunications operations. He
also eliminated companies with insufficient financial data and
companies that were the subject of an ongoing merger or acqguisition.

For his DCF analysis, witness Draper notes that the cost of
equity is the discount rate that equates the present wvalue of
expected cash flows associated with a stock to the market price of
the stock. He employs a two-stage DCF model with stock prices from
October 2001 and dividend and growth inputs from Value Line. He
allows 3% for issuance costs. The result of his DCF analysis for
his index of telecommunications companies is 11.45%.

Witness Draper’s CAPM result is 11.02%. He notes that the CAPM
is dependent on the beta statistic, which measures systematic risk,
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i.e., the risk that cannot be diversified away. Using a DCF
analysis and inputs from Value Line, witness Draper calculates a
required return on the overall market of 10.87%. His risk-free rate
is 5.4% based on the forecasted rate on 30-year U.S. Treasury bonds.
The beta for witness Draper’s CAPM is 1.02 and is based on the
average beta for his index of telecommunications companies.

Witness Draper notes that the average bond rating for his index
of companies is single A and Verizon’s bond rating is single A. He
recommends 11.24%, the midpoint of his model results, as the
appropriate cost of equity for Verizon.

In rebuttal to witness Draper, witness Vander Weide objects to
witness Draper’s proxy group of companies. He notes that witness
Draper says he eliminated companies that were the subject of an
ongoing merger or acquisition from his proxy group of companies.
Witness Vander Weide states that both AT&T and CenturyTel, two
companies in witness Draper’s group, are involved in mergers with
other companies. Also, witness Vander Weide believes that SBC
Communications meets witness Draper’s criteria for inclusion in his
Proxy group. Eliminating AT&T and CenturyTel and including SBC
Communications, witness Vander Weide recalculates witness Draper’s
DCF results. The result of this exercise is 15.86%. Witness Vander
Weide further states that he believes the S&P Industrials are the
appropriate proxy group for determining the cost of equity for this
proceeding.

Witness Vander Weide disagrees with witness Draper’s DCF model.
Specifically, witness Vander Weide does not believe investors use
witness Draper’s version of the DCF model to make investment
decisions. He believes that witness Draper’s DCF model produces
unreasonable results for two of the companies and that it is an
annual model whereas witness Vander Weide prefers a quarterly DCF
model.

Regarding witness Draper’s CAPM, witness Vander Weide disagrees
with the return on the market portfolio. Specifically, he disagrees
with witness Draper’s use of Value Line forecasted dividend growth
as an input to the DCF model witness Draper used to calculate the
required return on the overall market. Using earnings growth rates
from Value Line and I/B/E/S, witness Vander Weide recalculates the
required return on the overall market and witness Draper’'s CAPM
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result. In doing this, he used witness Draper’s methods except he
eliminated companies that had required returns below 7.5%, the
current yield on Moody’'s A-rated utility bonds. The recalculated
results range from 13.86% to 14.78%.

Regarding witness Draper’s DCF model, witness Ford disagrees
with the growth rate inputs. He believes witness Draper’s
sustainable growth rate is too high to be sustainable. Witness Ford
believes witness Draper should have excluded Qwest Communications
and CenturyTel from his index, and that Sprint is a reasonable
inclusion. Using his adjustments to witness Draper's two-stage DCF
model, witness Ford calculates a range of 8.49% to 10.56%.

Regarding witness Draper's CAPM analysis, witness Ford notes
his disagreement with witness Draper's comparable group. In
addition, witness Ford believes that witness Draper's beta, 1.02, is
too high. He specifically disagrees with witness Draper's use of
Value Line betas.

Incorporating his adjustments to witness Draper's CAPM, witness
Ford calculates a range of 8.40% to 8.58%. With his adjustments to
witness Draper's models, witness Ford states the cost of equity is
"about 9%." He believes the upper bound for the cost of equity is
10.50%.

Witness Vander Weide disagrees with witness Ford’s use of BARRA
betags and notes that Value Line betas, as used by witness Draper,
are more representative of risk in the telecommunications industry.
Witness Vander Weide also notes that the CAPM tends to underestimate
the cost of equity for companies that have betas less than 1.0.

Witness Vander Weide disagrees with witness Ankum’s criticism
of the use of the S&P Industrials as a proxy group for determining
the cost of equity. Witness Vander Weide notes that he also
included a group of telecommunications companies as a risk proxy
group. This group had approximately the same cost of equity as the
S&P Industrials.

Regarding the comparable group of companies used by the
witnesses, in the BellSouth UNE proceeding we relied upon
telecommunications firms as the basis for the cost of equity, and we
rejected the use of non-telecommunications firms. See FPSC Order No.
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PSC-01-1811-FOF~-TP, pp. 181-182. Witness Ford objects to witness
Draper including Telephone and Data and AT&T in his index of
companies because these companies do not rely primarily on local
telephone service. Witness Vander Weide believes AT&T and
CenturyTel should be eliminated from witness Draper’s group because
of merger activity and he believes SBC Communications should be
included.

The selection of an appropriate proxy group is difficult
because there are no publicly-traded companies whose sole business
is the provision of unbundled network elements. Further, witness
Vander Weide acknowledges that the provision of unbundled network
elements is more capital intensive than many of the industries in
his proxy group. The companies witness Draper uses are considered
telecommunications companies by Value Line. Witness Draper’s
companies receive at least 75% of their revenue from the provision
of telecommunications services, though not necessarily 1local
exchange service. Witness Draper’s index of companies 1is a
reasonable proxy group for determining the cost of equity related to
UNEs.

Witness Vander Weide relied primarily on the S&P Industrials as
a proxy group. He also used a group of telecommunications holding
companies, although he believes such a group is inappropriate. The
cost of equity is higher for the group of telecommunications
companies.

Witness Vander Weide used earnings growth forecasts for the
growth rate in dividends in his DCF models. In contrast, witness
Draper used specific dividend forecasts and sustainable long-term
growth rates based on Value Line information. We note that the DCF
model discounts dividends, and as such, we believe that witness
Draper’s growth rates for his DCF analysis is therefore appropriate.

In determining the expected return on the market input for his
CAPM model, witness Draper eliminated firms with growth rates in
excess of 20%. He also eliminated firms that do not pay dividends
or have negative projected dividend and earnings growth. This is
appropriate. We believe, and have indicated previously, that growth
rates in excess of 20% are not sustainable in the long run. Order
No. PSC-01-1181-FOF-TP, pp. 181-182.
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However, we do not agree with witness Ford that witness
Draper’s long-term sustainable growth rate, 10.3%, is excessive.
Witness Draper based this rate on Value Line’s projected return on
equity and earnings retention rate for his index of companies. The
long-term growth rate is matched with a near-term growth rate of
3.3%. By operation of wmath, the near-term growth rate has a
significant effect on the DCF result. Taken together, these growth
rates produce a reasonable and sustainable growth rate for
determining the cost of equity.

We also disagree with witness Ford’s objections to the beta
statistic in witness Draper’s CAPM. Specifically, witness Ford
objects to the use of Value Line betas. Witness Ford essentially
second-guesses Value Line’s calculation of the beta statistic.
Witness Draper states that the average beta for his index companies
is reasonable.

Employing their recommended changes, both witnesses Ford and
Vander Weide recalculate witness Draper’s results. Witness Ford’s
recalculation represents a significant decrease in witness Draper’s
recommended cost of equity whereas witness Vander Weide's
recalculation represents a significant increase.

We note the wide difference between the cost of equity
recommended by witness Vander Weide, 14.75%, and the 10% recommended
by witness Ford. As noted above, we believe witness Draper employed
a reasonable proxy group of companies and reasonable inputs for his
models. Further, witness Draper used two cost of equity models -
the DCF model and the CAPM. In contrast, witnesses Vander Weide
used only the DCF model and witness Ford used only the CAPM.
Therefore, we find it appropriate to use 11.24% as the cost of
equity in determining Verizon’s cost of capital.

B. COST OF DEBT

Verizon witness Vander Weide recommends 7.55% as the cost rate
for debt. He bases this on Moody’s A-rated industrial bonds for
March 2001. He states this is conservative because flotation costs,
to issue bonds, are not included.

7Z-Tel witness Ford recommends a cost rate for debt of 6.10% to
6.25% for Verizeon. He bases this on the debt cost rate calculation
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in FPSC Order No. PSC-01-1181-FOF-TP. He incorporates short-term
debt into his recommendation and bases the long-term debt cost rate
on the credit spread of “Aaa” public utility bonds over 30-year U.S.
Treasury bonds. He calculates the credit spread as the average of
the three-month and five-year credit spreads of RAaa rated public
utility bonds over 30-year U.S. Treasury bonds.

For Verizon, witness Draper recommends 7.22% as the appropriate
forward-looking cost of debt. He incorporates a short-term debt
cost rate of 5.36% based on the forecasted prime rate. His long-
term debt cost rate, 7.84%, is based on the forecasted rate for 10-
year Treasury bonds and a credit spread derived from the yields on
“"A” rated utility bonds. Verizon has a S&P corporate credit rating
of ™A.” Witness Draper calculates the credit spread during the
twelve-month period that ended with November 2001. He assigns a 25%
weight to short-term debt and a 75% weight to long-term debt.

In rebuttal, witness Ford disagrees with witness Draper's
credit spread in calculating the long-term debt cost rate. Witness
Ford believes this calculation should be based on the method we used
in the BellSouth UNE proceeding. Witness Ford notes that the credit
spread for BellSouth was formulated using credit spreads calculated
over a short period and a long period. He recalculates witness
Draper’s long-term debt cost rate for Verizon at 7.55%. Also,
witness Ford disagrees with witness Draper’s short-term debt cost
rate because witness Draper bases his short-term cost rate on the
prime rate.

Witness Draper used a twelve-month period in calculating the
credit spread. We find this to be reasonable. The record allows
for many choices of periods over which the credit spread is
calculated. In the BellSouth order, we chose an average of credit
spreads calculated over three month and five year periods. Order
No. PSC-01-1181-FOF-TP, pp. 184-185. We differ with witness Ford’'s
assertion that exact consistency with the BellSouth order is
necessary for determining the cost of capital inputs. In addition,
witness Draper tailored his recommended cost of debt for Verizon to
match with Verizon’s bond rating.

Witness Vander Weide disagrees with witness Ford’s use of 2.01%
as the cost rate for short-term debt. He believes short-term
interest rates are currently low because the Federal Reserve is
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trying to stimulate the economy. He believes short-term interest
rates will rise as the economy moves out of the current recession.
Though witness Vander Weide strongly advocates the use of market
value inputs to determine the cost of capital, he questions the use
of a market-based input for short-term debt. Instead, he states the
short-term debt interest rate should be an average over a full
business cycle. Witness Vander Weide bases his cost rate for debt
only on the cost of long-term debt.

Witness Vander Weide also disagrees with witness Ford’'s long-
term debt cost rate of 7.12%, stating that Verizon requires at least
the yield on A-rated industrial bonds. The yield on such bonds was
7.57% as of December 2001.

Witness Ford agrees with the use of short-term debt but
recommends the commercial paper rate as the appropriate proxy for
short-term debt. Witness Draper uses forecasted prime rates as the
basis for the short-term debt cost rate. We believe this is
forward-looking and therefore acceptable. For Verizon, the
appropriate forward-looking cost rate for debt is 7.22%.

C. CAPITAL STRUCTURE

Verizon witness Vander Weide bases his recommended capital
structure on market values for debt and equity for both his proxy
group of S&P Industrials and a group of telecommunications companies

with incumbent local exchange subsidiaries. He states that both
groups, on average, have at least 75% equity in their capital
structures. He recommends a market wvalue capital structure

containing 25% debt and 75% equity in calculating Verizon’s cost of
capital.

Z-Tel witness Ford employs a capital structure consisting of
60% equity and 40% debt based on the BellSouth UNE proceeding.
Witness Draper alsc recommends a capital structure with 60% equity
and 40% debt. He bases this on the order issued in the BellSouth
phase of this proceeding. He notes that the average equity ratio
for Value Line’s telecommunications companies is 63% as of November
2001. Also, C.A. Turner Utility Reports, a recognized financial
publication, states that the average equity ratio for
telecommunications companies was 57.60% in 2000.
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Witness Vander Weide disagrees with witness Draper’s capital
structure. As he emphasizes in his direct and his rebuttal
testimony, witness Vander Weide believes that forward-looking
economic costs must be based on market wvalues and that this requires
the use of a capital structure based on market values. He states
that competitive companies use market value capital structures. For
similar reasons, witness Vander Weide disagrees with witness Ford’s
recommended capital structure.

We addressed the issue of an appropriate capital structure in
the BellSouth phase of this docket. For BellSouth, we noted that
market-value capital structures have not been widely accepted and
produce aberrant coverage ratios. We used a capital structure of
60% equity and 40% debt and noted that these ratios were close to
the target ratios used by the company. These ratios were within
the standards set by bond rating agencies. See FPSC Order No. PSC-
01-1181-FOF-TP, pp. 185-187. For proceedings 1in states where
Verizon Communications has operating companies and in states where
witness Vander Weide has testified, the equity ratio that is set is
typically no higher than 60%.

Witness Vander Weide states that forward-looking economic costs
are based on market values. However, he acknowledges that the FCC
does not require specifically the use of market-value capital
structures in calculating the forward-looking cost of capital. We
note that Verizon’'s actual equity ratio was 43% as of December 2001.
The 60% equity ratio recommended by witness Draper agrees with the
target ratios and bond rating standards discussed in the BellSouth
Order. For these reasons, we approve a capital structure for
Verizon consisting of 60% equity and 40% debt.

DECISION

Upon consideration, we find that witness Draper’s cost of
capital is forward-looking. For Verizon, we approve a forward-
looking cost of capital of 9.63% based on a cost of equity of
11.24%, a cost of debt of 7.22% and a capital structure that is 60%
equity and 40% debt. The recommendations and positions of the
witnesses, and our approved figures are summarized in the table
below:
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Table 7{c) - 1: Verizon Cost of Capital Summary
Verizon Z-Tel ALECSs staff Commission
witness witness Ford witness witness Approved
Vander Ankum Draper
Weide
Capital 75% 60% equity Equity no 60% equity 60% equity
Structure equity, 40% debt higher than 40% debt 40% debt
25% debt 60%
Cost of 7.55% 6.1% to 7.22% 7.22%
Debt 6.25%
Cost of 14.75% 10% tc 10.1% 11.24% 11.24%
Equity
Overall 12.95% 8.5% No higher 9.63% 9.63%%
Cost of than 10.24%
Capital and no lower
than 8.8%

VII(d). ASSUMPTIONS AND INPUTS OF TAX RATES FOR UNE COST STUDIES

Here we determine the appropriate assumptions and inputs for
tax rates to be used in the forward-looking recurring UNE cost
studies.

In his direct testimony, Verizon witness Tucek states that “The
Composite Income Tax and Property Tax columns reflect the Florida-
specific annual state and federal income taxes and the property
taxes associated with the loop.” 1In deriving its composite income
tax rate of 38.58%, Verizon used a state income tax rate of 5.5% and
a federal income tax rate of 35%. A composite tax rate of 38.58% is
used to account for the state income taxes that are deductible for
federal income tax purposes. The property (ad valorem) tax rate of
1.00% is calculated by dividing the annual property tax expense by
gross taxable plant. The Regulatory Assessment Fee rate is .15%.
Rule 25-4.0161, Florida Administrative Code.

DECISICN

Based on the record in this proceeding, we approve a composite
federal and state income tax rate of 38.58%, an ad valorem tax rate
of 1.00%, and a Regulatory Assessment Fee rate of .15%. It should
also be noted that no parties opposed the Florida-specific tax rates
as proposed by Verizon.
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VII(e). ASSUMPTIONS AND INPUTS OF STRUCTURE SHARING FOR UNE COST
STUDIES

We next examine the appropriate assumptions and inputs for
structure sharing to be used in the forward-locking recurring UNE
cost studies.

Structure sharing occurs when an ILEC shares outside plant
structures, such as poles, conduit, and trenches, with other
utilities, such as electric companies, cable televison companies, or
CLECs. The structure sharing input is used to determine what
portion of shared poles, trenches, and conduit is applied to
Verizon.

When asked why it was appropriate to develop the structure mix
and sharing parameters based on Verizon's actual operating
environment, witness Tucek replied that in order for the cost
estimates to reflect Verizon's expected forward-looking cost
estimates, the parameters must be based on Verizon's actual
operating environment. He then points out that in other
proceedings, parties have often tried to justify higher structure
sharing rates based on the conclusion that there will be additional
opportunities for structure sharing in the future. He continues by
saying that the higher structure sharing percentages are based on
many unsupportable assumptions, including the rebuilding of the
networks of electric and cable televison providers. In Order No.
PSC-99-0068-FOF-TP, “the Commission found the LEC's sharing
percentages to be reasonable surrogates for an efficient level of
sharing and also rejected sharing inputs that relied on the
assumption that power and cable companies would rebuild their
networks.”

With respect to pole sharing, documentation included in
Verizon's Loop Module provides the following explanation as to how
pole sharing impacts pole investment:

] The percentage of poles leased from other entities is
subtracted from the total number of poles.

. The expenses for leasing poles from other entities is
included in the Expense Module.



ORDER NGC. PSC-02-1574-FOF-TP
DOCKET NO. 950649B-TP

PAGE 90
. The total shared pole investment is divided by the
number of users attached to the pole to determine
Verizon's total shared pole investment.
. Verizon's shared pole investment is added to its

investment for non-shared poles - which is all
assigned to Verizon - in order to determine Verizon's
total pole investment.

Verizon's Loop Module also discusses conduit sharing. In the
case of shared conduit, the total amount of shared conduit
investment is based on the total number of ducts required by all
parties. Verizon's portion of the shared cost of conduit is
determined by dividing the number of Verizon ducts, including
required vacant ducts, by the total number of ducts. Where conduit
is not shared, the size of the conduit is based on Verizon's needs,
and Verizon is responsible for the entire cost of this conduit.

For trench sharing, Verizon allocates its share of the cost of
the trench using a method similar to that used for conduit sharing.
In the case of shared trenches, Verizon's share of the trench cost
is the “cost of the trench divided by the number of parties using
the trench.” For trenches that are not shared, Verizon 1is
responsible for the total cost of that trench. The input into the
model is a weighted average of Verizon's shared and non-shared
trenches.

The actual structure sharing inputs that Verizon used in its
ICM Model are confidential.

We note that the ALEC Coalition provided no testimony
concerning this issue and did not take a position in its post-
hearing brief.

DECISION

It is unreasonable to assume that power and cable companies
will relocate their facilities, thereby yielding a higher structure
sharing rate. This is consistent with our finding in the Cost of
Sexrvice Docket, Docket No. 980696-TP, Order No. PSC-99-0068-FOF-TP.
There is nothing in the record to the contrary, and thus we find
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that the appropriate assumptions and inputs for structure sharing
shall be those proposed by Verizon, as discussed above.

VII(f). ASSUMPTIONS AND INPUTS OF STRUCTURE COSTS FOR UNE COST
STUDIES

In this issue we address the appropriate assumptions and inputs
for structure costs to be used in the forward-looking recurring UNE
cost studies.

Structure costs are the costs incurred in placing aerial,
buried, and underground plant. Items included in structure costs
are material, labor, sales taxes, shipping, and relevant discount
factors.

Verizon witness Tucek believes that in order £for the cost
estimates to reflect the cost Verizon expects to incur in
provisioning telecommunicaticns services and UNEs, the input prices
used in the model should correspond with what Verizon expects to
pay. In particular, he believes that Florida wages should be
included in labor costs, and the costs of materials and equipment
(including sales taxes and shipping costs) should reflect the actual
rates. Finally, he states that the discount factor used to estimate
switching costs must reflect an appropriate blend of modernization
and growth purchases.

When asked about the socurce of ICM-FL's inputs for material,
equipment, and labor, witness Tucek responds that the prices for
such materials asg poles, manholes, cables, Network Interface Devices
(NIDs), Digital Loop Carriers (DLCs), terminals, and pedestals are
taken from its internal infcrmation management system used for such
functions as planning and purchasing management. Inputs for the
ICM-FL material costs include loadings for such items as shipping,
sales tax, minor materials, supplies, and engineering expenses. The
cost of placement is based on Florida specific vendor contracts.

In its response to our staff's interrogatory number 33, Verizon
provided explanations as to what is included in the structure costs
for various plant types. For aerial plant, the structure costs
include both material and placement costs of the aerial cable, along
with costs involved with the Serving Area Interfaces (SAIs) used
with aerial plant. The costs associated with poles, while
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associated with aerial plant, are recorded in a separate account.
For buried plant, the structure costs include both material and
placement costs of buried cable, including the costs associated with
SAIs used with buried plant. For underground plant, the structure
costs include both material and placement costs of underground
cable. The costs of conduit, materials and placement associated
with underground plant are recorded in another account.

The ALEC Coalition provided no testimony concerning this issue
and did not take a position in its post-hearing brief.

DECISION

Based on the evidence presented, we find that the assumptions
and inputs for structure costs proposed by Verizon are appropriate
and recommends that they be used in conjunction with our findings in
all other applicable issues.

VII(g). ASSUMPTIONS AND INPUTS FOR FILL FACTORS IN UNE COST
STUDIES

We next determine the appropriate assumptions and inputs for
fill factors to be used in the forward-looking recurring UNE cost
studies.

A fill factor is defined as “a measure of the overall
utilization of a piece of telephone equipment or plant.”

In his direct testimony, Verizon witness Tucek explains how
ICM-FL sizes cable and how it is consistent with Verizon's
engineering guidelines. He states that feeder plant is designed to

be reinforced. The model takes a four-year planning horizon and
uses the mid-point of this horizon in order to determine the amount
of feeder plant that needs to be placed. On the other hand,

distribution plant is built for ultimate demand.

In an interrogatory response, Verizon explains that a £ill
factor measures “the overall utilization of a particular piece of
telephone equipment or plant.” The administrative spare input is
set at .98. The model internally calculates the utilization factors
for each code commcn language identifier (CLLI), for both feeder and
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distribution plant. These factors are provided for informational
purposes and “are not inputs in to the modeling process.”

In his surrebuttal testimony, witness Tucek describes how ICM-
FL sizes the local outside plant (OSP) based on three inputs. The
first input is the administrative fill input, which Verizon set at
.98, which allows for two percent administrative fill. With this
setting, if a piece of plant is more than 98 percent utilized, the
model places the next larger size piece of plant. The other two
inputs, known as engineering factors, can be defined “as the ratio
of installed to working lines.” The inputs to the model are 2.16
for distribution plant and 1.011 for feeder plant.

In Exhibit 61, AHA-6, Coalition witness Ankum advocates the
following fill factors for Verizon:

Table 7g-1 ALEC Coalition Proposed Fill Factors
Element Recommended Fill Factors
Feeder Copper Fill 85%
Distribution Copper Fill 75%
COTs, RTs 90%
Channel Units 95%
Conduit 60%

Source: EXH 61, AHA-6.

Concerning ICM’s reporting of certain global f£fill factors,
witness Ankum explains that the model reports a 93.59 percent fill
for feeder plant and 38.27 percent for distribution plant. He
believes that the model is not clear on what parts of plant are
included in the calculations and whether or not an allowance for
spare facilities is included in the calculation.

When asked if it was his understanding that the £ill factors in
Verizon's model were actually developed by the model, Coalition
witness Ankum's response was that he was under the impression that
the fill factors were calculated by the model after the model
determines such items as network architecture and cable sizes.
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Witness Ankum states that he believes that Verizon's £fill
factors are inefficiently low, particularly Verizon's distribution
fills. He goes on to explain that some of his general objections to
Verizon's determination of its f£ill factors are:

1. The large number of factors that Verizon uses to
justify its low fill factors and the values assigned to
each of these factors. Verizon does not take into account
the fact that spare plant can be used for multiple
purposes such as repair and growth.

2. The fact that Verizon's proposal requires ALECs to pay
for facilities put in place to “serve Verizon's future
customers” which the commission should not require the
ALECs to pay for. The witness has some anti-competitive
concerns regarding this fact and believes that fill should
not reflect spare capacity put in place for future
customers.

Concerning whether or not it appears that Verizon has modeled
the actual fill that it has in its network, witness Ankum responds
that due to the low distributicn utilization rate, Verizon 1is
modeling its actual network which is not consistent with TELRIC
rules. He also points out that the model includes spare facilities
for a large amount of growth and that Verizon admits that its
distribution fill is based on a network built for ultimate demand.

In his deposition, witness Ankum was asked a question
concerning the data that he relied on in developing the fill factors

that he advocated. His response was that he is advocating fill
factors based on his understanding of technologies involved 1in
various components. He is also relying on his understanding of

federal law concerning TELRIC, economics, the calculation of costs,
and cost causation.

When asked by our staff if there were industry standards
concerning the amount of spare facilities needed to serve future
customers, witness Ankum responded that engineers design plant based
on performance standards and anticipated growth. He contrasts the
typical engineerxring design with TELRIC, which requires fill factors
to be based on what the actual usage of the facility is reasonably
projected to be. He believes that the FCC is saying that when you
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place plant for future customers, the amount of plant in use should
also include the plant to be used by future customers. In short ,
according to the witness, you need to ask “What is the fill over the
life of the facility?”

In his deposition, witness Ankum does concede that from the
perspective of customers, both the ALECs and Verizon should have
some spare facilities and that the ALECs should be required to pay
for part of that spare.

When asked whether or not it was cheaper to lay all the feeder
and distribution cable needed for expected growth all at once or
when the need arises, witness Ankum responded:

If you know with a fair degree of certainty that you are
in a high growth area, you clearly want to lay cables that
takes that into consideration. But likewise, the cost
study should take that into consideration, i.e., when you
do your cost study you need to include that future demand
so that the current customers don't bear the cost of
facilities for the future customers.

Verizon witness Tucek, in his surrebuttal testimony, states
that the wutilization rates that Dr. Ankum recommends that we
establish are based on a network that is operating near its
capacity. He also points out that Dr. Ankum incorrectly assumes
that ICM-FL contains hidden calculations that rely on the fills for
various components of the network to size telecommunication plant
and calculate costs. Witness Tucek states that the £fills are
developed by the model and are outputs instead of inputs. The few
Fill Factor inputs into the model are for administrative spare and
the sizing of entrance cables. The administrative fill is set at
.98 which allows for two percent spare capacity, except for that of
DLC line cards which is based on 4.76 percent administrative spare.
The fill for entrance cables is assumed to be 50 percent.

D. FEEDER FILL

Coalition witness Ankum discusses the fill factor assumptions
that Verizon made for various feeder facilities, stating that the
model reports a feeder fill of 93.59 percent, but he is not clear
how it ig derived. He goes on to explain why Verizon should use at
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least 90 percent fill on copper feeder facilities by stating that
“[i]ln a move toward fiber-based feeder, Verizon's own engineering
guidelines explicitly discourage the placing of new copper
facilities and encourage the maximum use of copper facilities.”

Witness Ankum continues with the notion that with forward-
looking technologies, more and more feeder facilities will be fiber
based, and with wvery few new copper feeder facilities, these
facilities will reach their objective £fills of 90 percent. He
believes that Verizon's idea that fills will increase and decrease
as networks are reinforced is irrelevant in the determination of
fill factors.

Concerning his recommendation for copper feeder fill, witness
Ankum recommends that we order a copper feeder f£ill of 85 percent as
the appropriate f£ill in a forward-looking, least-cost network. He
further states that a fill factor of 85 percent 1is below the
objective fill of 90 percent that already should exist on a large
number of zroutes, recognizing that on a forward-looking basis,
feeder facilities will be reinforced with fiber and not with copper.

When asked about Coalition witness Ankum's recommendation that
the cost of copper feeder cables be based on a 90 percent fill,
Verizon witness Tucek responded that the recommendation did not make
sense and is based on the unsupported assumption that fiber
facilities will be used instead of replacing copper facilities.
While it will happen in some cases, it will not happen in every
case. According to witness Tucek, Verizon will still need copper
facilities to connect customers to the DLCs since only the feeder
routes between the DLCs and central office are replaced with fiber.
In actuality, the model assumes all fiber on routes between the DLCs
and the central offices. Copper 1is assumed on the subfeeder
connecting the DLC to the distribution plant along with copper to
the central office for customers not served by DLCs.

E. DISTRIBUTION FILL

Witness Tucek states that distribution plant does not have an
objective fill since distribution plant 1is planned with the
expectation that it is not going to be enforced. This is due to the
fact that otherwise you would be tearing up lawns, gardens,
sidewalks, etc. in order to expand distribution plant.
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In his rebuttal testimony, witness Tucek gives the following
example of how distribution cable is sized:

Suppose, for example, that 40 working lines are needed for
a given distribution cable. ICM-FL will determine that
86.4 (40 x 2.16) pairs are needed, and install the next
largest cable, a 100-pair cable. Since 86.4/100 is less
than the administrative £ill input of 0.98, no cable-size
adjustment for administrative spare is needed. (If 98,
99, or 100 pairs were needed, the next largest cable size
would be used.)

In an exhibit to his testimony, ALEC witness Ankum advocates a
65 percent fill for distribution copper cable.

F. DROPS

Concerning the fill for drop facilities, witness Ankum states
that the fill on drop facilities is determined as a combination of
user inputs and a pre-programmed algorithm of ICM. Residential and
business drops are calculated separately based on their own
assumptions. The fill factor issue is obscured by how the drop
facilities are identified.

According to witness Ankum, the treatment of the drop within
the ICM results in the drop becoming a very expensive portion of the
loop. He also believes that the high cost of the drop is due to the
fact that the drop length the model assumes is excessively long.
The combination of the loop length and low £ill causes an inflated
loop cost.

Explaining why the fill for drop facilities should never be
lower than that for distribution facilities, witness Ankum stated
that it is easier to add drop facilities than it is to add
distribution facilities. He believes that the easier it is to add
additional plant, the higher f£ill there should be.

Regarding witness Ankum's recommendation that the fill factor
for drops be no lower than those set for distribution, witness Tucek
responded that he disagrees with Dr. Ankum and provides an example
of customers ordering second telephone lines where the fill for the
drop goes from below that of the distribution plant to above that of
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the distribution plant. He again points out that the model does not
use the fill factors of specific network components to cost the
loop, but sizes the cable and picks the network components using the
discrete sizes available. He also points out that this approach is
used by other models and ensures that the network components “fit
together.”

G. CENTRAL QFFICE TERMINALS AND REMOTE TERMINALS

When asked what level of fill is appropriate for central office
terminal (COT) and remote terminal (RT) electronics, Coalition
witness Ankum responded that for RTs and COTs, he recommends a fill
of 90 percent. He bases his recommendation for RTs on the fact that
they are scalable and can be expanded as demand increases. He
believes that COTs can have higher fills than RTs, due to the fact
they can serve up to five RTs.

When asked that given Verizon's assumptions on the deployment
of fiber-based DLC systems, would COTs be fully utilized, witness
Ankum responded that they would be. He then pointed out that the
deployment of these systems in the cost studies show more COTs and
RTs than there are in Verizon's actual network.

Finally, witness Ankum recommends a 90 percent fill which he
states is supported by Verizon's own documentation that requires
“that certain types of DLC systems (SLC-96) are used near full
capacity.” While witness Ankum concedes that these guidelines
involve “slightly older equipment,” it shows the idea that DLC
electronics can be run at very high levels of utilization.

When asked if a 90 percent fill for central office terminals
would be appropriate for any company whose forward-looking loop
design 1is based on the deployment of fiber-based digital loop
carrier systems similar to Verizon's, witness Ankum responded that
with Verizon's economies of scale, a large ILEC would easily have a
90 percent fill on its COTs. This is due to their modularity and
ability to serve up to five remote terminals. He agrees that the
situation would essentially be the same for RTs as it is with COTs.

Witness Ankum was provided a hypothetical situation where
moderate or high growth was expected. He was asked what
configuration he would recommend. He responded that you can place
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larger pieces of plant when moderate to high growth is expected. He
continues by pointing out that you do not put the spare facility in
the cost model due to the fact that future customers are the cost
causer of the spare capacity. He then states that when little or no
growth is expected, plant should be designed to mimic this demand.
In short, depending on the modularity of the piece of plant, he does
not have a problem with placing facilities for anticipated growth.

H. CHANNEL UNITS

Concerning the appropriate level of fill for channel units,
Coalition witness Ankum responded that due to the fact that channel
units can be entered into COTs and RTs as needed, Verizon can
achieve a high level of utilization. In addition, the channel units
can be put in place rather quickly and can be placed to closely
match the total number of end-users that are served by DLC systems.
For channel units he recommends a fill of 95 percent

I. DS1 FILL FACTORS

The ALEC Coalition, in discovery, was asked what fill factors
would be more appropriate than those proposed by Verizon. The ALEC
Coalition responded that Verizon's assumed fill in the “low double
digits” for DS1 loops is a primary cause for inflated DS1 rates.
They believe that for DS1 loops, a fill factor of 90 percent would
be more appropriate.

The ALEC Coalition was also asked why the £fill of 357c
equipment should not be lower than 90 percent. The Coalition
responded that the 357c 1is a piece of circuit equipment
(multiplexer) for loop transport that is used in the central office.
Due to the fact that a large number of services and circuits are
able to share this facility, one should be able to achieve a high
level of utilization.

J. RECOVERY OF PLANT PLACED FOR FUTURE CUSTOMERS FROM CURRENT
CUSTOMERS

When asked whether or not it 1s appropriate, in a TELRIC
gsetting, to include spare facilities for anticipated growth in
demand by future customers, witness Ankum responded that it was not
and that the ALECs should only pay for facilities that will be used



ORDER NO. PSC-02-1574-~FOF-TP
DOCKET NO. 990649B-TP
PAGE 100

to meet current customer demand. He believes that the cost
causation principle requires future customers to pay for spare
facilities since they are the cost causers for the spare facilities.

Concerning the FCC's findings on the fact that spare facilities
should be based on a reasonable projection of demand, witness Ankum
responded that paragraph 682 of the FCC's Local Competition Oxrder?
states:

Per unit costs should be derived from total costs using

reasonably accurate “fill factors” (estimates of the
proportion of a facility that will be “filled” with
network usage); that is, the per unit costs associated

with a particular element must be derived by dividing the
total cost associated with the element by a reasonable
projection of the actual total usage of the element.

Witness Ankum interprets the Order to mean that projected future
customers must be considered when determining the unit cost of an
element. He also believes that Verizon's use of only current
customers in its fill factor calculation appears to be a violation
of the FCC's Order.

Regarding Dr. Ankum's contention that current users should not
pay for capacity installed to serve future demand, Verizon witness
Tucek responded that this argument is not correct, and pointed out
that Dr. Ankum's argument overlooked the fact that customer growth
is ongoing. Witness Tucek points out that existing customers
benefit from spare capacity since it allows Verizon to meet demand
as it occurs in a cost-effective manner. He then points out that if
rates do not reflect spare capacity, and the associated costs, the
cost of this capacity may not be recovered or will be recovered from
future customers. Recovery from future customers is only possible
if the rates charged to a customer were based on the date the
customer subscribed to the network. Witness Tucek believes that
this scheme is obviously infeasible and must be resisted.

20rder No. FCC 96-325; In the Matter of Implementation of
the Local Competition Provisions in the Telecommunications Act of
1996; CC Docket No. 96-98. (August 8, 1996).
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In its brief, Verizon made the following argument concerning
spare capacity being a current operating cost:

Spare capacity is a current operating cost of the network
specifically Dbecause providing high-quality, timely
service 1is a current operating requirement. When an ALEC
orders a second line, the ALEC (and the customer) enjoys
the benefits of existing spare capacity because Verizon is
able to provision that second 1line quickly, without
incurring the cost and inconvenience of reinforcing plant
in established neighborhoods. What the ALEC obtains is a
unit of capacity on a network that has sufficient capacity
to operate efficiently. The rate the ALEC pays must
correctly reflect the costs of that entire network and
should not exclude the cost of spare capacity required for
the network's efficient operation.

K. ADMINISTRATIVE FILL

The following table shows how the TELRIC rate for a 2-wire loop
would change, per Verizon witness Tucek's testimony, if current
administrative fill was allowed for future demand.

Table 7g-2 Impact of Administrative Fill on 2-Wire Loop Rates

2-Wire Loop Rate | Distribution Fill | Feeder Fill
Fill set to 1.0 $21.33 73.54% 94 .55%
As Filed at .98 $22.94 38.28% 93.59%
Change $(1.61) 35.26% .96%

Witness Tucek explains that when setting the administrative
fill to 100 percent fill, the cost per loop decreases by only seven
percent. He continues that this is due to the fact that the cost of
placement between two cable sizes does not really change and that
any spare capacity that is taken out of the network is due to having
a larger cable size in place when allowing for spare capacity. He
also states that no network engineer would ever design a network
without spare capacity.

In his deposition, witness Ankum was asked to respond to
witness Tucek's assertion that setting the administrative fill to
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one hundred percent only decreased the cost by seven percent.
Witness Ankum responded that the idea of fill is how many customers
are going to be used to recover the costs of plant. After providing
an example where customers go from paying for two loops to paying
for one loop he points out that the £fill factor or rate of
utilization has an enormous impact on how costs are allocated over
the number of customers and ultimately, therefore, an enormous
impact on what the ultimate rate will be.

When asked whether or not he agreed with Verizon's
administrative £ill input of 98 percent on loop facilities, witness
Ankum responded that in principle he had no problem with that, but
acknowledged that he was not quite sure how the fill applies in the
model.

When asked if it was his contention then that the fill factors
used in a cost model should include no spare for growth or
maintenance, witness Ankum responded that spare capacity should be
included for maintenance, breakage, and administration, but there
should be little or no allowance for growth. The reason for little
or no allowance for growth is the fact that future customers should
pay for their own facilities.

Witness Ankum points out that if ALECs are paying for future
customers in their rates, Verizon would be able to charge lower
rates to its customers due to the fact that the costs of the
facilities have been recovered from the ALECs and their customers.

When asked if ILECs sometimes have to use larger capacity
equipment in order to provide service to just a few customers, such
as placing enough capacity for an entire development when only a few
houses are presently occupied, witness Ankum regponded:
» [pl resumably in the real world the company would lay facilities in
anticipation of future customers.”

When asked if the previous scenario would result, at least
initially, in lower f£ill, witness Ankum responded that lower fill
would result, but putting the lower fill in a cost study would be
inappropriate since the ILEC would overrecover the cost of those
facilities. This is due to the fact that the lower the initial
£fi1ll, the higher the per customer cost. With higher per customer
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costs, as customers are added to the network, especially in the
long-term, the ILEC will overrecover the cost of the plant.

In addition to the allowance for two percent administrative
fill for 1loops, the wmodel also allows for a 4.76 percent
administrative fill in the development of material inputs for DLC
line cards.

As stated in the discussion of distribution £fill, the
administrative f£ill input of .98 only places a larger size cable if
the number of cable pairs needed use over 98 percent of the cable.
For example if 86 pairs are needed a 100-pair cable would be used,
but if 99 pairs were needed, the next largest cable size (a 200-pair
cable) would be used.

In the BellSouth proceeding, BellSouth sized its distribution
cable in a manner nearly identical to Verizon; however, BellSouth
did not include an additional allowance for growth since growth and
administrative spare was “implicitly assumed with BellSouth's use of
the next larger cable size.”

L. OBJECTIVE VERSUS ACTUAL FILL

When asked how Verizon defines objective fill, witness Tucek
responds that objective fill 1is the utilization level where an
engineer would loock into the need for the reenforcement of a feeder
route. Assuming growth in the network, the objective £ill is higher
than the actual £ill. He continues by saying that “for feeder
routes the objective f£fill that most engineers I have talked to

would use [is] a figuxre of about 85 percent.”

When asked whether he believed that actual fill or objective
fill should be used in the cost model, witness Ankum responded that
the actual fill is based on the use of prudent engineering
practices; it is irrelevant in a costing proceeding. In a costing
proceeding, you do not want to use the actual fill in the network,
according to the witness.

In his deposition, witness Ankum was asked about an exhibit
comparing the ALEC Coalition's recommended fills and the f£fills
ordered by the Michigan Commission in Case Number U-11280.
According to his deposition, the case pertained to Ameritech
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Michigan (Ameritech). In that case the fills were direct inputs
into the model, and the inputs were based on target fill, which is
an Ameritech specific term which is much closer to objective fill
than it is to actual fill.

In his deposition, witness Ankum was asked to read the
following portion of the BellSouth Telecommunications, Inc.'s
(BellSouth) Order in its UNE proceeding (Docket No. 990649A-TP):

The ALECs did not dispute BellSouth's effective feeder
fill of approximately 74 percent, which represents a 9
percentage point increase over BellSouth's actual 1999
feeder fill factor of 65 percent. We find that
BellSouth's feeder cable inputs resulting in an effective
fill of approximately 74 percent are reasonable. We also
find that BellSouth's distribution £fill factors that
result in utilizations of 47 percent are reasonable.

After reading this portion of the BellSouth Order, he was asked
if we found 47 percent fills appropriate for BellSouth, why he
thought a copper distribution fill of 75 percent was reasonable for
Verizon. He responded that “[i]ln general I think that those lower
distribution fills are inappropriate, and I would have made the same
recommendation for BellSouth.”

When asked if there are any different or additional factors
that he thought we should consider before concluding that the 75
percent factor is appropriate, Coalition witness Ankum responded
that the only difference 1is the possibility that Verizon is
operating in more densely populated areas than BellSouth and should
be able to achieve higher distribution fill in those areas; however,
he is not sure if this is true if the territories are properly
disaggregated.

When asked whether or not he agreed with the 47 percent
distribution fill ordered for BellSouth, witness Ankum responded
that he believes that it is too close to BellSouth's actual fill in
its distribution network. He believes that the large amount of
spare facilities creates a cross-subsidy with current customers
subsidizing future customers, and the ALEC subsidizing the ILEC.
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When asked whether, based on an exhibit attached to witness
Tucek's surrebuttal testimony, placing either objective or target
fill into the model that's significantly higher than the actual fill
causes an underrecovery of TELRIC costs, witness Ankum responded
that the exhibit shows Verizon's practice of sizing the network for
future demand and recouping the costs over current customers. He
points out that the exhibit does not recognize future customers, and
that the analysis would be different if future customers were
included.

Concerning the allowance for growth, BellSouth's model does
allow for a growth input, but BellSouth chose not to allow for
growth in its cost study.

DECISION

In the BellSouth Order, we determined that a 74 percent
utilization for feeder and 47 percent utilization for distribution
was appropriate. In that Order, we also determined that modeling
two pairs per household was reascnable, if not conservative. 1In the
BellSouth Order, growth was not accounted for due to the fact that
BellSouth did not include growth in its cost model.

Consistent with the BellSouth Order, growth is allowed through
Verizon's use of the next larger cable size when sizing its plant.
Since there 1is no need for an allowance for additional
administrative spare, the administrative fill input should be set at
1.0. According to Verizon witness Tucek, this provides for a
distribution fill rate of 73.54 percent.

With a few exceptions, fill is an output of the model and not
an input into the model. This modeling is done by placing the size
of plant that fits Verizon's total demand based on the component
sizes that are available. While it is possible to place user
adjustments for feeder and distribution fill into the model, it is
not possible to input fills for all individual components of the
network. The inability to model specific fills for individual
network components makes it impossible for the Coalition's
recommended fill inputs to be placed into the model. Fill need not
be determined for each individual component of the network, but for
feeder and distribution as a whole. In addition, deriving £ill
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rates based on cable sizing assumptions is more conceptually sound
for TELRIC purposes.

The record indicates that Verizon's objective £ill, where it
begins to look into adding capacity to the network, is approximately
85 percent. Therefore, many of the ALEC Coalition's proposed fill
factors appear to be high, and a network operating at the ALEC
Coalition's proposed £fills is 1likely operating at or near full
capacity. We also believe that encugh spare capacity should exist
for maintenance and to allow for a reasonable projection of growth
in the network.

For feeder plant, Verizon's cable sizing factor of 1.011
installed lines per working line appears to be reasonable since it
does make an allowance for some growth before adding additional
plant. For distribution plant, the record indicates that the model
places 2.16 lines per lot. Based on the confidential calculation of
the statewide distribution factor and the testimony given, we find
that ICM shall reflect 2.16 lines per lot.

Thus, other than the fill factors addressed in other issues, we
approve the utilization Verizon’s proposed feeder and distribution
cable sizing factors and any other fill factors addressed in this
issue, with one exception. Consistent with what was oxdered for
BellSouth, the administrative £ill shall be set at 1.0, since there
is an adequate allowance for growth in the cable sizing factors.

VII(h). ASSUMPTIONS AND INPUTS FOR MANHOLES IN UNE COST STUDIES

Here we detemine the appropriate assumptions and inputs for
manholes to be used in the forward-looking recurring UNE cost
studies.

The Loop Mcdel narrative of Verizon's cost model describes the
placement of underground structures. For distribution plant, the
placement of underground plant is dependent on the number of
business lines in the area. Ducts are placed without pullboxes
(small concrete handholes) if the demand is for six or fewer
business lines. As long as the number of required ducts do not
exceed two, pullboxes are placed when there are between 7 and 60
business lines in the area. A manhole is placed when the demand in
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an area is greater than 60 business lines. The spacing of manholes
and pullboxes are determined by a user input.

For copper feeder cable, pullboxes are used if the demand for
cable is less than 400 lines and two or fewer ducts are required.
When more than two ducts are required or there is a demand for more
than 400 lines, the model places manholes.

The cost input for manholes utilizes a Verizon broad-gauge
price to estimate the cost of manhole placement. The model also
allows for differences in placement costs based on geographic
factors such as bedrock and the water table.

In his deposition, witness Tucek was asked to compare the costs
that Verizon is proposing for a manhole to what was required in the
Universal Service Order. Witness Tucek agreed that there was a
price difference, but the witness recalled that we ordered that the
BellSouth manhole costs be used. His reasoning for the difference
in prices is that he suspects that BellSouth has better pricing of
the specific item of plant, perhaps because BellSouth buys more
manholes than Verizon Florida. Witness Tucek suggested that
BellSouth may have calculated different material loadings as a
result of differences in the accounting systems.

DECISION

There is a very limited amount of information in the record
relevant to this issue, and what information is available supports
the manhole inputs proposed by Verizon. The manhole costs addressed
in the Universal Service Docket appear to be approximately five
years old, and likely are not based on today's forward-looking
costs.

Based upon the limited record on this issue, we find that the
assumptions and inputs for mwmwanholes proposed by Verizon are
appropriate and they shall be used in conjunction with our findings
in all other applicable sections of this Order.
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VII(i) and (3). ASSUMPTIONS AND INPUTS FOR FILL FACTORS IN UNE
COST STUDIES

Next, we examine the appropriate assumptions and inputs for
fiber cable and copper cable, including material and placement
costs, to be used in the forward-looking recurring UNE cost studies.

Verizon Florida Inc. (Verizon) witness Tucek sponsors Verizon’s
long-run forward-looking recurring cost studies in this proceeding,
which are based on a Florida-specific version of the company’s
Integrated Cost Model (ICM). Witness Tucek explains that the ICM
reflects Verizon’s engineering practices and operating
characteristics and relies on Florida-specific costs for material
and labor. The witness asserts that this is necessary for the cost
model to produce realistic estimates of Verizon’s forward-looking
costs.

As witness Tucek explains, the ICM-FL designs

the network all at once, using currently available,
forward-looking technology and the prices for 1labor,
material and equipment that Verizon is actually able to
obtain. The network is modeled so that it is capable of
serving one hundred percent of current demand, and its
components include all the network elements Verizon is
required to unbundle (e.g., loops, switches, transport).

The modeling process begins with inputs for material and placement
costs and other engineering assumptions that are used to model a
forward-looking network and develop investments and expenses for the
network components.

Fiber and copper cable are utilized as underground, buried, and
aerial cable. The ICM-FL inputs include costs for material, as well
as other components necessary so that the cost is developed on an

engineered, furnished, and installed (EF&I) basis. Verizon’s
material and placement costs for copper and fiber cable have been
filed as confidential. Thus, this information is not specifically

discussed herein.
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Witness Tucek tesgtifies that the ICM Loop Module uses Verizon’s
engineering procedures to determine network characteristics such as
structure type and size, placement type, material types and sizes,
and labor costs. Witness Tucek notes that material and labor inputs
reflect Verizon’'s economies of scale as an efficient buyer with a
national presence. Material costs are based on Verizon’s actual
contracts with wvendors, and the labor costs are based on Verizon's
experience of what labor activities actually cost in Florida.

According to witness Tucek, the investments associated with the
unbundled loop are modeled by the loop module and include both the
material costs needed to construct the loop and the cost of
installing these facilities, such as trenching and labor costs. 1In
discovery responses, Verizon asserts that loop length, terrain,
customer density, and plant mix affect the material and/or placement
costs of investments underlying the local loop. Specifically:

Loop length has a direct effect on the quantity of cable
required, since longer loops require more cable. Two
terrain characteristics, water table depth and depth to
bedrock, affect the placement costs of manholes and poles.
Customer density affects the size of both cables and DLCs.
Additionally, low-density grids are assumed to be served
directly out of the copper subfeeder, and no distribution
cable is modeled for these lines. In high-density grids,
the road feet adjustment factor is not applied. The plant
mix inputs affect the placement costs of the cable, as
well as the quantity of poles, pull boxes, manholes, and
conduit placed.

According to Verizon, the costs of aerial and buried plant
include the material and placement costs of the aerial cables,
including the costs for minor material components such as the
strand, anchors and guys, pedestals, signage and grounding hardware,

and the cost of splicing. The material and placement costs of
Serving Area Interfaces (SAIs) used in conjunction with aerial and
buried plant are also included. For underground plant, the costs

include the material and placement costs of the underground cables,
including the costs for minor material components such as cable
lubricant, grounding hardware, and signage, as well as the cost of
splicing.
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The material and placement cost tables are database files used
as input tables in the loop module. The material cost database
provides the material type of cable, cable size, description of the
cable, unit material price, and an indication if the item is major
or minor material. The material cost shown in the database includes
all components associated with the given material type (engineering
costs and material loading).

Placement costs include the labor costs for installing copper
and fiber cables. The labor requirements and tasks are defined in
a database that includes the type of labor, a description of the
work performed, and labor activity rate.

A. MATERIATL COST INPUTS

Witness Tucek testifies that material cost inputs reflect
Verizon’s current experience on a nationwide basis to capture the
economies of scale associated with buying in quantity. Material
inputs for copper and fiber cables are obtained from the GTE
Advanced Materials System (GTEAMS) and are made state specific
through the addition of state specific loadings for freight, sales
tax, engineering, minor materials and supply expense. Loading
factors are discussed in more detail in Issue 7(s).

GTEAMS 1is the system used by Verizon to perform planning,
inventory accounting, and material purchasing management functions.
Engineering and costing groups access GTEAMS to obtain the current
base price of copper and fiber cable materials by size required to
estimate the cost of a project or a service offering. The prices
are kept current through regularly updated price quotes from Verizon
Purchasing and Material Management, working through Verizon Supply
and its third-party vendors, and from invoices reflecting current
purchases to inventory.

Verizon explains that ICM-FL modeled network components are
designated as either major or minor materials. Minor materials are
those items whose costs are not significant enough to warrant
separate tracking within the accounting system. These items are
identified with no specific account but are used in conjunction with
other major network components. For example,
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cable lubricant is used in the installation of
underground cable. The cost of the lubricant is treated
as a minor material and is included in the loaded material
cost of the cable.

The material database designates whether materials are major or
minor items. The costs reflect base unit material costs from GTEAMS
with applied loading factors. For example, the material cost of
each size of 26 gauge copper pair aerial cable includes:

26 gauge copper cables strung outside on telephone poles.
Includes the copper pairs encased in protective sheathing.
Includes associated engineering costs and material
loading.

B. PLACEMENT COST INPUTS

Verizon uses a mix of contract and company labor for aerial
cable and underground fiber placement, depending on time constraints
and work force availability. All direct buried and underground
copper placement are performed by contract labor.

Witness Tucek testifies that placement costs are based on
vendor contracts specific to the state of Florida. According to
discovery responses and the model methodology, all copper and fiber
cable labor is based on contracted Single Source Provider (SSP)
rates weighted with the road feet o©f the exchanges the contracts
cover. The model methodology explains that each vendor contract
specifies a rate per geographic area, or zone. In order to develop
a composite rate for Florida, the zone-specific rate is weighted by
the percentage of the state’s total road feet in that zone.

According to Verizon, the placement costs for cables do not
vary depending on the size of the cable, but rather on the type
(aerial, buried, or underground) and location of the cable being
placed. For example, trenching is the same per foot cost for all
cable sizes while splicing costs vary based on the size of the
cable. Additionally, Verizon explains that factocrs such as depth to
bedrock affect whether a cable can be plowed, trenched, or bored,
each of which has a different effect on the placement cost of the
cable.
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Verizon notes that aerial cable requires the installation of
poles, the supporting strand cable, and anchors and guys.
Similarly, underground cable requires the installation of conduit
systems, manholes, and pullboxes.

According to the model methodology, the 1labor database,
FLLABR.db, includes the inputs for engineering, installation, and

labor costs for copper and fiber cables. The type of labor is
identified by an alphanumeric code and identifies the tasks
involved. For example, the labor code for placing aerial cable
notes:

This covers all handling associated with placing aerial
cable/sub-duct/cable in sub-duct on existing strand or
overlashing with existing cable. Includes double lashing
or delash/relash (where required), placing wire clamps,
straps, cable dampers, tree/squirrel guards, riser/U-
guards as required, placement of fiber tags, and any
incidental tree trimming. Also includes retensioning of
the existing strand and placing additional down guys, if
required, to meet specifications.

Verizon provided supporting workpapers for the company specific
and vendor specific labor unit rates used in the placement input
table. The labor rates denote costs on a per foot basis for
placing cables and are differentiated between the various types of
excavation, such as plowing and trenching. Labor rates for copper
cable splicing costs are differentiated between splicing 1-50 pairs,
51-300 pairs, and over 300 pairs.

Splicing Quantities

According to the model methodology, the ICM-FL models one
splice per average Individual Plant Identification (IPID) length.
An IPID is the length of cable between splices in Verizon’s cable
record system. The average value of the IPID length is a user input
into the ICM and varies by construction and cable type. Verizon has
assumed 413 feet for aerial copper, 872 feet for aerial fiber, 334
feet for buried copper, and 1,142 feet for buried fiber. A quantity
of splices is then assigned by ICM to each section of cable based on
cable size, IPID length, and total cable footage.
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C. SUPPORT STRUCTURES

When placing aerial cable, ICM calculates a structure
investment consisting of poles and anchor/down guy costs. The
appropriate assumptions and inputs for structure costs are discussed
in Section VII (f). However, it should be noted that the placement

costs of cables include costs of plowing and trenching.

(1) . Buried Structure

For buried cable, the ICM-FL model methodology explains that
the structure investment can include investments for plowing and/or
trenching. Plowing for both distribution and feeder cable will
occur if certain soil characteristics and user settings are met and
certain demand levels are not exceeded. Other construction charges,
including hand digging, boring, and concrete cutting and replacement
do not apply when plowing is utilized.

(2) . BURIED DISTRIBUTION CABLE STRUCTURE

The loop methodology explains that ICM assumes plowing in all
circumstances except where more than two cables are required, where
bedrock is too close to the surface to allow cost-effective plowing,

or where the area is too developed to effectively plow. The
methodeclogy notes that plowing is most practical in areas with
little road feet, i.e., rural, open areas with few underground
obstructions.

When plowing cannot be used to place buried cable, the cable is
placed with a trencher. In such cases, Verizon notes that
additional labor items including boring, hand digging, concrete
removal and vreplacement are incurred. These activities are
primarily found in urban areas. The percentage of trench line
provisioned by hand digging or boring, and the percentage of trench
line that requires concrete or asphalt to be removed and replaced
are developed using data from Verizon’'s Contract Administration
System (CAS). Only the trenching labor codes are used to develop
the percentages. The sum of three years of data are used and the
percentages are determined by dividing the total hand digging,
boring, or concrete and asphalt footage by the length of the trench.

The conditions required for plowing to occur for buried
distribution cable are shown below:
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Table 7(i)-1: Buried Cable Conditions
Condition Distribution - Plow
Depth to bedrock >30"
Sharing <=2 users
Separation Random

Source: EXH 50, Model Methodology, Loop Module, Book II of VII, p. 18.

If all of the conditions required for plowing are not met, ICM
assumes trenching will be used.

(3). BURIED FEEDER AND BACKBONE CABLE STRUCTURE

According to the loop module methodology, feeder and backbone
cables will be plowed when the following three conditions are met:

] When the wire center service area is labeled as a low
density wire center (less than 50 lines per square
mile - designated as low density).

° The construction is non-shared construction. Since
random separation is not allowed in the feeder
network, the required separation between Verizon and
other facilities cannot be achieved by plowing the

cable.
. The bedrock is below the surface far enough to allow
sufficient cover, i.e., 30 inches for copper cable

and 48 inches for fiber cable. However, to avoid the
additional expense of trenching or rock sawing for
fiber placement when bedrock is between 30 inches and
48 inches, ICM allows fiber cable to be plowed at 30
inches within a protective subduct.

Additionally, where very hard soil conditions exist, ICM adds
a cost for pre-ripping (loosening up the soil) to the plowing cost
for fiber cable. The ICM pre-ripping rate is 10 percent which is
applied to the amount of placed cable. “For example, if 1,000 feet
of fiber cable is placed, ICM assumes 100 feet will require pre-
ripping.”

As with distribution cable, a trencher is used to place feeder
or backbone cables when plowing is not possible. Also, additional
labor items for boring, hand digging and concrete removal and
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replacement are applied only if the wire center density is high or
medium (over 50 lines per square mile).

The conditions required for feeder and backbone cables to be
plowed are shown below:

Table 7 (i) -2: Feeder and Backbone Cable Conditions

Condition Feeder-Plow
Demand in wire center < 50 lines per sg. mile
Fiber feeder - depth to bedrock > 48" no subduct required

30"-48" subduct required

Copper backbone - depth to bedrock > 30"

Sharing Not permitted - 12" separation required
Source: EXH 50, Model Methodology, Loop Module, Book II of VII, p. 19.

If all of the conditions required for plowing are not met, ICM
assumes that trenching will be used.

DECTISION

The ICM-FL loop module estimates the investments needed to
construct the loop based on existing wire center locations and year-
end 2000 demand. These investments include the material and
installation costs of copper and fiber cables, among other items.
The model logic indicates that the ICM-FL constructs the loop by
modeling specific cable type, size, and length based on Verizon's
engineering assumptions. Unit material costs from the material
database are then used to determine the material component of the
loop investment. These unit costs are first obtained from GTEAMS
followed by the application of material and engineering loading
factors. The placement oxr installation costs are developed based on
weighted vendor contract rates.

The Alternative Local Exchange Companies (ALECs) provided no
testimony in specific opposition to Verizon’s material and placement
inputs for copper and fiber cables. The ALECs assert that the ICM-
FL is not a transparent, verifiable, reliable model, and is
therefore not open to review and capable of accommodating changes to
inputs and assumptions.
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We have reviewed the unit material and placement cost inputs
and supporting documents as well as the model logic for developing
copper and fiber cable investments. We believe that, contrary to
the ALECs’ position, the ICM-FL is capable of accommodating changes
to inputs and assumptions. A review of the model logic indicates
that revisions made to material and placement inputs will flow
through to revised investments. Furthermore, lacking testimony to
the contrary, our review of the source documents supporting the base
unit material cable prices and placement labor rates supports the
reasonableness of Verizon’s inputs.

In summary, we find appropriate Verizon’s material inputs for
copper and fiber cables, as modified by our findings in Section VII
7(s) of this order. Regarding placement costs, we find that the
appropriate assumptions and inputs are those identified by Verizon.

VII(k). ASSUMPTIONS AND INPUTS FOR DROPS IN UNE COST STUDIES

We now examine the appropriate assumptions and inputs for drops
to be used in the forward-looking recurring UNE cost studies.

The ALEC Coalition was the only party to file testimony on this
issue 1in opposition to Verizon’s position. Covad adopts the
position of the ALEC Coalition in its post-hearing brief. Verizon
witness Tucek states that the average drop length is determined
using the number of business and residential units in each grid and
by an assumed grid area of 2.7 million square feet. Verizon witness
Tucek explains the calculations of the drop lengths modeled by ICM-
FL for a given demand point or grid:

The number of business and residential units is determined
by dividing the business and residence lines by the number
of lines per unit. The number of lines per unit for
businesses and residences are user-adjustable inputs that
are specified via ICM-FL’s run time option screen.
Dividing the grid area by the total number of units
produces the average size 1lot for the grid. ICM-FL
assumes that the lot is square and calculates the average
drop length for the grid as the distance from the center
to the corner. This apprcach recognizes both front and
back placement of drops and accounts for the fact that
many drops must cross the street to reach the distribution
cable.
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Verizon witness Tucek points out that because the calculations just
described can result in unusually long or short drop lengths in
sparsely or densely populated grids, respectively, ICM-FL allows the
user to specify maximum and minimum values for the modeled average
drop length.

ALEC Coalition witness Ankum believes that the lengths of drop
and entrance cables modeled by ICM are not accurate and are too
long. ALEC witness Ankum states that “the drop lengths are
calculated in the model per demand unit based on an algorithm that
assumes that drop wires and entrance cables terminate at the center
of each lot on which a residence or business resides. As a result
of this algorithm, drop lengths and entrance cables can vary from 15
to nearly 500 feet.” Witness Ankum believes that rates should be
appropriately deaveraged to reflect cost <variations across
geographic regions. Witness Ankum contends that drop and entrance
cable lengths should be deaveraged by zone, to reflect the greater
density and generally shorter lengths in urban areas. Specifically,
for zones 1 through 3, he recommends the lengths should be selected
as user defined inputs at 75, 100, and 150 feet, respectively.

ALEC Coalition witness Ankum states that relative to the other
components of the loop, the drop portion should be one of the most
inexpensive components; however, it must be modeled correctly.
Consequently, ALEC Coalition witness Ankum adds that although
Verizon assumes in the model that there are 3-pair drops for every
residential unit in distribution units with 500 residential units
and 25-pair entrance cables for demand units with more than 500
residential units, he recommends that we order Verizon to base its
loop cost studies on no more than 2 pairs per drop and not 3.

Verizon witness Tucek argues that the fact that ICM-FL models
drops that are longer than ALEC Cocalition witness Ankum’s
recommended drops is inconsequential, because the average TELRIC for
a loop 1s not particularly sensitive to changes in drop length
inputs. Witness Tucek explains that it is not possible to force the
average drop lengths in each zone to equal the values recommended by
ALEC Coalition witness Ankum. Verizon witness Tucek adds that ALEC
Coalition witness Ankum’s recommended drop lengths are unsupported
by his testimony. Verizon witness Tucek continues:

His recommendation to specify a drop length for each
deaveraged zone does not make sense. In order to
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determine the composition of the zones, one must know the
loop cost for each wire center. This cannot be done
without first determining the modeled drop length. ICM-FL
determines the average drop length based on the
characteristics of the individual demand point, or grid.
This means that grids which have similar density
characteristics will have similar average drop lengths,
regardless of the zone their particular wire center is
ultimately assigned to.

Witness Tucek maintains that based on the existing structure of ICM-
FL,, one can only adjust the values for minimum and maximum drop
length to effectively decrease the average length of the modeled
drop in each zone. Table 7K-1 provides a comparison of the drop
lengths proposed by the parties, and shows the impact of setting the
minimum drop length to 10 and the maximum drop length to 165.

TABLE 7K-1
Comparison of Drop Lengths
(by density zone)
Zone 1 Zone 2 Zone 3 Overall
Tucek 81.8 129.0 259.0 102.7
Ankum 75.0 100.0 150.0 85.5
Min=10 81.2 129.0 259.0 102.0
Max=165 79.2 109.6 149.5 91.5

Source: Tucek TR 791

As shown in Table 7K-1, setting the minimum average drop length
to 10 only reduces the average Zone 1 drop to 81.2 feet, and does
not change the average drop lengths of the other two zones. Table
7K-1 also shows that setting the maximum drop length to 165, forces
the average drop lengths for each zone close to ALEC Coalition
witness Ankum’s recommended drop lengths. By our calculations, the
average modeled drop length decreases by 11 percent. Subsequently,
Table 7K-2 provides a look at the impact that setting the maximum
drop length to 165 has on the cost of the average TELRIC for the 2-
wire loop.
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TABLE 7K-2

TELRIC for the 2-Wire Loop

(by density zone})

Impact of Setting Input Maximum Drop Length Equal to 165ft Has on the Average

Zone 1 Zone 2 Zone 3 Overall
Tucek $ 18.94 $ 27.68 $ 74.16 $ 22.94
Max=165 $ 18.92 $ 27.47 $ 72.86 $ 22.84
Decrease ($ 0.01) ($ 0.20) ($ 1.31) ($ 0.10)

Source: Tucek TR 791; EXH 50 (ICM-Model Output).

A review of Table 7K-2 reveals that an 11 percent decrease in length
yields less than a one-half of one percent decrease in the 2-wire
loop TELRIC. Therefore, witness Tucek contends that moving ICM-FL’s
average modeled drop lengths substantially towards ALEC Coalition
witness Ankum’s recommendation has very 1little impact on the
resulting cost estimates because drop costs are not a very expensive
part of the loop in ICM-FL.

Verizon witness Tucek states that Verizon’s actual operating
practice utilizes a 3-pair drop as a result of Verizon recognizing
that many customers have more than one line. He explains why this
is reasonable:

Once a subscriber orders a second line, use of a 2-pair
drop means that a second drop must be placed if one of the
pairs fails, or if a third line is ordered. Moreover,
based on the cost differential between a 2-pair and 3-
pair drop that existed in 1997, use of a 2-pair drop
decreases the 2-wire loop TELRIC by only 4 cents. This
minimal change reflects the fact that the drop placement
cost does not change if a 2-pair drop is used.

Witness Tucek states that the minimal cost differential also
supports the use of a 3-pair drop since doing so reduces the
likelihood of incurring the additional placement costs of installing
a second drop at a customer’s premises.

DECISION

The drop is the copper service wire that is the loop component
used to transport service from the distribution terminal to the
customer’s NID. ALEC Coalition witness Ankum advocates deaveraging
the drop and entrance cable lengths for zones 1, 2, and 3 to 75,
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100, and 150 feet, respectively, by selecting them as user defined
inputs in ICM-FL (an option in ICM-FL). We are not persuaded by
ALEC Coalition witness Ankum’s proposal for two reasons. First, we
believe that in an attempt to decrease the TELRIC for the 2-wire
loop, witness Ankum makes a mistake when he assumes that Iloop
lengths can be input into ICM-FL by density zone. We agree with
Verizon witness Tucek that based on the existing structure of ICM-
FL, “one can only adjust the values for minimum and maximum drop
length to effectively decrease the average length of the modeled
drop in each zone.” We alsc note that Verizon witness Tucek
testified that setting the length of all drop wires and entrance
facilities to only one foot, decreases the TELRIC for the 2-wire
loop by 94 cents. Witness Tucek added that while this is not an
insignificant amount, it does not support ALEC Coalition witness
Ankum’s c¢laim that ICM-FL assumes excessively long drops. We
believe that the drop lengths assumed by Verizon in ICM-FL are
reasonable.

Second, it does not appear to us that ALEC Coalition witness
Ankum provided adequate support for the drop lengths he proposed in
his testimony. We note that witness Ankum did not base his
recommendation on any analysis of ICM-FL. Rather, witness Ankum
based his recommendation on what he has “seen used in other cost
models” and on the “general discussion” he has had with outside
plant engineers. ALEC Coalition witness Ankum did not utilize any
empirical analysis as a foundation for his contention.
Additionally, we agree with witness Tucek that moving ICM-FL’s
average modeled drop lengths substantially towards witness Ankum’s
recommendation has very 1little impact on the resulting cost
estimates because drop cost is not a very expensive part of the loop
in ICM-FL. Therefore, we decline to approve the drop lengths
proposed by ALEC Coalition witness Ankum.

We also agree with Verizon witness Tucek that the cost
differential between a 2-pair and a 3-pair drop is minimal.
Additionally, when a 3-pair drop is utilized, this decreases the
possibility of having to install an extra drop at the customer’s
premises at some point in the future, thereby reducing cost. We
believe that the benefit of using a 3-pair drop outweighs the cost
gavings of using a 2-pair drop. As a result, we believe that the
use of a 3-pair drop in a demand unit less than 500 is appropriate.
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Based on these facts, we find that the appropriate assumptions
and inputs for drops shall be those contained in Verizon witness
Tucek’s testimony and the accompanying cost study.

VII(1). ASSUMPTIONS AND INPUTS FOR NETWORK INTERFACE DEVICES IN
UNE COST STUDIES

Here we consider the appropriate assumptions and inputs for
network interface devices to be wused 1in the forward-looking
recurring UNE cost studies.

Testimony on this section was limited; in fact, Verizon was the
only party to state a position in a post-hearing brief on this
section. Verizon witness Tucek believes that it is important that
ICM-FL reflect Verizon’s engineering practices and operating
characteristics and that ICM-FL be based on Verizon-specific costs
for material and labor. Witness Tucek states that the standard that
the FCC has set for TELRIC is the costs that the specific carrier,
in this case Verizon-FL, expects to incur, not a generic cost.
Further, witness Tucek asserts that the use of Verizon-specific
costs for material and placement associated with NIDs complies with
the least cost, forward-looking, most efficient technology
requirements of TELRIC.

DECISION

The NID is the device at the customer’s premiges (either
business or residential) within which the drop wire terminates; it
is also the interface device between the customer’s inside wiring
and the telephone network. We have reviewed the material and
placement cost inputs for NIDs found in the FLMATL.DB and FLLABR.DB
tables. These inputs are based on actual Verizon-FL specific costs;
as such, we believe these inputs are compliant with the FCC’s First
Report and Order. Therefore, absent any evidence to the contrary,
we find that the appropriate assumptions and inputs for NIDs shall
be the input values and assumptions contained in Verizon’s cost
study and study documentation.

VII(m): ASSUMPTIONS AND INPUTS FOR DIGITAL LOOP CARRIER COSTS IN
UNE COST STUDIES

We now determine the appropriate assumptions and inputs for
digital 1loop carrier costs to be used in the forward-looking
recurring UNE cost studies.
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In its brief, Verizon states that the appropriate input wvalues
and assumptions for digital loop carrier (DLC) costs to be used in
the forward-looking recurring UNE cost studies are those contained
in Verizon witness Tucek’s testimony and the accompanying cost
study. Verizon witness Tucek asserts that Verizon’s DLC costs are
based on the input prices for material, equipment, 1labor, and
placement costs that Verizon expects to pay. Verizon witness Tucek
states:

Verizon purchases DLC materials and equipment on a
nationwide basis to capture the economies of scale
associated with buying in quantity and any sales taxes or
shipping cost included in the costs of material and

equipment is reflected in what Verizon pays. Verizon’s
DLC labor costs reflect the wage rates Verizon pays in
Florida. Placement costs for DLCs are based on vendor

contracts specific to the state of Florida.

The DLC material and placement cost inputs can be found on the ICM-
FL CD in the FLMATL.DB and FLLABR.DB tables, respectively.

ICM-FL’s modeled DLC locations (placements) are based con the
existing network in Verizon’s Florida serving area. Verizon witness
Tucek asserts that Verizon’s DLC placement costs are accurate and
forward-looking and should be adopted. Witness Tucek states that
ICM-FL models how DLCs are placed based on their size. For DLCs
that serve 448 lines and smaller, ICM-FL assumes that the DLC is
pole-mounted; for DLCs larger than 448 lines, ICM-FL assumes that
the DLC is placed outside on a concrete pad. Verizon’'s DLC
locations are inputs to the modeling process rather than outputs.

ALEC Coalition witness Ankum believes that the DLC costs in
Verizon’s study do not reflect the least-cost most-efficient network
design and cannot be used to produce UNE rates that are compliant
with the FCC’s TELRIC pricing rules. ALEC Coalition witness Ankum
believes that Verizon’‘s ICM DLC costs are inflated, for four
reasons: (1) Verizon’s proposed DLC fill factors are too low; (2)
ICM-FL’s network architecture is inappropriate; (3) Verizon's cost
studies fail to address an appropriate concentration ratio; and (4)
ICM fails to capture the efficiencies of fiber facilities. First,
witness Ankum argues at great length that ICM-FL’s DLC costs are
overstated due to inappropriately low £fill factors. We note that
the issue of fill factors has previously been addressed in Section
VII(g). As a result, it will not be dealt with here.
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Second, ALEC Coalition witness Ankum stresses the importance of
what DLC configuration is modeled in Verizon's cost studies.
Witness Ankum believes that cost studies for DLC based loops should
assume the use of integrated digital loop <carrier (IDLC)
technologies, and that no universal service interfaces (channel
units) should be used in the studies. ALEC Coalition witness Ankum
adds that IDLC systems are more efficient, less expensive, and could
reduce a competitive gap between the costs to Verizon and the costsg
to CLECs that use unbundled loops. Witness Ankum explains:

Integrated DLC systems allow a circuit, once digitized at
the remote terminal, to remain in digital form until it is
ultimately terminated 1in a central office switch.
Likewise, integrated DLC allows a carrier to aggregate
individual DSO0 (voice grade) circuits into larger, more
efficiently transported bandwidths (DS1, DS3, etc.). In
this manner, an IDLC system not only maintains the quality
of a fully digital circuit (i.e., it removes the need to
convert the signal from analog to digital form on multiple
occasions - as is required by non-integrated DLC systems),
it also reduces cost (because there is no need for
digital/analog conversion equipment like the central
office terminal and associated line equipment used by non-
integrated systems).

The significant cost difference between the universal
digital loop carrier (UDLC) and IDLC loop is the basis for
the “competitive gap” wherein competitors will always be
at a cost disadvantage vis a vis Verizon if they use
unbundled loops. As such, Verizon’s proposed methodology
undermines the procompetitive intent of the Act of 1996
that envisions use of unbundled network elements as an
important market entry alternative. Again, it does so by
artificially inflating the economic cost incurred by CLECs
relative to those incurred by Verizon.

Further, ALEC Coalition witness Ankum gives three reasons why this
issue is important to CLECs, competitors of Verizon:

First, Verizon will use integrated DLC for purposes of
providing loops to its own retail customers. Integrated
DLC 1is more efficient and less expensive than non-
integrated UDLC in a number of ways; this allows Verizon
to provision its retail services using more efficient,
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less expensive IDLC technology. Conversely, when Verizon
provisions unbundled loops to CLECs with a more expensive,
less efficient non-integrated UDLC, this produces a
“competitive gap.”

Second, Verizon will be deploying next generation IDLC in
sharply increasing numbers because evidence indicates that
integrated DLC 1is the least cost, forward-looking
technology for loop facilities. This means that all of
the problems described above (i.e., the “competitive gap”
and the need to unbundle IDLC) will only become more
prevalent in the future.

Third, UDLC systems are an inferior substitute for IDLC
systems. As a result of the multiple digital/analog
conversions that must take place to provision a loop via
non-integrated UDLC technology, customers served via this
technology receive lower data speed on a typical dial-up
connection. While at first glance this may appear to be
a small issue, we note that the vast majority of new lines
placed into service over the past 3 years are second (or
third) lines used to accommodate dial-up internet
connections. Given an opportunity to purchase an access
line from Verizon that provides 56Kbs dial-up service,
versus an offering by a CLEC that accommodates only a
21Kbs connection, all else being equal, customers will
choose the faster dial-up service. This will be an
important competitive advantage for Verizon that will not
be lost on customers.

ALEC Coalition witness Ankum concludes that in essence, Verizon will
not only benefit from the “competitive gap” associated with the
lower cost it faces to produce a loop for use by its retail
customers, but it will also benefit from a higher quality product.

Next, ALEC Coalition witness Ankum states that Verizon fails to
assume the proper concentration ratio on the IDLC. Witness Ankum
believes that the concentration ratio should be 6:1. Witness Ankum
continues:

With GR-303, wvariable line concentration outside of the
switch is possible due to time slot interchanger (TSI)
functionality established between the switch and an RDT.
The TSI in conjunction with the time slot management
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channel (TMC) provides administration and dynamic channel
assignment. The degree of concentration that is
desirable, however, depends on the calling patterns of the
community served by the DLC system and the CCS levels
associated with that community.

Further, witness Ankum states that if Verizon were to serve the
residential customers it currently serves on copper facilities with
fiber-based IDLC - as it should, given the fiber/copper break-over
point assumed in Verizon’s own studies - then the residential
calling pattern would allow for a different concentration ratio than
used for business customers. ALEC Coalition witness Ankum adds:

The effect of the cost study assumptions is that - in
contrast to Verizon’s real network - a mix of customers,
consisting of both business and residential customers,
will be served by fiber based DLC systems. Given that the
concentration ratio for business customers, a mix of
residential and business customers will allow a higher
concentration ratio. This observation is even more true,
if one considers that business customers call mostly
during the day, while residential customers call mostly at
night. Thus, since business and residential customers are
likely to have two distinct peaks, their calling patterns
are complimentary and do not crowd out one another; as a
result, a higher concentration ratio is possible.

ALEC Coalition witness Ankum concludes that one of the major
consequences of Verizon’'s decision to assume larger quantities of
fiber deployment for cost study purposes, rather than what is
actually deployed in its real network, 1is that a higher
concentration ratio can be achieved. Given that under TELRIC, one
must assume a least-cost, forward-looking network, witness Ankum
contends that a concentration ratio of 6:1 is appropriate.

Finally, in addition to modeling an inappropriate DLC
configuration, ALEC Coalition witness Ankum believes that ICM fails
to capture the efficiencies of fiber facilities. Witness Ankum
contends that “it is important to capitalize on efficiencies of the
fiber and to drive the fiber as deeply into the distribution area as
possible so as to minimize the use of expensive copper facilities
(feeder and distribution).” Witness Ankum states that this notion
is not considered in Verizon’'s ICM-FL model. Witness Ankum
continues:



ORDER NO. PSC-02-1574-FOF-TP
DOCKET NO. 9590649B-TP
PAGE 126

The ICM model assumes that there is always a portion of
the feeder that is copper based even if the loop uses a
fiber based DLC system. Further, the ICM model assumes
that in many instances there is even a secondary Serving
Area Interface (SAI) in addition to the first SAI, thus
further increasing the use of copper facilities rather
than diminishing it. There is no attempt in the model to
place the FDI (with the RT) close to the customer and to
extend the cheaper fiber facilities so as to conserve on
expensive copper facilities.

ALEC Coalition witness Ankum’s arguments were challenged by
witness Tucek in his surrebuttal testimony. Verizon witness Tucek
believes that we should disregard the specific allegations and
recommendations made by ALEC Coalition witness Ankum concerning
Verizon’s proposed DLC assumptions. In reenforcing his assertion
that Verizon’s proposed DLC assumptions are accurate and forward-
looking, Verizon witness Tucek addresses a few “misstatements” that
he claims were made by ALEC Coalition witness Ankum.

First, we note that during the course of this proceeding the
issue of the appropriate network architecture has largely focused on
what DLC configuration, IDLC or UDLC, should be assumed by ICM-FL
throughout the modeled network. Verizon witness Tucek claims that
ICM-FL properly models DLCs capable of provisioning non-switched
services and unbundled loops in a multi-carrier environment. Verizon
witness Tucek states that ICM-FL assumes the deployment of universal
digital loop carrier (UDLC) throughout the modeled network because
it (UDLC) is the only currently available DLC technology that is
capable of providing unbundled loops in a multi-carrier environment,
and because integrated digital loop carrier (IDLC), the alternate
technology proposed by ALEC Coalition witness Ankum in his Exhibit

28, 1s technologically incapable of provisioning stand-alone
unbundled 1loops in a multi-carrier environment. Witness Tucek
continues:

Regardless of what 1is hypothetically feasible, the
question of what DLC architecture a cost model should
assume is dominated by the fact that no switch or NGDLC
vendors have commercially offered products with the
functionality required to support a multi-carrier
operation of a GR-303 interface. Because TELRIC must be
based on equipment and technology that is commercially
available today, a universal DLC configuration is the
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correct assumption to make when modeling the TELRIC of an
unbundled loop.

Verizon witness Trimble states in his supplemental response to
our staff’s eighth set of interrogatories that Verizon’s proposed
UNE-P rates equal to the sum of the proposed unbundled port and loop
rates, because Verizon believes that modeling UNE-P based solely on
IDLC will result in rates that understate the cost of unbundling via
a UNE-P arrangement in the real network since in reality, they would
not all be provisioned via IDLC. Witness Trimble continues:

An unknown percentage of unbundled loops in the real
network that would otherwise be served wvia IDLC will be
served by terminating them on a D4 channel bank over a
copper facility. Likewise, some such loops will be served
by terminating them on a central office terminal via the
fiber facility associated with the IDLC system that they
would otherwise be served ocut of. Not all of these loops
will be migrated back to the IDLC arrangement if they are
subsequently served via UNE-P, so that setting the rates
for these loops based on the sum of the unbundled port and
loop charge makes sense.

Consequently, witness Trimble affirms that Verizon’s proposed UNE
loop rates assume the use of UDLC rather than IDLC.

Verizon witness Tucek concludes that it is not possible to
unbundle a loop from an IDLC in a multi-carrier environment.
Witness Tucek adds “our DLC vendors have acknowledged this, the
ALECs have acknowledged this in their data request responses. And
actually one of the industry’s leaders in designing standards such
as GR 303 is still soliciting funding support for research to solve
the problems in unbundling a loop from IDLC in a multi-carrier
environment.”

Second, Verizon witness Tucek argues that increasing the
concentration ratio to 6:1 only impacts the cost of the DSX-1 panel
and associated cards in ICM-FL‘s IDLC inputs. Compared to the 4:1
concentration ratio assumed by ICM-FL, he testifies the 2-wire loop
TELRIC decreases by only one cent, assuming that IDLCs are used;
there is no change in the investment or in the 2-wire loop TELRIC in
the universal configuration wunderlying Verizon’'s filed cost.
Moreover, witness Tucek states that moving from a 4:1 to a 6:1
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concentration ratio has no impact on the number of DS-1 1links
required for 192-line DLCs and smaller.

Third, although Verizon witness Tucek concedes that ICM-FL
assumes the use of copper feeder even though all of the modeled DLCs
are fiber-based, he counters that ICM-FL does take advantage of the
efficiencies of fiber facilities because ICM-FL assumes that all
DLCs are connected to the central office via fiber feeder routes.
Witness Tucek adds that the only copper feeder modeled by ICM-FL is
the subfeeder needed to comnnect distribution plant to the DLCs or,
in the case of customers not yet served by DLCs, to the switch.
Further, ICM-FL efficiently uses fiber because all of the modeled
fiber routes - including the interoffice fiber routes - share the
same sheath to the fullest extent possible.

Verizon witness Tucek believes that ALEC Cocalition witness
Ankum’s DLC proposals are flawed. Witness Tucek states that it is
clear that ALEC Coalition witness Ankum advocates basing TELRIC
estimates and UNE rates on a network that is disconnected from the
real world and completely unlike the network from which the UNEs
will be provisioned. Verizon witness Tucek believes that ALEC
Coalition witness Ankum’s disregard for the characteristics of the
real world network is indicative of the fact that he is unconcerned
with the costs that Verizon will actually incur in provisioning
UNEs.

DECISTION

We believe that ALEC Coalition witness Ankum’s rationale for
modeling 100 percent IDLC is undermined based on the Coalition’s
response in Exhibit 28 on pages 115 and 116, wherein witness Ankum
failed to distinguish between unbundling IDLC in a multi-carrier and
in a multi-host environment. In a multi-carrier environment the
digitally-derived loop is connected to an ALEC switch. In a multi-
host environment the ILEC 1is the only carrier to which IDLC loops
are being provisioned; thus, the ILEC experiences none of the
security or operational issues expressed in Exhibit 55, the ALCATEL
letter, such as:

the overall control and management of the system
the functionality of a real time dynamic Time Slot Interchange
(TSI) in a multi-carrier environment

. the improper use of multiple operating systems (generally, the
type used in a multi-carrier environment)
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. the complexity of coordinating testing resources and procedures
associated with a multi-carrier GR-303 across carriers
the monitoring of system alarms by multiple carriers

L] the development of detailed operations processes between the
carriers owning the switches and the carrier owning the system,
in order to provision GR-303 interface groups between carriers.

While ALEC Coalition witness Ankum is technically correct 1in
asserting that unbundling IDLC in a multi-host environment is
possible, we believe that witness Ankum mistakenly makes reference
to a multi-carrier environment in his testimony, not the-multi-host-—-
environment on which his position is based.

It is our impression that ALEC Coalition witness Ankum wants
Verizon to unbundle IDLC in a multi-carrier environment, in which
the digitally-derived loop 1is connected to a Verizon switch.
However, in the surrebuttal testimony of Verizon witness Tucek and
the supplemental response of the ALEC Coalition to Verizon’s second
gset of interrogatories, both parties acknowledge that this
configuration is not commercially available.

ALEC Coalition witness Ankum opines that the cost of an
unbundled 1loop should be based on an IDLC wusing the GR-303
interface, instead of the UDLC configuration assumed by ICM-FL.
However, witness Ankum has ignored the fact that no switch or NGDLC
vendors have offered products with the functicnality required to
support a multi-carrier operation of a GR-303 interface. Further,
we share Verizon witness Tucek’s concern that witness Ankum’s claims
about unbundled digitally derived loops from an IDLC are wrong and
not technically feasible. Therefore, we conclude that the TELRIC of
stand-alone unbundled 1loops should be Dbased on the TUDLC
configuration assumed in Verizon’s cost study filing.

While we do not believe it is currently technically feasible to
use IDLC with a GR-303 interface to unbundle stand-alone loops, we
agree with Verizon witness Tucek that it is indeed possible at
present to use IDLC facilities to provide a loop/port combination
(i.e., a UNE-P) . A UNE platform or UNE-P 1is typically a
combination of a loop, local circuit switching and shared transport.
Verizon witness Trimble states that “Verizon Florida will provision
UNE-P in a manner similar to how it provisions resale or its own
retail services.” Verizon witness Tucek states that Verizon uses
IDLC in its network ™“to provide services to its own end user
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customers because those customers can be integrated from the IDLC
into the trunk-side of its switch and at a lower cost of providing
service to them.” Additionally, under cross-examination witness
Tucek affirms that 1if an ALEC was purchasing UNE-P from Verizon,
Verizon “might use the IDLC facilities that it has in its network to
provide the UNE-P.”

Conversely, we do not believe that the alternative
configurations referred to by Verizon witness Trimble on page 114 of
his Exhibit 19 are forward-locking; therefore, the resulting TELRIC
produced by ICM-FL would not reflect the forward-looking cost of
provigioning telecommunications services out of Verizon™s Florida
network. We believe Verizon is capable of provisioning a loop-port
combination to an ALEC via an IDLC network configuration. As a
result, the ALECs should be able to realize the efficiency of IDLC
technology. Witness Tucek affirms that it is possible to modify
ICM-FL to utilize IDLC in estimating costs; the TELRIC for the 2-
wire loop would fall by $1.39 to $21.55 per month. We cannot
discern why, in the modeling of UNE-P, Verizon fails to take into
account the use of any IDLC facilities. Based on technical
feasibility and efficiency grounds, as set forth in the record, we
find that Verizon should assume an IDLC configuration when
calculating the rate for a UNE-P.

It appears to us that Verizon’s cost studies reflect an
appropriate concentration ratio. We agree with witness Tucek that
the example proffered by ALEC Coalition witness Ankum on page 1195
of the transcript, in which witness Ankum infers that an
increasingly higher concentration ratio lowers the fiber based DLC
costs per DSO, is based on the incorrect assumption that the cost of
the DLC remains the same even though the number of end users served

increases. Witness Tucek adds that as a result, the decreases in
the cost per voice grade channel shown on page 1199 of the
transcript are misleading. On balance, we find that the

concentration ratio modeled by ICM-FL is appropriate.

Finally, we do not endorse ALEC Coalition witness Ankum’s claim
that Verizon’s ICM-FL fails to take full advantage of the
efficiencies of fiber facilities. Witness Ankum bases his claim on
the argument that (1) remote terminals (i.e., DLCs) should be placed
closer to the customer; (2) ICM-FL’'s use of secondary SAIs increases
the amount of copper used; and (3) ICM-FL always assumes that some
portion of feeder is copper even if the DLC is fiber-based. We
believe that witness Ankum’s position that DLCs should be forced
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further out into the network is at odds with his complaint that ICM-
FL models DLCs that are too small and underutilized, as well as with
his criticism of Verizon’s unbundled DS-1 study.

Further, we find merit in witness Tucek’s contention that “ICM-
FL’'s use of secondary SAIs decreases the use of copper and that in
order to overcome witness Ankum’s objection, ICM-FL would have to
place a DLC at the first SAI that is modeled as one moves from the
end user towards the central office.” Therefore, we believe that in
the context of DLC configuration, ICM-FL's modeling of fiber
facilities is reasonable.

Thus, we find that the appropriate assumptions and inputs to be
used in the forward-looking recurring UNE cost studies for digital
loop carrier costs shall be the input values and assumptions for
digital loop carrier cost contained in Verizon witness Tucek’s
testimony and the Verizon cost study; however, when calculating the

rate for UNE-P, Verizon should assume an integrated DLC

configuration.

VII(n). ASSUMPTIONS AND INPUTS FOR TERMINAL COSTS IN UNE COST
STUDIES

Here we consider the appropriate assumptions and inputs for
terminal costs to be used in the forward-looking recurring UNE cost
studies.

When describing terminal costs, Verizon witness Tucek indicated
that Verizon assumes one pedestal for every four units. As an
example, he stated that if there were 16 residential units, there
would be four pedestals.

Verizon's Loop Module in ICM-FL provides the following
information about terminals:

When drop wires are used, one distribution terminal is
assumed for every four residential units and for every
four business units. A NID is placed for each unit.

When 25- or 50-pair entrance cables are used, a 25- or 50-
pair building terminal is placed. The building terminal
serves as the NID. The number of building terminals is
equal to the number of entrance cables in a demand unit.
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In its response to our staff’s Interrogatory 71 concerning
terminal costs, Verizon refers the reader to the interoffice
transport module section and the algorithms in that section. The
algorithms do contain a discussion of SONET terminal egquipment.

DECISION

Although the record is extremely limited on this issue, we find
that the assumptions and inputs for terminal costs proposed by
Verizon are appropriate and they shall be used in conjunction with
our changes in all other applicable Sections of this Order.

VII (o). ASSUMPTIONS AND INPUTS FOR SWITCHING COSTS AND ASSOCIATED
VARIABLES IN UNE COST STUDIES

Next, we determine the appropriate assumptions and inputs for
switching costs and associated variables to be used in the forward-
looking recurring UNE cost studies.

The ICM-FL Switch Module uses relevant state-specific unit
investment by component for each host and remote switch in Verizon'’s
network. The switch module estimates investments for the following
components:

Line terminations - Line side switch connection that

connects individual loops to the switching components of

Verizon’s network.

° Analog, Coin, Integrated Services Digital Network
Basic Rate Interface (ISDN BRI), Integrated Services
Digital Network Primary Rate Interface (ISDN PRI)

Trunk terminations - Trunk side connection that connects
the switching components to other switches.

. Digital DS-0

Call setup and minutes of use (MOU) for the following call

types:

° Line to Line (intraoffice)

. Line to Trunk (originating from end office)

° Trunk to Line (terminating to end office)

] Trunk to Trunk (tandem office or host/remote)
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Switched features - Features that enhance end user calling
capability such as Custom Calling, CLASS, ISDN and
CentraNet [Centrex].

The module also uses Switching Cost Information System (SCIS)
and CostMod to develop feature and function investments for each
switch and remote in Verizon’s service area. SCIS was developed by
Telcordia to model investments for features and functions of
switching equipment purchased from Nortel and Lucent Technologies.
The CostMod on the other hand, is a Verizon proprietary model which
is used to provide switch investments for Lucent/AGCS switching
technology, specifically the GTD-5 switch. Generally, both SCIS and
CostMod calculate the material investment required for basic
switching functions. This is done for each type of switch in
Verizon’'s network based on office type, size and usage. These
results are then included in the ICM.

Depending on  whether the SCIS/CostMod output is a
termination/usage investment or a switched feature investment, one
of two composite factors will be applied to determine locaded unit
investments. The loaded unit investment includes material wvendor
price, labor, and minor materials required for installation.
Additionally, composite factors are developed within the ICM-FL to
convert switch material unit investments to loaded investments. The
composite factors are themselves made up of factors that are derived
outside of the model. Composite factors may include an investment
adjustment factor (IAF) and

. loading for EF&I [Engineered, Furnished, and
Installed Factors], power, and test investments. The
factor for line or trunk terminations and usage also
accounts for melded vendor pricing of initial switch
purchases and additions.

Furthermore,

[1land and building expenses associated with switch
investments are captured in the Expense Module. The
switch right-to-use fees (RTU) are included in the
SCIS/CostMod investment outputs.

The outputs generated by the switch module are used to develop
monthly costs for the following:
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Line Terminations

Trunk Terminations

Ports

Switched Features

End Office Switching

Average Minutes of Use

Originating Call Setup, Minutes of Use
Terminating Call Setup, Minutes of Use
Intraoffice Call Setup, Minutes of Use
Switching - AMA Recording (Automatic Message
Accounting)

Tandem Switching

Average Minutes of Use

Minutes of Use, Call Setup.

The ALEC Coalition asserts that Verizon’s ICM-FL cost model
suffers from numerous “fatal flaws.” Some of these “flaws” include
Verizon’s use of a mix of switches, use of the GTD-5 in the cost
study, inappropriate weighting of discounts, and reguiring ALECs to
purchase features piecemeal. ALEC Coalition witness Ankum contends
“that the ICM model is an old GTE model that has been put together
by GTE costs analysts and reflects a GTE costing methodology and a
very different attitude towards what type of pricing they would like
to see for their unbundled network elements.”

Witness Ankum asserts that Verizon’s studies included Lucent,
Nortel, and GTD-5 switches. The witness states that there is “75
or 80 percent reliance still on. . . an obsolete and archaic switch
architect [ure] of the GTIDS5, which was formerly manufactured by GTE
itself . . .” Witness Ankum goes on to state that, this ».
explaing why Verizon has a legacy of that particular outdated
technology in its network.” He contends,

[tlhe GTD-5 is not forward looking least cost technology
as required by the FCC's TELRIC pricing requirements. The
GTD-5 is not used by Verizon elsewhere (other than in
former GTE companies), nor is the switch used by any other
large ILECs. It should not be included in the forward-
looking, least cost switch technology mix.

In its post-hearing brief, the Coalition asserts that we recognized
that very fact in Order No. PSC-99-0068-FOF-TP, where we found that
GTD-5 switches were not forward-looking switching technology. As a
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result, we required that the GTD-5 be excluded from switching cost
calculations. Additionally, the Coalition states that

[tlhe basis of the Commission's decision was that it was
not likely that any carrier would purchase a GTD-5 on a
forward looking basis. This is still true.

The Coalition acknowledges that Verizon still purchases the GTD-5
switch, but contends that it is only to ensure “compatibility with
the GTD-5 host switches.”

The Coalition goes on to assert that Florida is not the only
state to reject the GTD-5's suitability for TELRIC pricing. In
support, witness Ankum paraphrases a Texas Public Utility Commission
(TPUC) order which made the following findings:

° The manufacturer of the GTD-5 is concentrating on
providing support functions to maintaining[sic]l the
switches in operation.

U Except for ordering a remote switch to connect to an
existing GTD-5 host, GTE (now Verizon) would not buy
a GTD-5 switch today, but would buy either a Lucent
5ESS or a Nortel DMS series switch.

. The GTD-5 switch is not included in GTE’'s five year
investment planning horizon.

o The GTD-5 switch cannot support ISDN service.

In addition, Coalition witness Ankum states, “[tlhe Commission
should recognize that the TPUC made this finding about six years ago
- if the GTD-5 was not forward-locking then, it is hard to imagine
that it is forward-looking now.” (emphasis added)

Moreover, the Coalition believes that Verizon

has inappropriately included the discounts it
receives for growth lines. This has skewed Verizon's
analysis heavily toward the expensive facilities that are
placed to accommodate growth. As a result, Verizon's
switch investments are greatly overstated. This in turn
will cause a significant overstatement in UNE switching
rates.
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Witness Ankum asserts that switching costs are bifurcated, and
that discounts offered by vendors differ between when a switch is
initially placed into service and when growth additions are
purchased. As a result, Verizon’s inputs should reflect costs for
switches based on cutover lines only. Witness Ankum further asserts
that the appropriate assumptions should be based on a network which
is “newly constructed based on existing contracts - existing lines
must be valued at the cutover prices.”

In support of its position, the Coalition offers § 51.505(b) of
the FCC’'s pricing rules which provides:

(b) Total element long-run incremental cost. The total
element long-run incremental cost of an element is the
forward-looking cost over the long run of the total
quantity of the facilities and functions that are directly
attributable to, or reasonably identifiable as incremental
to, such element, calculated taking as a given the
incumbent LEC's provision of other elements. (emphasis
added by witness)

Citing § 685 of the FCC Local Competition Order, FCC 96-325, where
the FCC adopted the “scorched node” approach, witness Ankum offers:

We, therefore, conclude that the forward-locking pricing
methodology for interconnection and unbundled network
elements should be based on costs that assume that wire
centers will be placed at the incumbent LEC's current wire
center locations, but that the reconstructed local network
will employ the most efficient technology for reasonably
foreseeable capacity requirements. (emphasis added by
witness)

Additionally, the Coalition witness cites to a U.S. District Court
decision in which it held that the larger cut-over discounts are
appropriate under the TELRIC methodology. Furthermore, the
Coalition contends in its brief that the FCC has ruled,

[t]he model platform we adopted is intended to use the
most cost-effective, forward-looking technology available
at a particular period in time. The installiation costs of
switches estimated above reflect the most cost-effective
forward-looking technology for meeting industry
performance requirements. Switches, augmented by
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upgrades, may provide carriers the ability to provide
supported services, but do so at greater costs. Therefore,
such augmented switches do not constitute cost-effective
forward-looking technology.

The Coalition asserts in its brief that if we reject the “scorched
node” methodology, “the Commission should adjust Verizon’s approach
to reflect a more appropriate weighting of the cutover and growth
lines.” Witness Ankum proposes that the appropriate weighting
calculation can be derived by usging the following formula:

PV(CP_x number of cutover lines)+ PV(GP x number of growth lines)
sum of cutover and growth lines where,
(CP) = Cutover Price
(GP)= Growth Price

Exhibit 6, AHA-3, provides calculations for determining the
weighting of growth and cutover lines using this method. By using
the formula above, witness Ankum states “[t]lhe result is a weighting
of 72% cutover line discount and 28% growth line discount.”

The Coalition goes on to assert that Verizon’s costs are
inflated and ignore switch resources to run features that are
already part of the switch. Witness Ankum contends that feature
costs are more appropriately included in monthly port charges.
Believing that this is more appropriate, he asserts that,

most of the feature costs are non-traffic sensitive
costs and as such are most efficiently recovered on a non-
measured basis. In any event, Verizon typically recovers
its feature costs in either the monthly charges for the
unbundled port or in the per-minute of use charges for
unbundled switching.

Witness Ankum argues that other jurisdictions have also found “the
cost for all features is included in either the port or the per-
minute of use charges so that the CLEC can offer the entire bundle
of features to 1its customers without incremental charges for
individual features.” While he asserts this practice remains true
for SBC, BellsSocuth and others, witness Ankum notes that Verizon
proposes offering switch feature on an a Ia carte Dbasis.
Furthermore,
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[wWlhen Verizon purchases a switch it purchases the
hardware and the associated hardware needed to provide the
needed switching and features functions. The costs
incurred by Verizon for a switch are for the hardware and
for the right to use fees for software.

The witness goes on to state,

[t]he cost of switch features is intertwined in the fabric
of the switch software and is most efficiently recovered
in the monthly port charges. As noted, there are little or
no usage related costs associated with features.

Witness Ankum contends that the price structure that Verizon
has proposed is contrary to Verizon’s underlying cost structure.
The Coalition asserts that “[t]he proposal is highly anticompetitive
and is contrary to TELRIC principals[sic] and must be rejected.”
The Coalition proposes the following action:

° The Commission should order Verizon to include all
features in the monthly port costs.

. The Commission should reject Verizon'’s feature rates
altogether and adopt switch rates no higher than
those 3just recently adopted by the Commission for
BellSouth.

The Coalition asserts in its brief and in the testimony it
proffered, that because Verizon is the largest ILEC in the country,
it should be in a position to obtain switching facilities at costs

no greater than what BellSouth incurs. The Coalition states that
Verizon’s proposed price structure “can only be construed as
deliberately anticompetitive.” For the reasons stated above, the

Coalition believes that Verizon’s proposed switching charges fail
TELRIC standards.

Verizon asserts that its ICM-FL “models switching costs based
upon the forward-looking digital switches Verizon deploys throughout
its network.” According to Verizon witness Tucek, ICM-FL estimates
the forward-looking costs of provisioning service out of Verizon’s
network in Florida. Furthermore, Verizon contends that
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ICM-FL properly assumes, in accordance with TELRIC, that
existing wire center locations and host/remote
relationships remain unchanged. Consistent with the FCC’s
rules, Verizon defines local circuit switching to include
all the necessary facilities and functions required to
connect end-user loops to a switch card and to facilitate
the switching of calls to their proper destination.® This
definition necessarily includes switch feature costs,
which are necessary to provision enhanced vertical
offerings. Verizon also proposes TELRIC-based UNE rates
for unbundled tandem switching.

Witness Tucek states that,

] ICM-FL designs the network all at once, using
currently available, forward-looking technology and the
prices for labor, material and equipment that Verizon is
actually able to obtain. The network is modeled so that it
is capable of serving one hundred percent of current
demand, and its components include all the network
elements Verizon is reguired to unbundle {e.g., loops,
switches, transport).

Verizon’s argument is centered around three main points:

1. Verizon’s cost studies assume the deployment of
forward-looking technology.

2. Verizon assumes an appropriate mix of new and growth
discounts.

3. Switching feature costs should not be recovered through
monthly recurring charges and should only be assessed on
a per feature basis.

Witness Tucek argues that GTD-5 switches continue to be
purchased by Verizon and that it has no plans to replace the GTD-5s.
He contends that Verizon has purchased GTD-5s8 as late as 2001 and
has plans to purchase additional GTD-5 switches in 2002. Witness
Tucek asserts that Verizon “will provision UNEs out of a network in
Florida that contains GTD-5s in the wvast majority of its wire
centers because it is economically efficient to do so.”

347 C.F.R. §51.319(c) (1) (A)
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In its post-hearing brief, Verizon claims that ALEC Cocalition
witness Ankum’s “criticisms” regarding GTD-5 modeling in the ICM-FL
are “baseless.” Witness Tucek asserts that the GTD-5 switches
“continue to be marketed and supported by their manufacturer (AGCS),
and that Verizon continues to buy line additions and remotes.”
Additionally, witness Tucek contends that the ALEC Coalition has
misinterpreted our finding in Docket No. 980696-TP, Oxder No. PSC-
99-0068-FOC-TP. Witness Tucek claims that although we did exclude
the GTD-5 switch in that proceeding, it was because we “did not feel
it was representative of costs that would be suitable for generic
costs in the USF docket.” Verizon asserts that we “never determined
that the GTD-5 switch was not representative of Verizon’s costs --
the only costs that are at issue in this proceeding.”

In its second argument, Verizon witness Tucek asserts that it
has properly assumed an appropriate mix of new and growth discounts.
The costs modeled by ICM-FL “are based on the prices Verizon pays
for initial switch placements and expansion.” Witness Tucek
states, “[this is accomplished through the use of a discount factor
in the SCIS and CostMod runs that reflects the initial switch
pricing, and an investment adjustment factor (“IAF”) that reflects
the pricing of additions.”

Additionally,

discounts were computed . . . based on the total
modeled switching costs and on the switch costs resulting
from the vendor quotes and the Nortel contract for initial
switch purchases. Finally, weighted averages of these
discounts across the cluster sizes were calculated. These
weighted averages are the discount inputs used in SCIS and
CostMod runs for each Verizon Florida wire center.

Witness Tucek contends that “[t]he use of the IAF produces a blended
switch cost that appropriately reflects the pricing for both initial
switch purchases and line additions.”

Verizon digputes witness Ankum’s use of cutover lines as
opposed to growth lines, calling it “unrealistic.” Besides, Verizon
witness Tucek claims that using this approach produces a network
severed from reality, something which according to Verizon has been
rejected on numerous occasions by the FCC and the courts. In
support of its position, Verizon offers the following:
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[flor example, in approving SBC’s Kansas and Oklahoma
Section 271 applications, the FCC rejected the ALECs’
claim that SBC’s costs should have reflected significant
discounts associated with new switches. The FCC instead
relied on the discounts in SBC’s current contracts (which
reflect primarily add-on switch equipment) in determining
the UNE switching rate.* Moreover, in upholding the FCC’'s
approval of Bell Atlantic’s New York Section 271
application, the D.C. Circuit rejected the ALECs’ switch
discount argument on similar grounds.®

Verizon asserts that the FCC and the courts recognize that ILECs
should use a mix of new switches and growth additiomns.

Verizon argues that "“switch features are usage sensitive and
should be modeled as such,” as opposed to being solely non-traffic
sensitive as witness Ankum has alleged. Switch feature costs are
derived from (1) the software right-to-use (RTU) fees, (2) special
hardware, and (3) the processor time used to activate the features.
Although the switches’ scoftware components are not usage-sensitive,
the other costs are.

Verizon contends that switch feature costs should also be
recovered on an a la carte basis. Recovering costs on this basis
allows Verizon to charge an ALEC only for what it uses. Verizon
notes that several states have adopted this approach. Additicnally,
the feature-specific rates that Verizon is proposing “are based on
each feature’s TELRIC plus a reasonable allocation of Verizon’s
common costs.” Verizon goes on, stating that “ALECs should not be
required to pay for some of the more costly switch features unless
they actually cause those costs to be incurred.”

DECISION
A. GTD-5

We believe that Verizon’s inputs and assumptions, as they
relate to its switching costs and associated variables, are
generally reasonable. Verizon’s ICM Switch Module uses four (4)
digital switch types, including the Lucent S5ESS, Lucent/AGCS GID-5,

‘Kansas-Oklahoma §271 Order at 977.

5See AT&T Corp. v. Federal Communications Commission, 220 F.3d 607, 617-
18. (D.C. Cir. 2000).
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Nortel DMS-10, and Nortel DMS-100. The argument in this issue
centers around the GTD-5 switch. Lacking any record to the contrary,
we assume that there is no point of contention with the 5ESS, DMS-
10, or DMS-100 switches being forward-looking, least-cost
technologies. As such, we find that they are properly included in
the switching cost study.

In addressing this issue, we look to 47 C.F.R. §51.505(b) (1),
which states,

(1) EBfficient Network Configuration. The total element
long-run incremental cost of an element should be measured
based on the use of the most efficient telecommunications
technology currently available and the lowest cost network
configuration, given the existing location of the
incumbents wire centers.

Verizon contends that each of the switches listed above is forward-
looking, exists in its current network, and will continue to be
supported in the future. We found nothing in the record to suggest
that a contradictory situation exists. Verizon last deployed a GTD-
5 switch in December 2000, and purchased line additions for its GTD-
58 as recently as April 2002. In similar fashion, Verizon last
deployed a DMS8-100 switch in August 1992 and a 5ESS switch in
November 19594.

Verizon witness Tucek states that Verizon, “will provision UNEs
out of a network in Florida that contains GTD-5s in the wvast
majority of its wire centers because it is economically efficient to
do so.” We note that Verizon has 88 switches in Florida, not
including the REMGTD-5 (133 in Florida), of which 61 (69.3%) are
GTD-5 switches. According to Verizon witness Tucek, the GTD-5
switch is also present in 72 of Verizon’s 90 wire centers within
this state. Verizon's GTD-5 switches serve 1,430,944 lines in
Florida, while the B5ESS and DMS-100 switches serve 540,091 and
80,794 lines respectively. In addition, we note that where Verizon
has switches that are not one of the types listed above, they have
not been included in the switching module. 1Instead, where a switch
exists that is not one of those listed above for a given location,
Verizon assumes that one of the switch types listed above has been
substituted in its place.

ALEC Coalition witness Ankum would have us believe that because
Verizon is the only ILEC to use the GTD-5 switch, and because he
believes the switch to be “cbsolete and archaic,” the switch and the
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corresponding switching costs are not TELRIC compliant. He bolsters
his position by stating that the GTD-5 switch “. . . is not used by
Verizon elsewhere (other than in former GTE companies), nor is the
switch used by any other ILECs.” Although we acknowledge that the
record indicates that the GTD-5 switch is not used by any other
ILEC, we do not agree with the Coalition’s assertion that the GTD-
5'g inclusion in Verizon’s cost study violates TELRIC principles.
The fact that Verizon does not use the GTD-5 switch in areas other
than former GTE territories, and that no other ILECs use the GTD-5
switch, are not indicative, in and of themselves, of a non-TELRIC
compliant switch cost study.

Furthermore, the Coalition’s assertion that we found that the
GTD-5 switch “was not forward-looking technology” in Order No. PSC-
99-0068-FOC-TP needs to be put in context. Verizon witness Tucek
agrees that the Order excluded the GTD-5 switch, but adds that it
was because we “did not feel it was representative of costs that
would be suitable for generic costs in the USF docket.” Verizon
witness Tucek’s belief that we “never determined that the GTD-5
switch was not representative of Verizon’s costs - the only costs
that are at issue in this proceeding” 1is correct. What
differentiates between the USF docket and the present proceeding is
that the USF docket was a generic proceeding where the outcome was
applicable to every ILEC. In the current proceeding, the decision
from the Verizon track will be applicable to Verizon alone.

Verizon’s assumptions and inputs as they relate to the GTD-5
and other switches included in its switching mocdel appear to be
reasonable, and are indicative of a forward-lcoking, TELRIC
compliant cost study. Although the GTD-5 may not be a forward-
looking technology for other LECs, based on the record here we
believe that the GTD-5 appears to be a forward-locking, economically
efficient technology for Verizon-Florida. Verizon has indicated
throughout the record that it intends to purchase additional GTD-5
switches, albeit as remotes, and has no plans to discontinue the use
of the GTD-5 in its network. The ALEC Coalition admits the same,
but adds that Verizon is only doing so to ensure host switch
compatibility. As such, we believe the inclusion of the GTD-5
switch in the determination of switch costs does not appear to
violate TELRIC.

B. PROPER MIX OF OLD AND NEW DISCOUNTS

The ALEC Ceoalition makes a supportable argument that switch
vendor contracts have a bifurcated price/discount structure. Such
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contracts generally have different prices that apply for facilities
when a switch is initially placed as opposed to when a switch is
augmented to accommodate growth. We note that both parties appear
to acknowledge and accept that differences exist between discounts
for new and growth switch placement. Verizon witness Tucek states
that the costs modeled by ICM-FL, “are based on the prices which
Verizon pays for initial switch placements and expansion.” He goes
on to state, “[this is accomplished through the use of a discount
factor in the SCIS and CostMod runs that reflects the initial switch
pricing, and an investment adjustment factor (“IAF”) that reflects
the pricing of additions.” Witness Tucek states that “[t]he outputs
of SCIS and CostMod, which only reflect the initial switch pricing,
are multiplied by this factor [IAF] to produce a blended switch cost
that reflects the pricing for both initial switch purchases and for
line additions.”

However, we disagree with Coalition witness Ankum’s reliance on
cutover switches alone as the proper course in determining switch
costs in the model. We believe that using only cutover lines
creates a pricing situation which is “unrealistic” and “severed from
reality.” 1In a footnote to its post-hearing brief, Verizon contends
that “. . . Dr. Ankum’s proposal to calculate switch prices based on
predominately new switches 1is Jjust a red herring.” Verizon
correctly asserts that “the FCC and the courts thus acknowledge that
TELRIC recognizes that ILECs will use a mixture of new switches and
growth additions.” As such, the appropriate mix of the new and
growth discounts appears to be the real crux of the parties
arguments herein.

Witness Ankum’s alternate proposal, while retreating from
relying on cutover discounts alone, continues to place substantial
weight on new discounts. He asserts that an “appropriate
weighing[sic] of cutover and discount lines” can be derived by using
a formula which he provides in his testimony. Using that formula,
the witness’ discount proposal indicates a weighting of 72% cutover
(new) line discount and 28% growth (expansion) line discount. 1In
comparison, in Docket No. 990649A-TP, we found that a mix of 45% new
and 55% growth discount to be appropriate for BellSouth. Order No.
PSC-01-1181-FOC-TP, p.242.

Verizon’s blended switch costs are appropriate and have been

well documented in its filing. In fact, witness Tucek goes so far
as to state that “ICM-FL’s IAF input is very similar to Dr. Ankum’s
proposal.” At the same time, the Verizon witness adds that witness

Ankum’s proposal uses different terminology and also includes the
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total material cost of the switch. He does add, however, that the
IAF used in ICM-FL “. . . produces a lower estimate of switching
costs than does Dr. Ankum’'s formula.” One of the differences
includes Verizon’s IAF using a six-year time frame, instead of Dr.
Ankum’s use of an 18-year switch life, according to witness Tucek.
Secondly, witness Tucek states the cost of the additions used in the
IAF,

. does not include all of the additional wvendor
equipment that would be needed over the life of the
switch. The development of the IAF input excludes such
itemg as additional host/remote 1links, software and
processor upgrades, or additional network paths. Including
these items over the life of the switch would again result
in a higher IAF input and higher modeled switching costs.

C. FEATURE COST

The ALEC Coalition also asserts that Verizon'’s proposed feature
costs are “artificially inflated” and should be summarily rejected.
Coalition witness Ankum argues that the cost of switch features
should be recovered through monthly port charges and states that
“there are little or no usage related costs associated with
features.” As such, the Coalition purports that all features should
be included in the monthly port costs. Alternatively, the Coalition
proposes that should we not agree, we should adopt switching rates
no higher than those approved in Docket No. 990649A-TP (BellSouth
Phase) .

In support, the Coalition witness contends that “Verizon is the
largest ILEC in the country and must be able to avail itself of
switching facilities at costs no higher than those incurred by
BellSouth.” Although it appears on the surface that this argument
makes sense, it fails to reconcile contractual differences that may
exist among the parties and their preferred vendors. Witness Ankum
asserts that including feature costs in the monthly port charges is
proper because other jurisdictions have agreed to similar costing.
In states where this has been done, witness Ankum states that “the
cost for all features is included in either the port or the per
minute of use charges so that the CLEC can offer the entire bundle
of features to its customers without incremental charges for
individual features.” As an example, the witness offers that this
practice is followed by SBC, BellSouth, and Qwest. Conversely,
Verizon offers that several states have alsoc adopted a la carte
feature pricing. Witness Trimble asserts that California, North
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Carolina, and Oregon have all previously adopted a la carte feature
rates for former GTE companies.

ALEC Coalition witness Ankum’s proposal regarding features
focuses on what appears to be a “cost-shifting” approach. Under
witness Ankum’s proposal, a customer will share in the recovery of
the costs of features whether they use them or not. This would
occur i1f done on a port by port basis, or through the inclusion of
per minute charges. As one might expect, this scenario provides an
opportunity for some consumers to pay too little and still others to
pay too much.

In furtherance of their position, the Coalition offers several
cites to the FCC's Local Competition Order (FCC 96-325) to
illustrate that feature costs have been included in port charges.
Paragraph 410 of the Order states, “[a]s discussed below, we
identify a local switching element that includes the basic function
of connecting lines and trunks as well as vertical switching
features, such as custom calling and CLASS features.” Additionally,
the Coalition offers,

412. We define the local switching element to encompass
line-side and trunk-side facilities plus the features,
functions, and capabilities of the switch. The line-side
facilities include the connection between a loop
termination at, for example, a main distribution frame
(MDF), and a switch line card. Trunk-side facilities
include the connection between, for example, trunk
termination at a trunk-side cross-connect panel and a
trunk card. The "features, functions, and capabilities" of
the local switch include the basic switching function of
connecting lines to 1lines, lines to trunks, trunks to
lines, trunks to trunks. It also includes the same basic
capabilities that are available to the incumbent LEC's
customers, such as a telephone number, directory listing,
dial tone, signaling, and access to 911, operator
services, and directory assistance. In addition, the local
switching element includes all vertical features that the
switch is capable of providing, including custom calling,
CLASS features, and Centrex, as well as any technically
feasible customized routing functions. Thus, when a
requesting carrier purchases the unbundled local switching
element, it obtains all switching features in a single
element on a per-line basis. A reguesting carrier will
deploy individual vertical features on its customers'
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lines Dby designating, wvia an electronic ordering
intexrface, which features the incumbent LEC is to activate
for particular customer lines.

FCC 96-325, 9 412.
And,

414 . At this time we decline to require further unbundling
of the local switch into a basic switching element and
independent vertical feature elements. (emphasis by
witness) Such unbundling does not appear to be necessary
to promote local competition. Indeed, most potential local
competitors do not recommend that vertical switching
features be available as separate network elements. MCI,
AT&T and LDDS believe that such features should be
available to new entrants as part of the local switching
element. We also note that additional unbundling of the
local switching would not result in a practical difference
in the way the local switching element is provisioned. As
discussed below, when a competing provider orders the
unbundled basic switching element for a particular
customer line, it will designate which vertical features
should be activated by the incumbent LEC for that line. In
addition, the record indicates that the incremental costs
associated with vertical switching features on a per-line
basis may be quite small, and may not justify the
administrative difficulty for the incumbent LEC or the
arbitrator to determine a price for each vertical element.
Thus, states can investigate, in arbitration or other
proceedings, whether vertical switching features should be
made available as separate network elements. We will
continue to review and revise our rules in this area as
necessary.

FCC 96-325, 9§ 414.

While the passages provided by the Coalition do appear to support
their argument in this proceeding, the FCC did address Verizon's
position, albeit briefly, in Paragraph 414. As emphasized above,
the FCC specifically recognizes that the “costs associated with
vertical switching features . . . may not justify the administrative
difficulty for the incumbent LEC or the arbitrator to determine a
price for each vertical element.” However, the FCC authorized that
states may “. . . investigate, in arbitration or other proceedings,
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whether vertical switching features should be made available as
separate network elements.”

Verizon witness Trimble asserts that feature costs are more
appropriately recovered on a per feature basis and not included in
port charges. In support, witness Trimble suggests that the
Coalition’s proposal “ . . . completely ignores the fact that
different end users desire to use different switch features, that
the underlying costs for individual features vary dramatically, and
that end users add and delete features as they desire.” On the
other hand, he contends, “Verizon’s more reasonable rate proposal is
based on its costs filed in this proceeding, the knowledge that end
users have differing preferences, and that the Company has the right
to recover the costs involved in the provision of switch features to
ALECs.”

Witness Tucek asserts that,

[fleature costs arise from three sources: (1) the right-
to-use fees for specific feature packages; (2) special
hardware, such as conference circuits, that some features
require; and (3) the processor time utilized by feature
activation. For example, only a port that corresponds to
a Centrex customer can access Centrex features, and only
ISDN lines can access ISDN features. Consequently,
Verizon’s feature costs will depend both on the number and
types of features that end-users subscribe too. If access
to all features 1s sold to ALECs on a flat-rate basis,
then from their perspective the features have Dbeen
provided at zero on the price margin. It is reasonable to
assume that ALECs purchasing such ports will offer the
features at low or zero cost to end users in order to
differentiate their services. The success of the ALECs’
marketing efforts will consequently determine the actual
demand on the switch processor from feature usage -- if it
increases enough, it may well be that a larger processor
must be installed or that multiple switches will have to
be placed.

Witness Trimble contends that witness Ankum’s analcgy, in which he
compares individual switch features to a restaurant selling french
fries individually as opposed to by the plate, “fails” for several
reasons. Witness Trimble states,
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First, one would expect the cost of each fry to be the
same; that is not true for switch features, which vary in
cost. Second, the restaurant would know the cost of a
plate of french fries, and that cost would not vary from
customer to customer--unlike an end user’s consumption of
switch features. Third, customers are not 1likely to
return one french fry and order a different french fry or
request a refund, as consumers of switch features might
well do.

As an alternative, witness Trimble offers what he considers to be a
“more appropriate restaurant analogy.” He states,

[iInstead of selling bottles of wine for varying prices
that reflect their underlying costs, a restaurant decides
to determine the average “per-customer” cost of the wine
that it currently sells and offers wine to all customers
at that fixed amount (whether or not they actually consume
any wine). My guess is that the overall cost structure of
the restaurant will dramatically increase, since the
number of customers drinking wine will increase and all
customers are likely to enhance the quality of the wine
they order. Dr. Ankum’s proposal is definitely not
consistent with cost causation.

Additionally, witness Tucek states that, “to claim that feature
costs are mostly non-traffic sensitive ignores the costs arising
from specialized hardware and from processor usage, as well as the
impact of ALEC pricing to their own end users, on the demand placed
on Verizon’s switch resources.” Based on the record, we agree.

Verizon's a la carte proposal is reasonable and defensible as
established in the record in this proceeding. However, we also
believes that there are alternate rate structures for feature costs
that are also reasonable. We investigated, through discovery, the
possibility of using feature packages, or in the alternative,
recovering feature costs by including them in port charges or local
switching charges. Using feature packages, lower cost features (as
identified in the price 1list) could be grouped together. Other,
more expensive features, would be separated out and made available
for individual purchase. While the Coalition proposed including
feature costs with port charges, it did not propose any specific
rates in this issue. They did recommend, however, that rates for
Verizon should be no more than what we approved for BellSouth in
Docket No. 990649A-TP.
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There is not a record to justify a finding other than Verizon’s
a la carte proposal. We note that there is nothing in the record
which indicates that Verizon’s proposed feature-specific costs are
incorrect. Instead, the arguments center around the recovery methods
for such costs and Verizon’s cost model itself. During discovery,
our staff asked Verizon to “[pllease identify the 15 switch features
ordered most often by ALECs in Florida.” Ultimately, we were told
that Verizon does not track such data as it would require a special
study.

We also asked Verizon during discovery, “[i]f this Commission were
to reject Verizon’s a la carte proposal, does Verizon know by what
amount port rates or per MOU use rates (or possibly as a separate
rate element) would need to be increased?” Verizon simply responded,
\\no . ”

Although we believe Verizon'’s proposal correctly tracks cost
causation, we recognize that it may complicate the ordering process.
A consumer should pay for what is used, or can be traced to the cost
causer. It appears that Verizon’s a la carte proposal provides a
means for doing Jjust that. However, we are concerned that by
implementing an a la carte pricing arrangement, Verizon’s ordering
processes may become too cumbersome and time-consuming, or too
confusing for those placing the orders.

D. BENCHMARKING

Although it helpful to look to other state commissions’
decisions as a means of gauging the reasonableness and fairness of
the parties’ proposed rates in a docket such as this, we do not
accept those decisions as dispositive in this proceeding. A recent
FCC order states:

we review each issue on its own merits, rather than
engaging in any bench marking or other state comparisons.
Although such bench marking is advocated . . ., our
analysis is complete if it reveals that there are no basic
TELRIC violations or clear errors on substantial factual
matters, and we do not proceed further to determine TELRIC
compliance on the basis of comparisons with other states
To do otherwise would put the Commission in the
position of establishing benchmark rates for the nation on
the basis of the few states where the Commission, thus
far, has found state commissions to apply TELRIC
correctly. We see no reason to do this as it undermines
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the importance of state-specific, independent analysis of
rates for UNE. The Act contemplates the states
independently setting rates based on federally established
guidelines. It is important to recognize both that costs
may vary between states and that state commissions may
reach different reasonable decisions on matters in dispute
while correctly applying TELRIC principles.

GA/LA 271 proceeding, FCC 02-147, § 24. Moreover, the FCC goes on
to state, “[a]ls we have previously recognized, separate, reasonable
applications of TELRIC principles can produce a range of rates.” Id.
at § 25.

In the current proceeding the ALEC Coalition, through witness
Ankum, purports that because other states have found that the GTD-5
switch 1s not “forward-looking” and should be excluded from
switching cost calculations, that we must do the same. In addition,
the witness goes on to assert that because several state commissions
have required that feature costs be included in port charges, we
should follow suit. We find little merit in either argument.

In the alternative, Verizon witness Trimble states,

As the Commission has recognized, UNE rates are supposed
to be company-specific, which means, in this case, based
on the costs Verizon will incur in providing UNEs in
Florida with its network. The rates of other companies
(regardless of the state in which they operate) are
obviously not based on Verizon’s costs. The Commission
need not (and, indeed, cannot) look to other jurisdictions
or use proxies to set Verizon’s rates. It need only
carefully review Verizon’'s costs, as presented in
Verizon’s cost study filed in this case.

Furthermore he asserts,

Consideration of rates from other states is not, in any
event, a responsible basis for ratesettinglsic]. It is
very dangerous to consider these other rates without a
complete understanding of the context in which they were
adopted, including, for example, the inquiry into whether
the rates were properly based on forward-looking pricing
rules or political or other considerations; and whether
UNE ratesetting was accomplished with other objectives.
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Given the FCC’s statements and the record in this proceeding,
it appears that the FCC appears gives a great deal of deference to
state commissions operating independently to establish state-
specific rates using federal guidelines. Additionally, the FCC
recognizes, and allows for, differences in the rates and decisions
from state to state as long as TELRIC principles are applied
correctly. We believe we have done so in the current proceeding.

Thus, the appropriate assumptions and inputs for switching
costs and associated variables to be used in the forward-looking
recurring UNE cost studies are those proposed by Verizon,
incorporating our changes in all other applicable sections of this
Order.

VII(p). ASSUMPTIONS AND INPUTS FOR TRAFFIC DATA IN UNE COST
STUDIES

We now decide the appropriate assumptions and inputs for
traffic data to be used in the forward-looking recurring UNE cost
studies.

Verizon states that it assumes that the traffic data such as
minutes of use or call attempts reflect actual traffic levels for
the switches in Verizon Florida’s network, as well as the usage
levels of the end-users served by the ALECs. The traffic data are
specific to Verizon Florida wire centers and were taken from the
Traffic Sensitive Forecast (TSF) system which is used to collect
traffic and usage data for each switch. No other parties took a
position on this issue, and we accept the assumptions and inputs
used by Verizon for traffic data.

VII(q) . ASSUMPTIONS AND INPUTS FOR SIGNALING SYSTEM COSTS IN UNE
COST STUDIES

Here we decide the appropriate assumptions and inputs for
signaling system costs to be used in the forward-looking recurring
UNE cost studies.

Signaling System 7 (SS7) networks include signaling links that
transmit signaling information in packets, from a local switch to a
signaling transfer point (STP), which is a high capacity switch.
Signaling links transmit routing messages between switches, and
between switches and call-related databases. Order FCC 99-238, CC DN
96-98, 9380, footnote 746.
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Verizon witness Tucek describes the S87 Module in Verizon'’s
cost model:

The SS7 Module calculates the investments needed for a
stand-alone signaling network. This signaling network, via
connections at end office and tandem switches, governs the
operation of the switched telephone network by setting up
calls and ensuring efficient utilization of facilities.

He notes that “[t]he SS7 network modeled by ICM-FL is based on the
actual locations of the Service Control Points and Signal Transfer
Points within Verizon’s nationwide SS7 network.

No other party addressed this issue in testimony. The ALEC
Coalition, Z-Tel, and COVAD took no position on this issue in their
briefs. Verizon also did not address SS7 specifically in its brief,
providing only a generic position.

Although no party addressed SS7 specifically, we note that
Verizon’s proposed rates may be impacted by adjustments made to
other inputs in the model that are used to calculate the SS7 rates,
such as cost of capital.

Thus, we approve Verizon’s proposed SS7 rates and rate
structure, subject toc changes that result from modifications to
specific inputs that are addressed in other sections of this Order.

VII(r). ASSUMPTIONS AND TINPUTS FOR TRANSPORT SYSTEM COSTS AND
ASSOCIATED VARIABLES SIGNALING SYSTEM COSTS IN UNE COST
STUDIES

We now discuss the appropriate assumptions and inputs for
transport system costs and associated variables to be used in the
forward-looking recurring UNE cost studies.

In its simplest definition, transport system costs and
associated variables refer to the costs of transport between wire
centers, commonly known as interoffice transport or IOT. As Verizon
witness Tucek explains,

ICM-FL’'s transport network is based on existing tandem
loccations, with offices clustered together on SONET rings
based on their distance from the tandems. In instances
where only two nodes are involved, such as a host/remote
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link or tandem serving a single Verizon switch, ICM-FL
models a point-to-point connection.

The Synchronous Optical Network (SONET) rings are sized to
accommodate the total interoffice traffic, both switched and non-
switched.

Witness Tucek and the cost model methodology note that a
difference between Verizon’s Integrated Cost Model and earlier
versions of ICM is with IOT. The witness explains that previous ICM
versions specified end-office assignments to the SONET rings with
minimal regard to the existing network. While assignments continue
to be made outside the model, the ICM-FL bases assignments on
Verizon Florida‘’s network configuration. In this respect, witness
Tucek explains that not every hub office on a ring is an access
tandem. A hub office is generally a large office on the collector
rings. Thus, the modeled network is closer to the network that
actually exists in Verizon’s Florida operations.

The IOT module develops investments for the outside plant
facilities that connect switches and the transmission equipment
within wire centers. The facilities consist of specialized
transmission (circuit) equipment within wire centers, and outside
plant facilities. Witness Tucek asserts that the ICM-FL models the
investments associated with these facilities wusing the most
efficient fiber optic equipment and technologies.

Verizon witness Trimble testifies that Verizon proposes three
separate categories of local/interoffice transport in this

proceeding: (1) common/shared transport, (2) interoffice dedicated
transport, and (3) Competitive Local Exchange Company (CLEC)
dedicated transport. Witness Trimble explains that common/shared

transport is the use of facilities by more than one carrier to
facilitate the transport of calls between end-office switches, end-
office switches and tandem switches, and between tandem switches in
the Incumbent Local Exchange Company (ILEC) network. The rate
structure Verizon proposes to recover common and shared transport
costs is identical to the switched access rate structure. Witness
Trimble explains:

Specifically, TELRIC costs were developed for transport
facilities based on a per MOU, per airline mile (ALM) cost
structure. Costs were also developed for transport
terminations that facilitate the termination of each
transport facility segment at each central office.
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Dedicated transport consists of ILEC transmission facilities
“that provide telecommunications between wire centers owned by
incumbent LECs or requesting telecommunications carriers, or between
switches owned by incumbent LECs or requesting telecommunications
carriers.” Witness Trimble testifies that Verizon offers two types
of dedicated transport: (1} interoffice dedicated transport, and (2)
CLEC dedicated transport. Specifically, witness Trimble explains:

Interoffice dedicated transport is similar to
common/shared transport (in that it is between two ILEC
offices) except that the transport facility is dedicated
to one particular customer or carrier. Access to
intercoffice dedicated transport is provided from the
CLEC's collocation arrangement in a Verizon Florida
central office through an appropriate cross-connection
made on a Verizon Florida digital signal cross connect bay
or a fiber distribution frame.

CLEC dedicated transport is defined by Verizon Florida as
a transport facility between a CLEC’s collocation cage in
a Verizon Florida central office and a CLEC’'s switch or
facility office within the local exchange area served by
the specific Verizon Florida central office where the
collocation cage is located.

Verizon proposes rates for three capacity-based categories of
direct-trunked transport between two offices: (1) a single channel
voice grade or digital facility (DS-0 level facility), (2) a DS-1
level facility, and (3) a DS-3 level facility. The rate structure
for the transport facilities is based on a per central office
termination basis as well as a per airline mile basis.

Regarding CLEC dedicated transport facilities, Verizon will
offer four different types of facilities: (1) 2-wire, (2) 4-wire,
(3) DS-1, and (4) DS-3. Witness Trimble asserts that if facilities
do not exist between Verizon'’s central office and the CLEC switch
location, Verizon is under no obligation and will not build new
facilities for provisioning of this offering.

Network Design/Model Approach

Verizon’s IOT network connects the wvarious switching nodes to
each other. The nodes consist of end office switches, remote
switches, and tandem switches. Remote switches home on host end
office switches, and end office switches home on tandem switches.
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Fiber transport routes are constructed in a synchronous optical
network (SONET) ring design. This design provides route diversity,
meaning that in the event of a fiber cable cut or terminal node
failure, the traffic is automatically re-routed over the remainder
of the ring. SONET rings, using add/drop multiplexers (ADMs) and
fiber facilities, comprise Verizon’s interoffice network. 1In this
way, Verizon claims that the least-cost, efficient technology is
modeled for IOT. The transport module asgsumes each SONET ring can
have a minimum of three and a maximum of eight nodes. If more than
eight nodes are connected to a hub office, two or more rings are
configured.

Point-to-point transport facilities are used when only two
switching nodes need to be connected. These include connections
between hosts and remotes, hosts and non-Verizon tandems, and two
hosts (when only two nodes need to be connected) .

The model methodology explains that the function of the node is
to pull traffic from the ring to be terminated at that node, to add
on traffic from the node destined for other nodes, and to route
traffic which is transiting the node to other nodes on the ring.
Because the traffic on the ring enters and exits the node at an
optical level, a conversion from optical to electrical signals is
required either by add/drop multiplexers (ADM), or the OC-3 point-
to-point system for point-to-point traffic.

Once at the DS-3 or DS-1 level, the lines are physically cross-
connected to their points of termination in the wire center, and in
some cases, further demultiplexed to either DS-1 or DS-0 level.

Based on IOT requirements and SONET ring technology, five
typical office configurations have been developed. These represent
Verizon’'s existing engineering practices. The five configurations
include: End office w/0OC-3 Point-to-Point w/DS-1, end office w/0C-3
Point-to-Point w/DS-3, end office on 0OC-12 Ring, end office on 0C-48
Ring, and tandem or tandem/host end office 0C-48 Ring.

Network Components

The majoxr network components included in Verizon’s five modeled
IOT configurations include the following:

. Outside plant facilities
Add/Drop Multiplexers (ADMs)
. OC-3 Point-to-point equipment



OCRDER NO. PSC-02-1574-FOF-TP
DOCKET NO. 990649B-TP

PAGE 157
L Fiber Distribution Panels
] Channel Banks
. DCSs (Digital Cross-Connect Systems)
. 3/1 Multiplexer (Mux)
] DSX-x (Manual Cross Connect)

The model methodology explains that outside plant facilities
include the material and installation costs for aerial, buried, or
underground fiber cable, and support structures such as poles or
conduit. Further, the material and installation costs for these
facilities are the same as those used in the loop module.

Transport equipment includes the material and installation
costs specific to IOT central office equipment. The eqguipment
includes fiber distribution panels, ADMs, associated DS-3 and DS-1
cards, point-to-point optical-to-electrical converters, channel
banks, cross-connect gystems (DCS-x and DSX-x systems), and 3/1 Mux
systems.

ADMs are used with 0C-12 and 0C-48 SONET rings and convert
signals between optical and electrical. The electrical signals can
be at the DS-1 or DS-3 level.

OC-3 point-to-point equipment converts optical signals and
electrical signals, at either the DS-1 or DS-3 level, depending on
demand at the node.

Fiber distribution panels serve as the interface between the
ADM and the outside plant facilities. The fiber cables from the
outside plant environment are terminated on the panel and connected
to the ADM equipment using fiber patch cords.

Channel banks are multiplexers that combine 24 voice grade
and/or data circuits into a DS-1. They are used primarily in
cffices that require DS-0 special access circuits.

DCSs are used to multiplex and demultiplex electronic signals
and act as a means to electronically cross-connect facilities.
These are sometimes referred to as Digital Access and Cross-Connect
Systems (DACS) .

3/1 Mux systems are used in smaller switch nodes to multiplex
and demultiplex between DS-3 and DS-1 levels.
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Manual cross-connect systems aliow two types of manual cross-
connections: DSX-3 for DS-3 level signals and DSX-1 for DS-1 level
signals.

Data Inputs

Begides the material and placement costs of central office
transport equipment and fiber cables including support structures,
the following items are data inputs to the transport module:

Switching node data

Ring number

Tandem owner

Number of DS-0, DS-1, and DS-3 special access lines
agsociated with each host or remote office

L] Interoffice plant type

The switching node data includes the end office CLLI code, CLLI
code for the end office that serves as a gateway to an out-of-
franchise tandem, and CLLI code for remote offices. The ring number
designates the node clustering determined during pre-processing.
The tandem owner designates whether the tandem switch is owned by
Verizon (in-franchise) or not (out-of-franchise). The interoffice

plant type determines whether the fiber cable is aerial, buried, or
underground.

During pre-processing, Verizon’s existing switching
configuration is used to group offices by tandem areas. Network
planning SONET ring diagrams are then used to determine the
clustering of end offices to a hub.

The user adjustable settings in the IOT module include:

Administrative fill
Intra-ring factor
Aerial span

Buried span

Air to route ratio

The administrative £fill relates to the maximum capacity, or
percent, for the number of interoffice circuits taking into account
maintenance, spares, and defective material. The input is 100
percent, indicating no provision for administrative spare.
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The intra-ring factor is the percentage of traffic that
originates and terminates on the same ring. The IOT module assumes
an intra-ring factor of 60%.

The aerial span is the typical distance between aerial fiber
splices; the buried span is the distance between buried splices in
transport facilities. The aerial span assumption in the IOT module
is 872 feet; the buried span is 1,142 feet.

The air to route ratio converts airline miles to route footage
(miles). The factor represents route distance divided by airline

distance. The ratic used in the IOT module is 1.3.

Modeling Process

The IOT module:

develops the SONET rings and point-to-point configuration;
calculates distance between hosts and remotes;
determines the length of interoffice facilities;
determines the total traffic on each ring and host/remote
link and sized facilities;

determines the equipment configuration at each node; and
calculates investments by CLLI code and passes them to the
Mapping/Report Module where expense calculations are
performed to convert them into monthly costs

In developing the ring configuration and length, the ICM
examines the end and hub offices clustered during pre-processing and
determines each node’s position on the ring. Witness Tucek
describes a hub office as generally a large office but not
necessarily an access tandem. As discussed earlier, two or more
rings are required in hub office service areas having more than
eight switch nodes. 1In this way, all end office switches are on a
ring, including the hub office, thus ensuring that traffic between
any end office and its hub office can be carried on a single ring.

If the tandem switch is out of the franchise area, the non-
Verizon tandem is not part of a ring, and is directly connected to
the nearest end office, called the gateway office. In such cases,
only end offices are on the ring. When fewer than three end offices
are clustered, the nodes are lined in a point-to-point
configuraticn.
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After all the interoffice links between nodes are determined
for all offices, the total length of facilities connecting the nodes

is calculated. The algorithm for interconnecting the nodes on a
ring first determines the office closest to the hub office. The
next closest office is the next node connected to the ring. This
process continues until all nodes are included on the ring. The

last office is then connected to the hub office to complete the
ring.

Based on Verizon’s current homing arrangement, the distance
between hosts and remotes is determined. The distance is calculated
by combining the fiber feeder routes and interoffice only airline
distances. The airline distances are converted to route distances
using the air-to-route mile ratio.

Total interocffice demand is used to size the ring and point-to-
point facilities. This includes both the demand for DS-1 ports for
switched services and the demand for DS-0, DS-1, and DS-3 facilities
for non-switched services (special access lines).

After the lengths of all links on the ring and all point-to-
point routes are determined, outside plant facilities costs are
modeled in the same manner as fiber feeder cable in the ICM-FL loop

module. The same aerial, buried, and underground plant mix
percentages and structure sharing that are input for fiber feeder
are used to determine interoffice placement investment. Structure

investments are also modeled in the same manner as fiber feeder
except that interoffice placement investment is adjusted to reflect
the facilities shared with fiber feeder routes.

Outputs

Outputs of the IOT module are used to develop the monthly costs
for transport Basic Network Functions (BNFs). BNFs are mapped onto
services or Unbundled Network Elements (UNEs). The typical

transport UNEs are: DS-1 to Voice Grade (DS-0) Multiplexing, DS-3 to
DS-1 Multiplexing, Direct Trunked Transport-Voice Facility (facility
per mile and termination), Direct Trunked Transport - DS-1 (facility
per mile and termination), Direct Trunked Transport - DS-3 (facility
per mile and termination), and Common Transport (termination setup,
minutes of use (MOU), and average MOU; mile setup, MOU, and average
MOU) .

Witness Ankum argues that Verizon’s proposed charges for DS-1
loops and multiplexing are inflated, citing low fill factors for the
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SONET-based transport. The witness argues that Verizon’s proposal
of $240.52 for a DS$S-1 unbundled loop (statewide average) is
unrealistically high when compared to similar rates charged by
Verizon in other jurisdictions and charged by some other Regional
Bell Operating Companies (RBOCs). In fact, the witness notes that
Verizon’s proposed rates are nearly 400% greater than in some other
state jurisdictions, and specifically higher than rates we approved
for BellSouth by Order No. PSC-01-1181-FOC-EI. Witness Ankum
testifies:

Much of the costs are calculated in the “black-box” ICM
model, and thus the source of the inflated costs can not
be determined, with certainty.

Witness Ankum asserts that Verizon’s DS-1 unbundled loop study
is problematic because it allows only for limited auditing. The
wire center input data, witness Ankum alleges, is hardcoded, making
it impossible to determine the origin or discern the calculations.
Notwithstanding this, however, the witness alleges that the high
rates are tied to Verizon’s use of a low DS-1 fill factor.

Witness Ankum explains that Verizon’s cost study identifies
four potential DS-1 delivery architectures and weights each of these
to arrive at a single, weighted average cost for DS-1 loops
delivered in each wire center. This weighted average DS-1 cost isg
Verizon’s proposed TELRIC basis for its DS-1 unbundled loop rates.

Regarding the four delivery architectures, witness Ankum
testifies:

DS1 transmission facilities can be accommodated in the
telecommunications network wvia a number of delivery
methods. For example, a 4-wire metallic loop facility
with applicable electronics can support a single DS1
transmission signal while fiber-optic based “Optical
Carrier” (“OC-N"”) systems can be used to accommodate a
large number of DS1 transmissions. In some circumstances
an ALEC may order a DS1 facility in an area where Verizon
has an active 0C-3 or O0C-12 system thereby allowing
Verizon to simply assign a small portion of the much
larger OC-N system for purposes of accommodating the DS1
request. In general terms, the larger the system being
used to deliver the DS1 signal {(all else being equal), the
lower the per DS1 cost (because of substantial production-
economies of scale).
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Witness Ankum notes that Verizon'’s cost study supports this point by
showing costs per DS-1 decreasing by nearly 75 percent when
comparing the single DS-1 loop provisioned over metallic facilities
with those DS-1s delivered via an OC-12 system.

However, even though the 0C-3 is a less expensive delivery
method than the simple metallic method, Verizon’'s assumed £fill
factors result in an opposite effect. As witness Ankum analyzes,
the 0C-3 delivery method becomes the second most expensive method
available. Verizon'’s more efficient least-cost optical transmission
technology becomes more expensive than the most expensive four-wire
metallic technology. To correct this, witness Ankum recommends a
fill factor of 90 percent for OC-N equipment. As an alternative,
witness Ankum recommends that Verizon be required to recalculate its
DS-1 costs wusing the 4-wire metallic method of delivery as
identified by its own cost study as being the least-cost method.
Even so, the witness notes that his alternative recommendation would
not result in reasonable TELRIC-based rates but would rather serve
as a maximum level. “Obviously there will be circumstances wherein
economies of scale will allow the delivery of DS-1 transmission on
OC-N facilities at costs less than those experienced in dedicating
a 4-wire metallic facility to the job.” For this reason, the
witness concludes that Verizon should be directed to re-run its DS-1
study assuming a 90 percent fill factor for all fiber-based “circuit
equipment.”

Regarding Verizon’s proposed multiplexing rates to use in
combining loops and transport in an Enhanced Extended Link (EEL)
arrangement, witness Ankum also expresses concerns. Witness Ankum
compares Verizon’s proposed monthly recurring multiplexing rate of
$517.71 for DS-3 to DS-1 multiplexing with the $211.19 rate approved
for BellSouth by Order No. PSC-01-2051-FOC-TP, Verizon’s approved
rate of $364.60 1in New Jergey, and Verizon’s approved rate of
$262.31 in Michigan. (Order No. PSC-01-2051-FOC-EI, p. 49; NJ Board
of Public Utilities, Docket No. TO00060356, Attachment, p. 3;
Ameritech tariff M.P.S.C. No. 20R, Part 19, Section 12, 2™ Revised
Sheet No. 27). The witness notes that again Verizon’s proposed
rates in Florida are much higher than the average of comparable
rates by approximately 185 percent.

Witness Ankum explains that Verizon calculates multiplexing
rates in its ICM model and he is unable to view the actual
calculation that translates the material costs into TELRIC costs.
“I can only review the computer code that is used to compute the
Verizon numbers and these provide little additional information.”
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As a result, the witness is unable to discern the exact reason why
Verizon’s proposed rates are so much higher than others. His
suspicion, however, is that the problem lies with the fill factor
and recommends a 90 percent £ill factor for all central office non-
switch equipment.

In response to witness Ankum’s allegations regarding Verizon’s
unbundled DS-1 lcop rates, Verizon witness Tucek argues that the
ALEC Coalition witness’ recommendation would base UNE costs on a
network operating nearly at capacity. Witness Tucek explains:

Dr. Ankum’s criticism of Verizon’s unbundled DS-1 study
centers on his disagreement with the £ill factors used in
developing the costs of the fiber-based systems. His
recommendation that a 90 percent fill implies that the
average site served by the smallest modeled fiber system
would regquire more than 25 DS-1 circuits, or 600 voice-
grade equivalents. Basing costs, and rates, on a fill
that exceeds the actual realized £fills wupon which
Verizon’s cost study is based means that total costs will
not be recovered.

Witness Tucek asserts that Verizon’s fill factors represent the
utilization actually realized in Verizon'’s existing network. “There
is no reason to expect the level of utilization to miraculously
increase to 90 percent.”

Witness Tucek testifies that the DS-1 TELRIC rates are based on
the weighted average of provisioning DS-1 circuits over metallic and
fiber facilities. Additionally, witness Tucek states:

The costs of provisioning DS-1s via metallic facilities
are based on the 4-wire loop costs modeled by ICM-FL for
each wire center, plus the cost of the circuit equipment
needed to create the DS-1 circuit. The costs of
provisioning DS-1s via a fiber facility are based on the
cost of three fiber systems: (1) an OC3 system equipped
for 28 DS-1s, (2) an OC3 system equipped for 84 DS-1s, and
(3) an 0OCl2 system equipped for 336 DS-1s. The costs of
the fiber facilities for the fiber systems are based on
the average loop length modeled by ICM-FL for business
loops in each Florida wire center.

Witness Tucek explains that the fiber system and facility costs
are divided by the corresponding number of DS-1s to obtain a cost
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per DS-1 assuming 100 percent utilization. These costs are then
divided by the £fill factor associated with each configuration to
obtain a cost per provisioned DS-1. The costs per provisioned DS-1
are averaged to arrive at an average cost per provisioned DS-1 for
each wire center. The averaging is based on weightings of the
actual number of circuits provisioned in the state for each facility
type and represent the likelihood that a given unbundled DS-1 will
be provisioned via one of the four methods (metallic facility, 28
DS-1s or 84 DS-1s on an O0OC-3 system, or 336 DS-1s on an O0OC-12
system). Witness Tucek testifies that costs are driven primarily by
the cost of the metallic facility and the cost of the 28 DS-1s on an
0C-3 system configuration. The statewide average is $210.83 per DS-
1 per month.

Regarding f£fill factors, witness Tucek testifies that 100
percent fill is used for the metallic facility because these costs
already reflect ICM-FL’s modeled utilization. A 33.3 percent fill
is assumed for the fiber facilities to reflect the use of 4 fibers
out of a 12-fiber sheath. Witness Tucek explains that the fills for
the three fiber systems are “based on the actual number of
provisioned circuits divided by the system capacity on a statewide
basis.”

Witness Tucek explains that the development of the DS-1 loop
facility costs are found in the “FLHICapWtg.xls” and “FL Fiber
Loops.xls” spreadsheets in Verizon’s cost study filing. According
to the witness, the latter file models the fiber terminal and
facility costs. Witness Tucek explains that the facility costs vary
by wire center and are based on the average modeled loop length for
business lines.

Witness Tucek argues that ALEC Coalition witness Ankum fails to
realize that the fills are based on provisioning DS-1s to specific
locationg in Verizon's actual network. The witness explains:

In order to achieve the 90 percent fill recommended by Dr.
Ankum for the smallest of the three fiber systems, the
average number of DS-1s provided at each location would
have to be 25.2 (28 x 0.9) - on a voice grade basis, this
is more than 600 circuits.

Witness Tucek asserts that this assumption is not representative of
Verizon’s experienced DS-1 average demand characteristics.
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Finally, witness Tucek argues that costs and rates based on
fill factors greater than the average fill, as the ALEC Coalition’s
witness Ankum reccommends, will result in an under-recovery of total
costs. To 1llustrate this, the witness provides a comparison
between agsuming a target fill of 85 percent, greater than the
average realized fill, and assuming averaged realized fill. Witness
Tucek concludes that his illustration is clear evidence that Verizon
will not recover its total costs if the target fill factor rather
than the average fill level is used.

Regarding the ALEC Coalition witness Ankum’s allegation
regarding Verizon’s inexplicably high multiplexing rates, Verizon
witness Tucek offers no rebuttal.

Verizon witness Trimble argues that Verizon’s UNE rates should
be based on the costs the company will incur with its network. The
witness argues that the rates of other companies are not based on
Verizon’s costs and are therefore no basis for setting Verizon’'s
rates. Moreover, witness Trimble asserts:

It is very dangerous to consider these other rates without
a complete understanding of the context in which they were
adopted, including, for example, ingquiry into whether the
rates were properly based on forward-looking pricing rules
or political or other considerations; and whether UNE
ratesetting was accomplished in conjunction with other
objectives.

DECISION

The ICM-FL IOT costs and associated variables are based on
Verizon’s existing tandem locations. SONET ring architecture using
ADMs and fiber facilities comprises Verizon’s IOT network.

The fill factors used represent Verizon’s actual utilization in
its existing network. A fill factor is explained as a measure of
the overall utilization of a given piece of equipment or plant.
ALEC Coalition witness Ankum asserts that the rate of utilization is
one of the main cost drivers of central office terminals, so there
needs to be some understanding of what the rate of utilization is
and where it can be changed so sensitivity runs can be made.

Multiplexing is the combining of two or more channels into one
single channel for transmission over the telecommunications network.
Interoffice dedicated transport (IDT) and multiplexing, either DS-3
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or DS-1, may be combined with loops, either DS-3, DS-1, or 2- or 4-
wire loops for EELs. EEL combinations may be comprised of DS-3 IDT
with a DS-3 loop, DS-1 IDT with a DS-1 loop, or voice grade
transport with a voice grade loop. The recurring and non-recurring
rates for EELs are discussed in detail in Issue 12 (b). The
discussion in this issue will pertain only to multiplexing and
transport rates.

ALEC Coalition witness Ankum argues that Verizon's proposed
DS-1 loop rates and multiplexing rates are inexplicably high when
compared to similar rates charged by Verizon in other jurisdictions
and by some other RBOCs. Witness Ankum assertg that the ICM “black-
box” makes it difficult to determine the source of the inflated
costs with any certainty.

Witness Tucek explains that the DS-1 loop study was modeled
outside the ICM in an “outboard study.” This study reflects the
cost of provisioning DS-1 and DS-3 loops based on the customer-
specific remote terminals in Verizon’s network. The study is based
on the systems that are actually being used today to provide
service.

Verizon proposes rates for DS-1 and DS-3 high capacity loops.
Witness Trimble explains:

A DS-1 loop is generally a 4-wire loop that has been
conditioned to support DS-1 transmission, including
assoclated electronics. It can be used to provide full-
period services (e.g., private line) and switched services
(e.g., ISDN Primary Rate Interface) to end-users. In
contrast, DS-1 UNE loops are necessarily provisioned over
fiber optic cable and include the electronics necessary to
facilitate DS-1 transmission.

The ALEC Coalition’s witness Ankum argues that Verizon’s high
DS-1 loop rates are tied to Verizon’s use of low fill factors.
Witness Ankum asserts that costs decrease as the transmission system
size increases due to the production economies of scale associated
with the larger delivery system. Indeed, Verizon’'s cost study
verifies this point by showing costs per provisioned DS-1 decreasing
as the transmission system increases from a metallic facility to an
OC-3 system and an OC-12 system. However, witness Ankum argues that
Verizon’s £ill factors result in the more efficient, least-cost
optical technology being more expensive than the most expensive
metallic technology. For this reason, the witness recommends a fill
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factor of 90 percent for all fiber-based circuit eguipment. As an
alternative, witness Ankum recommends that Verizon be required to
recalculate its DS-1 costs using the metallic transmission as
identified by its cost study as being the least-cost method.

Verizon’'s witness Tucek argues that Verizon’s £fill factors
represent its actual realized utilization in its existing network.
The witness rebuts the ALEC Coalition’s recommended 90 percent fill
factor, stating that such a f£ill exceeds the actual realized fills
upon which Verizon’s cost study is based and will result in an
under-recovery of total costs.

We appreciate the frustration of the ALEC Ccalition in trying
to determine the origin and understanding the calculations of input
data to the ICM or Verizon’'s “outboard” high capacity fiber cost
study that determines DS-1 loop rates. However, we agree with
Verizon witness Tucek that a 90 percent f£ill factor is not credible
either. When asked to explain all assumptions and to identify the
gources of the data used in the development of transport system
costs and associated input variables, Verizon merely responded by
referring to the transport model methodology and algorithm
documentation. Furthermore, while Verizon notes that the costs for
unbundled DS-1s, riser cable, and dark fiber rely on fill factors,
it does not offer any discussion regarding the derivation of any
fill factors used.

Verizon argues that its UNE rates should not be compared to
those of other companies without a complete understanding of the
context in which they were adopted. Nonetheless, we believe a
review of the rates of other companies can be used as a
reasonableness check, and Verizon’s resultant rates do not fair
well. Verizon offers no justification why its DS-1 loop rate is so
much higher than that approved for other companies, both in Florida
and in other jurisdictions. As noted above, Verizon also failed to
explain how the fill factors used in the DS-1 loop study were
determined.

In reviewing Verizon’'s outboard studies, we note that the
metallic DS-1 lcop costs from the ICM-FL are inputs to both the
fiber loop study as well as the high capacity loop study. The
inputs are proprietary, and so we do not address the individual loop
costs for each wire center. Verizon provides the following
documentation for locating the metallic DS-1 loop costs that are
subsequently input into the above two outboard studies:
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The values in the column are from the Metallic DS1 loop
results from ICM with non-BNF advertising, marketing,
Billing and collection and directory costs removed.

Based on the above documentation, we calculated the metallic
DS-1 loop costs for each wire center in an attempt to replicate
Verizon’s inputs. We began with the ICM loop costs and then removed
the non-BNF costs consisting of advertising, marketing, billing and
collection, and directory costs. However, our derived results do
not match those identified by Verizon. Curiously, though, the
difference between the DS-1 loop costs we derived in accord with the
model documentation and Verizon’s cost results contained in the
outboard study is consistently the same for each wire center. While
we are unable to reconcile completely the differences, we suspect
that Verizon’s outboard studies may not have been updated from
Verizon’'s previocus filing in May 2001, that was subsequently
withdrawn and refiled on November 7, 2001. The previous filing is
not in the instant record.

The ALEC Coalition criticizes Verizon’s multiplexing rates but
surmises the problem also lies with the fill factors. Witness Ankum
asserts that he is unable to review the calculation that translates
the material costs into TELRIC costs. However, in comparing
Verizon’s proposed recurring monthly rate of $517.71 with rates
approved for other companies, witness Ankum argues that Verizon'’s
rate 1is clearly outside the range of reasonableness. The ALEC
Coalition recommends a 90 percent f£ill factor for all central office
non-switch equipment.

Verizon offers no rebuttal to the ALEC Coalition’s allegations
regarding its proposed multiplexing rates. As noted earlier, we
share the ALEC Coalition’s frustration in trying to discern why
Verizon’s proposed multiplexing rates are so much higher than other
companies. Certainly, Verizon has not made the task easy.

We believe several alternatives are available in resolving this
issue. First, we can accept Verizon’s inputs for transport system
costs and associated variables with our adjusted DS-1 loop costs
derived in acccocrd with Verizon’s model documentation as well as
adjustments made in other issues. Second, we can accept the ALEC
Coalition’s recommended 90 percent fill factors for all central
office non-switch equipment and fiber-based equipment. Third, we
can direct Verizon to refile its cost studies recalculating the DS-1
costs using the metallic transmission facility identified by Verizon
as being the least-cost method. Fourth, we can acknowledge the lack
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of supporting documentation and logic and adjust Verizon’s fill
factors and reduce our derived DS-1 loop cost by the unexplained
difference occurring between the costs derived in accord with
Verizon's model documentation and Verizon'’s proposed DS-1 loop cost
inputs.

Supporting the first alternative is problematic given the
concerns discussed above. Verizon’s DS-1 loop rates and
multiplexing rates are out of line with sgimilar rates of other
companies. Additionally, Verizon’s cost studies make it extremely
onerous in determining the source of the inputs Verizon used in
developing these rates.

The second alternative is also problematic. Accepting the ALEC
Coalition’s recommended 90 percent fill factors would, in reality,
base costs and rates on fill factors that not only exceed Verizon’s
actual realized fills but result in a system operating at near
capacity and are not likely achievable. For example, one of the
fiber-based systems modeled by Verizon is an OC-3 system engineered
and wired with 28 DS-1s. The maximum capacity of this system is
33.3 percent, based on the ratio of the 28 engineered and wired DS-
ls to the maximum number of DS-1s on an 0OC-3 (84 - 28 DS-1s X 3).
Thus, the ALEC Coalition 90 percent fill factor is unrealistically
high.

Accepting the third alternative would involve Verizon
recalculating its costs and rates based on a technology that the
parties appear to agree should not be considered as the least-cost
most efficient. It is only by default that this alternative is
recommended by the ALEC Coalition and even so, witness Ankum
contends that the results would not be TELRIC-based rates, but would
rather serve as a maximum level. We are concerned that this
alternative would necessitate taking additional evidence that would
generate additional rounds of discovery, resulting in additional
delays in the ultimate conclusion of this proceeding.

The fourth alternative represents the best solution because
Verizon bears the burden of proof. See Florida Power Corporation V.
Cresse, 413 So.2d. 1187 (Fla. 1982) As noted previously, we were
unable to replicate Verizon’s DS-1 loop costs based on the model
documentation provided. An inexplicable difference exists between
Verizon’s modeled costs and the costs derived in accord with the
documentation. We are concerned by the difference and the fact that
it is consistently the same for each wire center. Verizon’'s model
documentation does not validate its DS-1 loop cost inputs. We
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believe the metallic DS-1 loop cost inputs should be determined in
accord with Verizon’s documentation for each wire center recognizing
adjustments recommended in other issues. These resulting amounts
should then be reduced by the unexplained difference occurring
between the documentation and Verizon’s results.

According to Verizon’s high capacity loop study, the first
fiber configuration, an OC-3 system, engineered and wired with 28

DS-1s, carries the bulk of the traffic. For this reason, this
configuration is very sensitive to the £fill factor used. The
maximum capacity of an OC-3 system is 33.3 percent. Verizon’s

assumed fill factors are significantly lower than the maximum
capacity; the ALEC Coalition’s proposed 90 percent capacity is
unrealistically high. We believe that, for a forward-looking study,
it would be reasonable to use an 85 percent engineering capacity
benchmark. Applying this benchmark to the 33.3 percent maximum f£ill
of the smaller OC-3 fiber system modeled by Verizon yields a 28
percent £fill factor (33.3 percent X 85 percent). We believe this
value is appropriate to be used in Verizon’s DS-1 loop study for the
OC-3 system engineered and wired with 28 DS-1s.

Thus, the appropriate assumptions and inputs for transport
system costs and associated variables to be used in the forward-
looking cost studies in this proceeding are those included in the
cost studies filed by Verizon, with those modifications set forth
above and in all other applicable sections of this Order.

VII(s). ASSUMPTIONS AND INPUTS FOR LOADINGS IN UNE COST STUDIES

Here we look at the appropriate assumptions and inputs for
loadings to be used in the forward-looking recurring UNE cost
studies.

Verizon witness Tucek provided limited testimony regarding
loading factors included as inputs in the Florida version of the
company’s Integrated Cost Model. No other party provided testimony
addressing this issue. Information found in the ICM methodology, as
well as discovery responses, form the basis for our findings
regarding the appropriate assumptions and inputs for loading
factors.

Verizon states that the ICM-FL uses essentially two loading
factors: material and engineering. According to discovery responses
and the ICM model methodology, the GTE Advanced Materials System
(GTEAMS) is the source of base unit prices used in the ICM material
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table. The default unit price of materials found in GTEAMS does

not include any loadings. Loadings are included as inputs to the
material unit costs as opposed to being develcped in ICM-FL. As
noted in Section VII(i), Verizon’s material costs have been

submitted as proprietary in this proceeding.

Verizon’s material and engineering loading factors are
developed by plant account and are not differentiated by the size or
type of cable. These factors are developed as percentages, and then
applied to the material unit costs, resulting in fully loaded
material costs. Material loadings are accounted for in ICM-FL
through supply (sales tax, freight, and provisioning) and minor
material loading factors; engineering labor is accounted for through
engineering factors.

A. MATERIATL, LOADING FACTORS

The material loading factors include factors for supply and
minor materials. The supply factor is comprised of factors for
freight, sales tax, and provisioning expense and is applied to both
major and minor material.

B. FREIGHT

Verizon explains that a freight loading factor was developed
using 2000 actual costs. The factor of 2.9 percent is based on
total freight charges divided by total purchases. “Freight loading
rates are applied to all inventory issued to final accounts as well
as all material/equipment purchases charged direct to final capital
or expense accounts.” The database containing the source data used
in developing the freight factor is Verizon’s SAP 3T database.

C. SALES TAX
Sales tax i1s the actual rate for Florida (.0635).

D. PROVISIONING RATES

According to discovery responses, provisioning is the charge
that Verizon Supply passes on to Verizon Network Services for
procuring, warehousing, and handling of material. Verizon Supply
provides a prorated bill for handling inventory. Based on a 1995
time study by Verizon Supply, a percentage is established for each
line of business to be loaded against the particular type of
material. However, Verizon was not able to provide this referenced
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time study, stating that it no longer exists. Verizon states that
the spreadsheet showing the development of the provisioning,
freight, and supply loading factors is located in Texas.

Verizon’s 2000 supply loading factors for Florida are shown in
Table 7(s)-1 below:

Table 7(s)-1: Supply Loading Factors
Account Freight Sales Tax Provisioning Total Supply
Circuit .0290 .0635 . 0486 .1411
COE .0290 .0635 .0486 1411
Fiber Cable .0290 .0635 .1880 .2805
Metallic Cable .029%0 .0635 .1880 .2805
Pole .0290 .0635 .1880 .2805
Wire .0290 .0635 .1880 .2805

Source: EXH 18, p. 15.

Verizon’s material loading factors combine both the minor
material and supply loading factors into one material loading factor
that is then applied to the material unit base cost. The factors
are based on 2000 historical data and represent the costs associated
with procuring plant to be placed into service.

E. MINOR MATERIALS

According to Verizon, minor materials include items whose costs
are not significant enough to warrant separate accounting tracking.
These are items for which no specific account has been explicitly
identified but are used in conjunction with other major network
components. An example is cable lubricant, which is used in the
installation of underground cable. The cost of cable lubricant is
treated as a minor material and is included as part of the cost of
the cable.

Verizon develops minor material loading factors for central
office equipment/circuit equipment, metallic cable, fiber cable, and
poles. The factors are based on a ratio of direct purchases and/or
issuances out of stock of minor materials by plant category. Minor
materials are then loaded as a rate applied to major material
investments by plant category. The factors were developed using
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2000 actual costs for central office/circuit equipment, metallic and
fiber cables, and poles.

The material loading factors are calculated by adding the
current minor material loading factor, and the supply factor
multiplied by 1 plus the minor material loading factor for the
appropriate equipment class. The 2000 material loading factors for
Florida are shown in Table 7(s)-2 below:

Table 7(s)-2: Material lLoading Factors

Account Supply Minor Material
Materials Loading

Circuit L1411 .13112 0.29072
Central Office Equip. .1411 .13112 0.29072
Fiber Cable .2805 . 90522 1.43963
Metallic Cable .2805 .90522 1.43963
Pole .2805 .61020 1.06185
Wire .2805 .90522 1.43963

Source: EXH 18, pp. 15-16.
Verizon witness Tucek testifies that:

The material prices for switches are based on Verizon’s
contracts with switch vendors, and include loadings for
vendor and Verizon engineering and installation costs,
supply expense, and costs of acceptance testing.
Additionally, loading factors are applied to the material
costs to reflect the cost of power and test equipment.

Verizon’s loading factors for Signaling System 7 (SS7) include
a hardware minor material/supply factor, a software wminor
material/supply factor, an engineering labor rate per hour, an
installation labor rate per hour, and a maintenance/testing labor
rate per hour. The SS7 loading factors are not Florida specific.
According to Verizon, the 887 module contains investment for
Virginia, Indiana, and California. As such, each of these states’
material loadings are used in developing investment for SS7 as these
are more representative of the costs at these locations.

F. ENGINEERING TLOADING FACTORS

Engineering cost is not developed in the ICM-FL, but is rather
included in the material table inputs as a loading factor.
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According to discovery responses, engineering costs include the
costs to plan, engineer, and order equipment additions. The factors
are derived by dividing Outside Plant Planning and Engineering
dollars by material dollars expended for the respective outside
plant accounts. These numbers were taken from Verizon’s accounting
system and reflect the former GTE footprint. Verizon asserts that
material cost is a driver of engineering allocations because both
the engineering and material costs associated with construction are
capitalized expenditures and booked to the same accounts. Verizon
explains:

The amount of engineering associated with a construction
project is related to the type of project and to the
magnitude of the project. These in turn are related to
the amount of associated material costs booked by account.

ICM-FL assumes that all outside plant engineering is performed

by Verizon personnel. The percentages are shown in Table 7(s)-3.
Table 7(s)-3: Engineering Loading Factors
Account Engineering Factor
Aerial Copper 50.00%
Aerial Fiber 13.46%
Buried Copper 40.25%
Buried Fiber 17.89%
Conduit/Manhole 57.23%
Poles 27.72%
Underground Copper 25.08%
Underground Fiber 14.72%

Source: EXH 50, Supporting Documentation, Locp Module, Material Support, Material
Cost Workpapers, p. 47.

As noted in the post-hearing positions, the ALECs proffer that
Verizon has not provided any explanation of how its loading factors
for loop material and placement cost calculations were derived. The
ALECs, however, provide no alternative methodology or specific
adjustments to Verizon’'s loading factors.
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DECISION

Even though Verizon’s material costs have been submitted as
proprietary, we believe that reasonableness tests can nevertheless
be made regarding the company’s recommended loading factors. As
noted above, Verizon advocates material and engineering loading
factors based on relationships of minor material to major material
investments and accounting engineering costs to total material
dollars, respectively. The factors are determined on an account
basis and then applied to material base costs to arrive at total
loaded material costs. As shown in Table 7(s) -2, Verizon’s material
loading factors range from about 29 percent to about 144%. Table
7(s) -3 shows Verizon’'s engineering factors ranging from about 13.5
percent to over 50 percent.

A review of the submitted cost data indicates that Verizon’s
recommended material loading factors for aerial copper cable
represent about 49 percent of the total loaded material cost; the
recommended engineering loading factors represent about 17 percent
of the total loaded material cost. This indicates that 66 percent
of total material cost for aerial copper cable 1is comprised of
locadings for material and engineering.

As part of discovery, Verizon was asked to provide all
supporting documentation and reports showing how each individual ICM
investment amount was calculated by account and item. The company’s
response refers only to the documentation and program code provided

with the filing. If Verizon had been more responsive to discovery,
beoth our and ALEC concerns with Verizon’s loading factors may have
been resolved. Given this quandary, we have compared Verizon’s

recommended loading factors with those approved for BellSouth by
Order No. PSC-01-1181-FOC-TP in this proceeding. We believe such a
comparison can provide a test for reasonableness. We expect that
Verizon might not achieve the same econcomies of scale as BellSouth,
so logically it would exhibit higher locading factors than BellSouth.
Table 7(s)-4 shows this comparison.
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Table 7 (s)-4: Comparison of Loading Factors Between Verizon and BellSouth
Verizon* BellSouth**
Base Base
Material Material
Cable Material Eng. as % of Material Eng. as % of
Type Loading Loading Total Loading@ Loading@@ Total
Metallic
Rerial 143.96% 50.00% 34.0% 18.51% 28.17% 15.76%***
Buried 143.56% 40.25% 35.2% 7.69% 24.09% 14.60%
Undg. 143 .96% 25.08% 37.2% 22.27% 7.25% 22.52%
Fiber
herial 143.96% 13.46% 38.8% 21.52% 19.50% 14.92%
Buried 143.96% 17.89% 38.2% 4.96% 21.02% 79.56%
Undg. 143.96% 14.72% 38.7% 9.85% 9.20% 54.79%

Source: * EXH 18, pp. 15-16; EXH 50, Supporting Documentation, Loop Module,
Material Support, Material Cost Workpapers, p. 47.

** QOrder No. PSC-01-1181-FOC-TP, pp. 210-211.

@ BellSouth exempt material percent.

*** 14.92% for aerial copper cable - 24 gauge.

@@ BellSouth total telco and vendor engineering.

It appears to us that Verizon’s material and engineering
loading factors are linear - that is, no adjustment is made for
size. For example, Verizon’s engineering locading factor for aerial
copper is 50 percent. This factor is the same whether it is applied
to the smallest increment or to the largest size of aerial copper
cable. Similarly, the material loading factor is not differentiated
between size or type of cable.

As we found in Order No. PSC-01-1181-FOC-TP for BellSouth, the
use of linear factors “can generate questionable results, especially
in light of deaveraged rates.” Order No. PSC-01-1181-FOC-TP, p. 222.
For example, Verizon’s actual base material costs for aerial copper
cable, as a percentage of total loaded cost, are constant at about
34 percent no matter whether the cable is 25-pair or 900-pair.
Thus, the total material cost of the cable is always about three
times the actual material base cost. No economies of scale for
minor material or engineering occur. However, it seems unlikely
that no economies are generated as cable sizes grow larger.
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We note that the same material loading factor is applied to
each size of aerial cable, regardless if it is copper or fiber.
However, Verizon's engineering loading factors differ by type of
cable but not by size of cable. Verizon recommends a 25.08 percent
engineering factor for underground copper cable, whereas a 14.72
percent engineering factor is recommended for underground fiber
cable. This indicates the cost to engineer a 400-pair underground
cable 1is about 3.5 times the cost to engineer a 100-pair cable.
Likewise, the cost to engineer a 2400-pair underground cable is 20
times the cost to engineer a 100-pair cable. Logically, it would
seem that there would be a small incremental time difference to
engineer additional cable pair counts, not 3.5 times and 20 times

the cost. We Dbelieve a more appropriate relationship to derive
engineering costs would be to divide the total engineering costs by
the total feet placed by cable type. This would vyield an

engineering cost per foot for each type of cable rather than a cost
that increased by cable size.

We are hesitant to accept Verizon’s engineering loading
factors. The record reflects that the factors are derived from
dividing the Outside Plant Planning and Engineering labor dollars by
material dollars for the former GTE footprint. It is unclear if the
accounting information relates to one year or several vears. If
Verizon used the same approach as it did with the material loading
factors, then one year of data was used. We believe that using a
single year of data could skew the results.

Here again, several alternatives are available to resolve the
loading factors issue. We can accept Verizon’s recommended loadings
factors; direct Verizon to refile its loop cost studies with
material loading factors based on more than a single year of
accounting data and engineering factors based on an engineering cost
per foot for each type of cable; or acknowledge the lack of
supporting documentation and logic and adjust the factors that
appear to be outliers when compared with those approved for
BellSouth in Order No. PSC-01-1181-FQC-TP.

Supporting the first alternative is problematic given the
concerns discussed above. We continue to believe that in &
proceeding where loop rates are being deaveraged, the use of loading
factors such as Verizon has recommended, will distort the cost
relationships between rural and urban areas. As stated above, it
seems unlikely that there are no economies generated as cable sizes
grow.
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The second alternative would involve the introduction of new
model inputs into the record, and again we are concerned that
additicnal evidence would generate an additional round of discovery
and additional delays in the ultimate conclusion of this proceeding.

The third alternative represents the best solution because
Verizon bears the burden of proof. See Florida Power Corporatiocon v.

Cresse, 413 So.2d. 1187 (Fla. 1982) Given the general lack of
support for the provisioning factors, we £find it appropriate to
reduced these by 50 percent. The outliers for the minor material

factors are the outside plant accounts. It is appropriate to adjust
this factor to 20 percent for fiber cable and 25 percent for
metallic cable. This brings Verizon more in line with BellSouth
while at the same time recognizing that Verizon will not have the
same economies of scale as BellSouth.

Poles and wire are closely associated with aerial cables. For
this reason, it is appropriate to adjust Verizon’s minor material

factors for these accounts to 30 percent. Regarding Verizon’s
recommended engineering factors, the outliers appear to be the
copper cable accounts and conduit. Verizon’s inputs shall be

reduced to 40 percent for aerial copper, 30 percent for buried
copper, 15 percent for underground coppexr, and 20 percent for
conduit.

Cur loading factors are still linear, in that no difference is
made by size or type of cable. Thus, costs will be skewed between
rural and urban areas. However, we believe that such distortions
are minimized with the approved adjustments. Tables 7(s)-5 and
7(s)-6 summarize our findings.

Table 7{(s)-5: Commission Ordered Material Loading Factors

Minor Material

Account Provisioning Supply Materials Loading
Circuit 2.43% 11.68% 13.11% 26.00%
COE 2.43% 11.68% 13.11% 26.00%
Fiber Cable 9.40% 18.65% 20.00% 42 .00%
Metallic Cable 9.40% 18.65% 25.00% 48.00%
Pole 9.40% 18.65% 30.00% 54.00%
Wire 9.40% 18.65% 30.00% 54.00%
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Table 7 (s)-6: Recommended Engineering Loading Factors
Account Engineering Factor

Aerial Copper 40.00%
Rerial Fiber 13.46%
Buried Copper 30.00%
Buried Fiber 17.89%
Conduit/Manhole 20.00%
Poles 27.72%
Underground Copper 15.00%
Underground Fiber 14.72%

Thus, the appropriate assumptions and inputs for the loadings
factcrs to use in Verizon’s cost studies filed in this proceeding
are those identified by Verizon, with the adjustments listed in the
body of this 1issue.

VII(t). ASSUMPTIONS AND INPUTS FOR EXPENSES IN UNE COST STUDIES

Here, we consider the appropriate assumptions and inputs for
expenses to be used in the forward-looking recurring UNE cost
studies.

The expense module of the ICM-FL determines the factors and
ratios used to calculate the costs of operating a modern, efficient
telephone network. The expense module does not include nonrecurring
costs of establishing service or common costs. Factors and ratios
developed in the expense module are applied in the Mapping/Reporting
Module to the investments generated in the remaining modules.

The points of contention in this issue are twofold: First,
whether it i1s appropriate for Verizon to use a tops-down instead of
a bottoms-up methodology; second, whether Verizon overstates the
investment values used to calculate the capital carrying costs of
support assets.

Bottoms-Up vs. Tops-Down

ALEC Coalition witness Fischer argues that
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[tlhe proper way to derive forward-looking expenses would
be through a bottoms-up determination of the expenses
needed to operate and support a forward-looking network.
This would take into account the configuration and
quantity of assets needed 1in the network and the
appropriate level of staffing and support assets required
to operate that network. It would also exclude those
costs that should not be part of a wholesale UNE recurring
cost study.

Witness Fischer notes that Verizon only made adjustments for
accounting-based normalization entries and removed non-forward
locking costs, retail avoided costs and costs recovered through
other cost studies.

Verizon witness Tucek disagrees with witness Fischer’s
contention that Verizon’s expenses are not forward-looking. He
states that Verizon has made certain adjustments to make the
expenses forward-looking: normalization entries for certain non-
recurring items, removal of expenses related to non-forward-looking
technology, removal of avoided retail costs and removal cf costs
that are identified and modeled through other cost studies, an
adjustment for anticipated merger savings, and use of C.A. Turner
indices to express the cost of the general support assets on a
reproduction basis. He argues that reproduction cost is “closer to
the forward-looking cost of completely new assets than 1is the

historical cost. Given that it is not possible to model the
required physical quantity of such assets in the same way that one
models the number of poles, etc., use of the reproduction cost is

the best possible approach to modeling the costs associated with
these assets.”

Witness Tucek points out that witness Fischer

is espousing a standard [regarding a bottoms-up apprcach]
that AT&T and MCI WorldCom have failed to embrace in
Florida and elsewhere. Both of these companies have
sponsored the HAI Model in numerous proceedings. This
model, though flawed in many respects, adopted a similar
“tops-down” approach to modeling operating expenses.
Indeed, every model that I am aware of, including those
filed before this Commission, has employed a similar
approach.
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Witness Tucek explains that Verizon uses 2000 ARMIS data as a
starting point to determine operating expenses. He opines that
“[tlhere is no better starting point from which to model Verizon’s
operating expense.”

DECISION

We believe there is nothing prima facie wrong with using a
tops-down approach, if appropriately applied. The greater question
to be answered is whether the methodology used by Verizon fairly
represents the forward-looking cost of an efficient network. While
witness Fischer complains of Verizon’s wmethodology, he offers
nothing better to use in its place.

Verizon’s use of ARMIS data as a starting point for its
expenses. It appears from our study of the ICM model that Verizon
uses such data to develop factors based on historical relationships,
with adjustments to eliminate costs that are known tc be non-forward
looking through the use of normalization entries. The resultant
factors are then applied to investment data to produce forward-
looking expenses. There is nothing inherently wrong with this
methcdology, but it is important to examine the specifics to
determine whether this approach produces reasonable results. Such
an analysis is undertaken below.

C.A. Turner Plant Indices

ALEC Coalition witness Fischer argues that “[m]aintenance and
support factors are a [sic] typically calculated by dividing
expenses incurred in maintaining and supporting the network and
related operations by the investment in the network and related
operations that generates those expenses. The resulting ratio
represents the relationship between expenses and investment that can
be applied against future investment to estimate future expenses
required to support that investment.” He continues that “an expense
factor 1is nothing more than a fraction, and a fraction can be
overstated if the numerator is greater than it should be and/or if
the denominator is less that it should be.

ALEC Coalition witness Fischer’s primary objection to Verizon’s
modeled expenses involves use of the C.A. Turner Plant Indices.
Witness Fischer contends that Verizon overstates the investment
values used to calculate the capitzl carrying costs of support
assets. Witness Fischer explains that Verizon applies the indices
to book investment to adjust it to a replacement cost value. He
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argues that the indices only identify relative changes in the cost
of the assets, without identifying whether the item itself would be
part of a forward-looking network. He opines that “application of
a price index alone is insufficient to make investment forward-
looking.” He also asserts that Verizon increases the expense factor
"by replacing the investment used to generate the existing level of
expenses with modeled lower investment out of its ICM.”

Witness Fischer explains that Verizon applies the indices to
support 1investment which increases such investment by about 29
percent. Verizon applies annual cost factors for depreciation, cost
of capital, income taxes, and property taxes to calculate annual
general support expenses. He argues that the result is an
overstatement of annual general support expenses. He states that 63
percent of the resulting overstatement is in the numerator of the
maintenance and support factor calculation, and 37 percent of the
overstatement is in the common cost expense that is used for the
common cost calculation. He argues that this methodology only
serves to inflate costs and should therefore be rejected.

Witness Fischer explains that a further overstatement arises
because Verizon “reduces the denominator portion of the expense-to-
investment ratio calculation by substituting the investment
calculated within its cost model for the level of investment that
produced the expense used in the numerator portion of the ratio.
This is accomplished through a process Verizon-FL calls
calibration.” He explains his understanding that calibration
results 1in the model using Verizon’s proposed forward-looking
investment costs that are produced using C.A. Turner indices,
instead of historical book costs. He opines that the use of this
process 1is inappropriate because “you cannot use the output of the
same model you are using to determine a factor that will then be
applied against that output to calculate recurring expenses.” He
argues that like terms must be used in both the numerator and the
denominator. }

Verizon witness Tucek disagrees with witness Fischer’s
contention that Verizon’'s expenses are not forward-loocking. He
states that Verizon has made certain adjustments to make the
expenses forward-looking: normalization entries for certain non-
recurring items, removal of expenses related to non-forward-locking
technology, removal of avoided retail costs and removal of costs
that are identified and modeled through other cost studies,
adjustment for anticipated merger savings, and use of C.A. Turner
indices to express the cost of the general support assets on a
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reproduction basis. He argues that reproduction cost is “closer to
the forward-looking cost of completely new assets than is the
historical cost. Given that it 1is not possible to model the
required physical quantity of such assets in the same way that one
models the number of poles, etc., use of the reproduction cost is
the best possible approach to modeling the costs associated with
these assets.”

Witness Tucek argues that the calibration option

adjusts the denominators of the expense-tc-investment
ratios so that they match the modeled investment for three
broad categories of plant: switching, circuit equipment,
and outside plant. The calibration option ensures that
the investments in the expense-to-investment ratios are
consistent with the mocdeled investments to which they will
be applied.

He states that the calibration adjustment can be turned off by
modifying certain inputs to the model. He explains that this option
would result in a decrease in total direct costs of $18.2 million
and 1in total common costs by $2.5 million. Additionally, “the
shortfall between modeled expenses and the sum of the numerators in
the expense-to-investment ratios equals $59.9 million.” He states
that the result of these changes is an increase in the fixed common
cost allocator from 14.09 to 20.17 percent.

DECISION

Witness Fischer essentially argues that using the calibration
function, which substitutes into the expense-to-investment ratio
calculations ICM’s modeled investments instead of the ARMIS amounts,
vields an apples to oranges comparison. This results in expense
factors whose numerator 1s ARMIS-based expenses but whose
denominator is ICM’s model=d investment, which are then applied to

ICM’'s modeled investment. We agree with witness Fischer that
expense-to-investment ratios should be derived using consistent
data. We Dbelieve that adjusting the denominator to modeled

investment, while using ARMIS amounts in the numerator, leads to a
mismatch. Thus, it is inappropriate to use the calibration function
to derive expense factors, including the common cost factor.
However, the use of C.A. Turner indices ig appropriate.

Verizon applied the C.A. Turner indices to each vintage year of
plant investment to bring the amounts to year 2000 replacement cost.
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If the indices were not used, the expense-to-investment ratio would
be calculated using year 2000 expenses, but bocked investment from
vintage years stretching back decades. 1In short, the use of C. A.
Turner indices does not serve to make the investments forward-
looking, nor does that appear to be the intent; rather, the use of
these indices setsg investment at a vintage that matches the expenses
used 1in calculating the expense-to-investment ratio. This 1is
appropriate because the resultant ratio matches year 2000 expenses
with a year 2000 level of investments.

Verizon’'s tops-down modeling technique to estimate forward-
locking expenses is reasonable. The use of C.A. Turner indices is
appropriate to establish the historical relationship between
expenses and investment. However, the use of ICM’s calibration
function vyields expense-to-investment ratios calculated on an
inconsistent basis. Accordingly, for the purpose of establishing
Verizon’s UNE rates in this proceeding, expense-to-investment
factors shall be derived with the calibration function disabled.

VII(u). ASSUMPTIONS AND INPUTS ¥FOR COMMON COSTS IN UNE COST
STUDIES

We turn our attention to the appropriate assumptions and inputs
for common costs to be used in the forward-looking recurring UNE
cost studies.

The FCC’s pricing rules specify that the forward-looking
economic cost of an element equals the sum of the total element
long-run incremental cost of the element and a reasonable allocation
of forward-locking common costs. 47 C.F.R. 51.505(a). Additionally,

[tlhe sum of the allocation of forward-looking common
costs for all elements and services shall equal the total
forward-looking common costs, exclusive of retail costs,
attributable to operating the incumbent LEC’s total
network, so as to provide all the elements and services
offered.

47 C.F.R. 51.505(c) (2) (ii).

The Rule defines forward-looking common costs as “economic
costs efficiently incurred in providing a group of elements or
services (which may include all elements or services provided by the
incumbent LEC) that cannot be attributed directly to individual
elements or services.” 47 C.F.R. 51.505(c).
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The FCC states in its Local Competition Order that

Because the unbundled network elements correspond, to a
great extent, to discrete network facilities, and have
different operating characteristics, we expect that common
costs should be smaller than the common costs associated
with the long-run incremental cost of a service. We
expect that many facility costs that may be common with
respect to the individual services provided by the
facilities can be directly attributed to the facilities
when offered as unbundled network elements. Mcreover,
defining the network elements at a relatively high level
of aggregation, as we have done, should also reduce the
magnitude of the common costs. A properly conducted
TELRIC methodology will attribute costs to specific
elements to the greatest possible extent, which will
reduce common costs. . . . [I]lncumbent LECs shall have the
burden to prove the specific nature and magnitude of these
forward-loocking common costs.

FCC 96-325, Released August 8, 1996, 9695.

We conclude that the forward-looking common costs shall be
allocated among elements and services in a reasonable
manner, consistent with the pro-competitive goals of the
1996 Act. One reasonable allocation method would be to
allocate common costs using a fixed allocator, such as a
percentage markup over the directly attributable forward-
looking costs. We conclude that a second reasonable
allocation method would allocate only a relatively small
share of common costs to <certain critical network
elements, such as the local loop and collocation, that are
most difficult for entrants to replicate promptly (i.e.,
bottleneck facilities). Allocation of common costs on
this basis ensures that the prices of network elements
that are least likely to be subject to competition are not
artificially inflated by a large allocation of common
costs.

FCC 96-325, Released August 8, 1996, 9695.
While no party disputes whether some amount of common costs

should be included in calculating Verizon’s UNE rates, predictably,
there 1is disagreement over the appropriate amount and methcdology.
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The differences of opinion fall into four areas of concern, as
identified by ALEC Ceoalition witness Warren Fischer.

. Is Verizon’s methodology used in calculating the
common cost factor appropriate?

) Should Verizon apply its common cost allocator
as a percentage to deaveraged zone rates?

. Should Verizon be permitted to recover lobbying,
legal, and regulatory costs as part of its
commen costs?

. Is the 14.09 percent common cost recovery that
Verizon seeks excessive?

Only Verizon and the ALEC Coalition provided testimony or
briefed this issue. Z-Tel and Covad adopted the position of the
coalition; no analysis was pro