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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Petition of Supra 
Telecommunications and Information 

with BellSouth Telecommunications, Inc. ) Filed: November 30,2004 

Docket No. 040301-TP 
Systems, Inc.’s for arbitration 1 

SUPRA’S RESPONSE IN OPPOSITION TO 

BELLSOUTH’S EMERGENCY MOTION FOR CONTINUANCE 

Supra Telecommunications and Information Systems, Inc. (“Supra”) hereby files 

its response in opposition to BellSouth’s Emergency Motion for Continuance. 

BellSouth’s Motion is yet another attempt to m h e r  delay BellSouth’s obligation to 

perform UNE-P to UNE-L conversions at a reasonable, cost-based price. As Supra 
, 

argued to this Commission on July 29, 2004, in response to BellSouth’s Motion to 

Dismiss Supra’s First Amended Petition, every day that goes by without a reasonable rate 

being set by this Commission provides further incentive for BellSouth to continue its 

obstructionist and bad faith delay tactics’. For all of the reasons set forth below, 

BellSouth’s Motion should be denied in its entirety. 

BACKGROUND 

Supra initially filed its Petition in this Docket on April 5,  2004, seeking resolution 

of a contractual dispute, or, in the alternative, requesting that the Commission set a rate 

for UNE-P to UNE-L conversions. Between that date and the present date, every CLEC 

in the state of Florida had an opportunity to petition to intervene in this docket. None 

did. In Order No. PSC 04-0959-PCO-TPY issued October 1, 2004, t h s  Commission 

As further evidence of BellSouth’s delay tactics, earlier in these proceedings, BellSouth argued 
that a hearing on h s  matter could not possibly be done in one day, thus making, it more difficult for the 
Commission to schedule a hearing. Now, two days before the hearing, apparently because it provides time 
for the Commission to call off the hearing at BellSouth’s request, BellSouth has agreed that the hearing can 
be accomplished in only one day. 
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established that the hearing in this docket would take place on December 1 and 2, 2004. 

Now, less than 48 hours before the hearing is set to begin, BellSouth has filed the present 

motion, again seeking to delay Supra’s right to a just and reasonable, cost-based rate 

under its interconnection agreement for UNE-P to UNE-L conversions. 

ARGUMENT 

1. Supra would be severely prejudiced by the extensive delay that would 
result if BellSouth’s motion were granted. 

It is widely acknowledged that the FCC will issue rules in the next month or two 

that will entirely eliminate the mandatory unbundling of switching, or at least in the 

urban areas where the vast majority of Supra’s UNE-P lines are located. Ths  will force 

Supra to choose between 2 options. The first option is to agree to pay BellSouth’s so- 

called market rates for UNE-P. As the Commission is well aware, this would result in an 

enormous increase in costs, and make it economically infeasible for Supra to serve a 

significant number of customers through its current methods. The second option is to 

convert the UNE-P customers to UNE-L. This second option is the focus of this case. 

Conversion of customers from ILEC facilities to CLEC facilities has been what 

BellSouth, the FCC and the Commission have been urging, and what Supra has been 

attempting to do for the last two years. BellSouth, having successfblly cajoled regulators 

and the courts to channel competition into CLEC use of their own facilities, now seeks to 

stifle that facilities-based competition from Supra by imposing a $59.3 1 conversion 

charge that was not established by the Commission for this purpose. Rather, it was 

established as the price that a CLEC that won a new customer-who might or might not 

have any existing service--and desired to serve that customer via UNE-L would pay for 
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the installation of a loop. Indeed, at the time the rate was established, BellSouth did not 

offer UNE-P, so there was no such thing as a conversion from UNE-P to UNE-L. 

As BellSouth witnesses have admitted at depositions and testimony in this 

proceeding, the 2000 cost study upon which BellSouth relies considers non-working 

loops that should not be considered in a UNE-P to UNE-L conversion, and considers and 

involves work steps that are not needed for all UNE-P to UNE-L conversions. 

Furthermore, this 2000 cost study assumed one-at-a time processing, not the kind of 

batch processing that is inherent in the mass conversions that Supra proposes, and 

therefore significantly overstates BellSouth’s actual costs for the tasks involved in 

converting UNE-P lines to UNE-L. 

BellSouth seeks to impose t h s  charge on a going forward basis on the grounds 

that it allegedly comes closer to modeling the costs of a UNE-P to UNE-L conversion 

than any other nonrecurring charge previously established by the Commission. BellSouth 

also seeks to impose this charge on a non-refundable, non-true-up basis until and unless 

the Commission establishes a permanent rate for the UNE-P to UNE-L conversion. 

Given high chum rates caused by, among other things, BellSouth’s aggressive winback 

programs, if Supra and other CLECs cannot recover the inflated non-recurring costs for 

switching a customer to their network that BellSouth seeks to impose within a reasonable 

period of time, facilities based competition will never succeed in Florida. 

At the non-recurring costs proposed by BellSouth, if the average customer 

remains with a CLEC for: (a) 12 months, this works out to a $5/month additional cost, (b) 

15 months, this works out to a $4/month additional cost, or (c) 20 months, this works out 
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to a $3/month additional cost. That does not even take into account the time value of 

money, which, given the high degree of risk for an entrant in this market, is very high. 

Further delay in establishing a cost-based rate for UNE-P to UNE-L conversions thus 

benefits BellSouth, at the expense of Supra, Supra's customers, who may well lose the 

competitive benefits that Supra provides, and competition for the provision of telephone 

service in BellSouth's service area in Florida. 

In fact, the Commission previously acknowledged the need for the setting of a 

new rate, and for such to be done on a n  expedited basis. At the September 21, 2004 

Agepda hearing on Supra's Motion to Establish an Interim Rate, the following colloquy 

took place: 

COMMISSIONER DEASON: Well, there's been a request 
13 for an interim rate. It's been determined that it's not 
14 appropriate, at least at this time, to address that. After the 

15 conclusion of the hearing that comrnences on December the 1 st 
16 if we make a determination that there needs to be some type of 
17 a rate established on a going-forward basis, when and how do we 
18 do that? And is it in the context of a complaint or is it 
19 new docket, or how do we address that procedurally? 
20 

2 1 proceeding. 
MR. DOWDS: It's our belief it would be done in his 

See September 21,2004 Agenda hearing transcript at pg. 14. 

COMMISSIONER DAVIDSON: If there is no rate and we 
9 have to set a rate, the setting of that rate will also occur in 
10 thls docket; whether to set a rate will, will occur. I mean, 
11 this is not going to get postponed for a year. 
12 MR. SUSAC: No, Commissioner, you are correct. 

Id. at pg. 18. 

As Supra has fully prepared for this hearing and spent valuable time and resources 

in an attempt to adjudicate an issue which is within the jurisdiction of this Commission, 
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Supra would be severely prejudiced should it have to wait another year to obtain a 

reasonable, cost-based rate that would permit it to become a facilities based provider on 

economically viable terms. 

2. Supra’s Complaint is not mooted by the agreed dismissal of two counts 
and the filing of a petition for a generic docket. 

The dual predicate underlying BellSouth’s motion is that Supra has agreed to 

dismiss issues 1 and 2, and that several Florida CLECs have petitioned the Commission 

for a generic docket that would, among other things, establish a rate for UNE-P to UNE- 

L c onversions. BellSouth reasons that s ince the C ommission may, i n  the n ear fiture, 

commence a docket of general applicability regarding forward-looking rates, the 
, 

Commission should halt this proceeding in its tracks two days before the start of the 

hearing on the merits. BellSouth’s reasoning is wrong. First, in order to adjudicate 

issues 3 and 4, the Commission must first decide whether, under the Current Agreement, 

BellSouth is allowed to charge Supra anything for performing the services requested in 

this case.2 Should the Commission find in favor of Supra, it need look no further. 

Second, even if the Commission finds in favor of BellSouth on the threshold 

contractual issue, then the Commission must establish an appropriate nonrecurring rate 

that Supra must pay BellSouth, thus requiring a regulatory determination. BellSouth 

simply assumes that even if Supra must pay a rate for UNE-P to UNE-L conversions, that 

the rate that BellSouth proposes is the correct rate for Supra to pay on a going-forward 

basis. But the correctness of the rate that BellSouth has proposed has been a central 

focus of this litigation, and has not yet been determined. BellSouth’s witnesses have 

Supra first made th~s  argument in the September 8,2004 Direct Testimony of David Nilson, at 2 

pgs. 6-7, well before it agreed to withdraw issues 1 and 2. 
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admitted in discovery and testimony that the rate it proposes was set for a different 

purpose, before UNE-P even existed, and takes into account the existence of non-working 

loops. BellSouth has also admitted that it is more costly to provision a non-working loop 

than it is to convert a UNE-P (which is a working loop) to UNE-L. Thus, the cost study 

on which BellSouth relies overstates the cost of a UNE-P to UNE-L conversion. 

Moreover, the batch processing that occurs in the simultaneous conversion of hundreds or 

thousands of lines in a single central office3 inevitably results in lower costs than the one- 

at-a-time installation used in BellSouth’s 2000 cost study for the installation of new 

loops. , 

The rate on which BellSouth relies is not the correct rate for UNE-P to UNE-L 

conversions. Thus, it is necessary for the Commission to establish some rate for the 

parties to use on a g oing-fonvard basis until an assumed g eneric docket is completed. 

Supra has waited more than seven months since the filing of its Complaint for its “day in 

court” to have that rate established. Now that Supra’s “day in court” is upon us, the fact 

that other CLECs have just now requested their own “day in court” is no reason to deny 

Supra a fair determination of the rate that Supra must pay for this essential service. 

3. Should the Commission be inclined to grant BellSouth’s Motion, it should 
then immediately grant Supra an interim rate for such conversions, subject to true 
up after the establishment of a permanent rate. 

Recognizing that the Commission may be reluctant to establish a permanent rate 

in this two-party p roceeding, S upra p roposes that i f t he C ommission d oes not wish to 

establish a rate that will permanently govern Supra’s UNE-P to UNE-L conversion 

Supra intends to seek conversion of approximately 220,000 UNE-P lines to UNE-L; most of these lines 
are concentrated in less than 100 BellSouth central offices. 
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orders, it immediately put into effect an interim rate that will be subject to true up once a 

permanent rate is established. Such rate would preferably be based on the record of this 

proceeding; alternatively, the Commission could look to the permanent rates set by other 

states, such as Georgia, for UNE-P to UNE-L conversions. What the Commission should 

not do, however, is establish the rate proposed by BellSouth as an interim rate. For the 

reasons set forth above, that rate clearly overstates BellSouth’s costs for this Eunction. 

The establishment of an interim rate, subject to true-up, will accomplish two things: (1) 

ease the immediate cash flow burden on Supra and allow it to immediately begin 

converting customers to its own facilities, and (2) provide that neither party is harmed as 

a result of the true up provision. This latter point is important in that investors are poised 

to remove Supra fiom bankruptcy, but only if they have confidence that the costs of 

UNE-P to UNE-L conversions will be reasonable, as such a large part of Supra’s going- 

forward business model is reliant upon such. Knowledge at this point in time that the rate 

will be trued up will provide at least some modest degree of assurance that the conversion 

charges they pay will ultimately be returned, if not shown to be cost-justified. 

Supra suggests that the interim blended rate be established at $23.09 for SL1 hot 

cuts and $53.58 for SL2 hot cuts. Supra arrives at these numbers by using BellSouth’s 

bulk migration process (batch hot cuts), and using the rates BellSouth claims apply to the 

processes being performed in this proceedigg, Supra submits that it would pay BellSouth 

$49.57 for the first hot cut, and $22.83 for the subsequent 98 hot cuts. As Supra only 

intends to issue bulk migration orders, and would agree to do so in writing, and as all 

such orders must incorporate telephone numbers to be converted out of the same office, 

Supra believes that, at worst, BellSouth will be recovering what it is presently seeking for 
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the nonrecurring cost of an SL1 UNE loop. The same formula was used for the SL2 rate. 

As Supra believes these numbers will be drastically reduced once a hearing takes place 

and evidence is presented, Supra requests that these numbers be subject to true up. 

Supra fiu-ther suggests that no charge be allowed for collocation cross connects, 

which currently are priced at approximately $7.22 for the first one and $5.35 for each 

additional. If BellSouth is successful in a later hearing establishing that such rates apply 

in addition to the non-recurring costs of an SLl/SL2 hot cut, then BellSouth would be 

entitled to a true up. 

Supra agrees that the OSS ordering charge applies, and will pay that in its entirety , 

as ordered and accurately billed. 

Alternatively, Supra suggests that the Commission can do what the Georgia 

Public Service Commission (“GPSC”) did in Docket No. 14631-U, Order issued March 

18, 2003 as it relates to BellSouth’s non-recurring costs. There, the GPSC entered an 

order slashing all of BellSouth’s non-recurring costs in hale. In that Order, the GPSC 

stated: 

AT&T/WorldCom claim that hot cuts are necessary for CLECs to 
use, but that BellSouth’s proposed charge for hot cuts effectively 
precludes their use. Id. at 127. AT&T/WorldCom set forth the following 
four problems stemming fkom BellSouth’s reliance on work sampling in 
developing its rate for hot cuts: (1) “many of the functions BellSouth 
identified in the ‘order Coordination for Specified Conversion Time’ non- 
recurring charge are functions that are already recovered ‘in the non- 
recurring charge for the unbundled Iiop,” (2) “BellSouth relied on the 
inaccurate work sampling approach for the CWINS functions,” (3) 
BellSouth included unnecessary levels of managers, and (4) BellSouth 
included two levels of technicians for work that a single technician could 
perform. 

See the Georgia Public Service Commission Order issued on March 18,2003 in Docket No. 1463 1-U, 4 

attached hereto as E h b i t  A 
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Allegiance makes arguments similar to those made by 
AT&T/WorldCom regarding BellSouth’s proposed non-recurring charges. 
Allegiance contends that BellSouth’s non-recurring cost studies are 
fundamentally flawed because they rely upon a flawed work sampling 
study. (Allegiance Post-Hearing Brief pp. 32-33) Allegiance specifically 
addresses BellSouth’s proposed hot cut rates and concludes that they are 
excessive, not reflective of forward -1oolung costs and will have a 
negative impact on facilities based competition. Id. at 36. 

Although BellSouth contends that the Georgia Work Time Study 
was based upon the Commission order in Docket NO. 119OO-U, BellSouth 
also admits that the study was used to support task times for UNEs other 
than those covered by the Commission Order. Rates in this docket cannot 
be based upon a time and motiodwork sampling study that does not take 
into account forward-looking labor and task times to provision UNEs. 
The Commission’s analysis consists of examining both whether the model 
is structured to capture forward-looking costs and whether the estimates of 
these costs are reasonable. The problem with the time and motion studies 
as pointed out by other parties to the docket and admitted to by BellSouth 
is that these studies include embedded inputs (Tr. 474). While BellSouth 
claims that it made adjustments to these embedded inputs to arrive at 
forward-looking costs, other parties to the docket have made strong cases 
that these adjustments were either not made or inadequate. 

’ 

As to the specific modifications, the Commission finds that several 
of the arguments by AT&T/WorldCom, Allegiance, AccuTel and Covad’s 
regarding eliminating certain tasks and reducing the task times for various 
BellSouth centers have merit. For example, the Commission agrees with 
Covad that BellSouth included hipher task times for DSL-Capable 
Loops in comparison to analog lops for the same tasks. Also, even 
BellSouth agrees with AT&T/WorldCom’s position that the LSCS time 
associated with handling UNE-P orders that fall-out should be 
dramatically reduced from the forty minutes included in BellSouth’s cost 
studies. (Tr. 448). In addition, the Commission finds persuasive 
AT&T/WorldCom’s argument t hat BellSouth’s dispatch probability 
should be reduced based on data taken from CWINS sampling work 
papers. 

Therefore, not only is BellSouth’s use of its Georgia Work Time 
Study problematic because the study is not forward-looking, but it is also 
inaccurate. The record reflects that CLEC witnesses had ample expertise 
to support their recommendations. For instance, AT&T/WorldCom 
witness Mr. Turner has had experience provisioning, engineering and 
testing circuits. (Tr. 1753). Taking into consideration both the 
adiustments to the study that the evidence reflects would result from a 
forward-looking. study and the adiustments related to the inflated 
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work times and unnecessary tasks, the Staff recommended that all of 
the non-recuring rates BellSouth filed on January 18,2002 be reduced 
bv fifty (50) percent. The Commission agrees with this methodolorn 
and believes that reduction will result in reasonable non-recurring 
- rates. GPSC Order pp 59-62. (Emphasis added.) 

Similarly, in this case, the Commission could reduce BellSouth’s proposed non- 

recurring rates for UNE-P to UNE-L conversions by fifty (50%) percent as an interim 

rate subject to true up. 

CONCLUSION 

For the reasons stated hereinabove, BellSouth’s Motion should be denied. In the 

alternative, the Commission should immediately establish interim rates, to be subject to 

, 

true up upon the establishment of permanent rates. 
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I. Introduction 

The Georgia Public Service Commission ("Commission") initiated this docket to examine the 
cost of each unbundled network element (‘ZTNE”) and interconnection service offered by 
BellSouth Telecommunications, Inc. (“BellSouth”), including those for which rates were 
established in Docket Nos. 706 1 -U and 10692-U. 

A. Background 

On December 16, 1997, in Docket No. 7061-U, the Commission established cost-based rates 
applicable to BellSouth’s interconnection a d  unbundling including the unbundled network 
elements, nonrecurring charges, collocation, and access to poles, ducts, conduits and rights-of- 
way. On February 1, 2000, the Commission issued its Order in Docket No. 10692-U 
establishing long-term pricmg policies for combinations of UNES and establishing recurring and 
nonrecurring rates for particular combinations of UNEs. 

The ,February 1, 2000 Order directed BellSouth to file a revised Statement of Generally 
Available Terms and Conditions (“SGAT”) reflecting and implementing the rates and policies 
established by the Order and reflecting the unbundling requirements of the FCC’s Third Report 
and Order. The Commission also ordered BellSouth to file additional cost studies for those 
loop/port and loop/traqort combinations that were not in place at the time of the Commission 
Order in Docket No. 10692-U. 

In Docket No. 11853-U, AT&T Communications of the southern States, Inc. (“AT&T’) 
petitioned the Commission to ahitrate the unresolved issues for its interconnection agreement 
with BellSouth. Issue 7 in AT&T’s Petition addressed the prices that BellSouth should be 
permitted to charge for specific element combinations. The combinations, DS3 digital loop with 
DS3 dedicated interoffice transpoG 4 wire DS1 local channel with DS1 interoffice transport and 
DS3 local channel with DS3 interoffice bmsport, had not been addressed by the Commission in 
its February 1, 2000 Order in Docket No. 10692-U. The Commission determined that rather than 
conclude the issue in an individual aibitration proceeding, it would initiate a generic proceeding 
to establish permanent rates for the combined UNEs that have arisen since Docket No. 10692-U. 
(Docket No. 11853-U, Order, p. 4). 

B. Statement of Proceedings 

On August 27, 2003, the Commission issued its Procedural and Scheduling Order (“Scheduling 
Ordef’) in this proceeding. The Commission stated that it would “examine the cost of each UNE 
and interconnection service offeEd by BellSouth, including those for which rates were 
established in Docket Nos. 7061-U and 10692-U.” (Scheduling Order, p. 1). The Scheduling 
Order provided that any party submitting a cost study was required to provide comprehensive 
and complete work papers that fully disclose and documented the process underlying the 
development of each of its economic costs, including the documentation of all judgments and 
methods used to establish every specific assumption employed in each cost study. The 
Scheduling Order required that the work papers clearly and logically represent all data used in 
developing each cost estimate, and must be so comprehensive as to allow others initially 
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unfruniliar with the studies to replicate the methodology and calculate equivalent or altemative 
results using equivalent or altemative assumptions, The Scheduling Order required that the work 
papers be organized in such a m e r  as to clearly idenw and document all source data and 
assumptions, including investment, expense, and demand data assumptions. 

The Scheduling Order provided for the filing of Direct Testimony and cost studies on October 1, 
2001. BellSouth filed with the Commission its Direct Testimony a d  cost study on this date. 
The Commission granted the October 16, 2001 Motion for Extension of Filing Deadhes and 
Continuance of Hearing and issued an Amended Procedural and Scheduling Order (‘‘Amended 
Scheduling Ordef’) on November 7, 2001. Pursuant to the Scheduling Order, a workshop was 
conducted on October 30, 2001. At the workshop, BellSouth and other interested parties 
presented an overview of the Cost Models relied upon to generate forward-looking costs. As a 
result of the workshop, the Commission amended he Scheduling Order a second time in order to 
allow for the filing by BellSouth of a description of the changes to its cost study. On December 
3, 2001, in accordance with the Second Amended Procedural and Scheduling Order, BellSouth 
.filed with the Commission a description of all of the changes to its October 1 , 2001 cost study. 

On january 2, 2003, the Commission issued its Third Amended Procedural and Scheduling 
Order (“Third Amended Scheduling &de?’). This order required BellSouth to re-file a recurring 
and non-recurring cost study that included Georgia-specific values to reflect a forwadlooking 
network, forward-looking costs, and forward-looking labor and task times. (’Ihrd Amended 
Scheduling Order, p. 1). The Commission specified that the cost study should incorporate the 
cost of money and the depreciation rates approved by this Commission in Docket No. 7061-U. 
Id. The Commission M e r  ordered that the cost study should include the bottoms up approach 
G t  BellSouth utilized in the cost study it filed with the Commission on December 10,2001. Id. 

, 

The Commission held hearings in this proceeding on May 7 and May 8, 2002. Testimony was 
filed on behalf of BellSouth, Access Integrated Network, Inc., AT&T, Birch Telecom of the 
South, Inc., Covad Communications Company (“Covad”), ITC*DeltaCom, Inc., NewSouth 
Communications, Inc. (‘NewSouth”), TalkAmerica, Inc., United States Department of Defense 
(‘DO”’), WorldCom, Inc. (‘W~rldCom’~) and Z-Tel Communications, Inc. At the conclusion 
of the hearings, the Commission received closing briefs h m  interested parties. In addition to 
receiving briefs from most of the parties sponsoring witnesses, the Commission received briefs 
from AccuTel of Texas, Inc. d/b/a 1-800-4-A-PHONE (“AccuTel”) and Allegiance Telecom of 
Georgia, Inc (“Allegiance”). 

C. Jurisdiction 

Under the Federal Telecommunications Act of 1996 (Federal Act), State Commissions are 
authorized to set rates and pricing policies for interconnection and access to unbundled elements. 
In addition to its jurisdiction of this matter pursuant to Sections 251 and 252 of the Federal Act, 
the Commission also has general authority and jurisdiction over the subject matter of this 
proceeding, conferred upon the Commission by Georgia’s Telecommunications and Competition 
Development Act of 1995 (Georgia Act), O.C.G.A. §§46-5-160 et seq., and generally O.C.G.A. 
$4 46- 1-1 et seq., 46-2-20,46-2-21, and 46-2-23. 
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D. Surnmaq of Findings and Conclusions 

Based on all o f  the evidence of  record and arguments by  counsel, which have been reviewed and 
examined in detail, the following is a summary of the Commission’s deteminatiom on the issues 
in this docket Specifically, the Commission adopts all of the Commission Staffs recommended 
modifications to the cost study BellSouth filed on January 18, 2002. The Staf€’s 
recommendation in this docket was presented to the Commission at the Telecommunications 
Committee meeting on February 13, 2003. Subsequent sections of this Order include detailed 
explanations of the specific findings summakd below. 

1. With proper inputs, BellSouth’s cost models may be used to develop UNE rates that 
comply with the F ederal Act and the FCC’s pricing rules. The engineered, furnished, and 
installed cast of outside plant should be calculated by utilizing the “bottom-up” version 
of the BellSouth TelecommUnications Loop Model (“BSTLM’’) that BellSouth filed with 
this Commission on January 18, 2002. However, the following adjustments should be 
made to the BSTLM cost study: 

J 

, 

f )  

The BSTLM should include a reasonable projection for growth in demand 
for services. 

Digital Loop Canier (“DLC”) equipment costs for digital signal-1 (“DS- 
1”) services should be modified so that these costs are allocated based on 
shelf space rather than digital signal 0 (“DSO”) equivalents. This. 
modification results in four (4) times the investment for a Plam Old 
Telephone System (“POTS”) line being allocated to DS- 1 services. 

Copper and fiber cable placing inputs should be modified to reflect 0.2 
hours per 100 feet fbr aerial cable, 0 hours per 100 feet for buried cable 
and 0.65 hours per 100 feet for underground cable. 

Copper cable splicing inputs should be modified to reflect 0.57 hours for 
aerial splicing set up and closure and 0.33 hours per hundred pairs joined, 
0.65 hours for buried splicing set up and closure and 0.33 hours per 
hundred pairs joined, 1.4 hours for underground splicing set up and 
closure and 0.33 hours per hundred pairs joined. 

F i b  cable splicing inputs should be modified to reflect 0.58 hours for 
aerial splicing set up and closure and 0.25 hours per fiber joined, 0.75 
hours for buried splicing set up and closure and 0.25 hours per fiber 
joined, and 1.25 hours for underground splicing set up and closure and 
0.25 hours per fiber joined. 

The structure inputs for the BSTLM should be modified as follows: 

(1) Aerial structure inputs should be modified to use an average span 
length between poles o f 1 64 feet rather than 1 49 feet and reduce the 
contract labor input to $207.98 per pole. 
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J 

I 

(2) Underground structure inputs should be m o a e d  based on limiting 
underground boring for cable placement to an overall average of 
0.75 percent. This modification results in 0.16 percent boring for 
rural areas, 0.35 percent boring in suburban areas and 0.75 percedin 
urban areas. 

(3) Underground contract labor costs for manholes should be reduced to 
$2,175.22 for manholes using 1-3 cables and to $8,077.35 for 
manholes requiring 5 cables. 

Structure sharing inputs should be mod5ed to reflect that BellSouth will 
bear 80 percent of the structure costs for underground structure and 70 
percent of the costs for buried structure. 

Facility sharing inputs should be modified to reflect that a single route 
with both distribution and feeder cable should share the same structure 
facilities 30 pelcent of the time. 

The engineering factor input should be modified to reflect a 30.31 percent 
engineering to labor ratio, which corresponds to an engineering/teclmician 
span of control of 1 engineer for every 3.3 technicians. This mcdifkation 
results in a 10.2 percent reduction to the engineering costs used in the 
BSTLM. 

2. The following adjustments should be made to BellSouth’s collocation cost study: 

The hours for the Account Team Collocation Coordinator (“ATCC”) 
should be reduced to 6.5 hours for physical collocation subsequent 
applications. 

The engineering hours should be reduced to 3.0 for Common Systems 
Capacity Management (“CSCW’) and to 4.0 for Corporate Real Estate and 
Support (“CRES”) for physical collocation space availability reports per 
central office. 

The projected utilization for the physical collocation 2-wire point of 
termination (“POT”) Bay should be modified to 85 percent; 

The average cable length should be modified to 240 feet per copper 
entrame cable and 200 feet per fiber enbmce cable for physical 
collocation, and to 210 feet for fiber and copper entrance cable for virtual 
collocation. 

The physical and virtual collocation DC power inveshpent should be 
modified to $165.80 per fused amp. 

BellSouth should be required to offer any Competitive Local Exchange 
Carrier (“CLEC”) the option of being billed for collocation power based 
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on load (amps used) amps rather than fused amps. BellSouth shall file a 
cost study for the costs to install and read a meter w ithin thuty (30) days 
of the date of this Order. 

g) $247.63 should be used for the average investment, $0.70 should be used 
for the average monthlycostper KWH, based o n  52.070 volts, 730 hours 
should be used for the average number of hours per month, 85 percent for 
the rectifier efficiency, and 100 percent should be used for the protection 
device to allow for rates for DC power to be based on a per load amp for 
physical and virtual collocation. 

h) The physical collocation cable distance for 2 and 4 wire cross-connect 
(assembly point collocation option) should be modified to 240 feet, 180 
feet for all fiber cross-connects and 180 feet for all cross connects for 
virtual collocation. 

3. 

4. 

The cost of capital input should be set at 9.27 percent. 

The FCC-prescribed depreciation lives for BellSouth’s operations in Georgia should be 
adopted for use in the cost study. 

J 

5. UNE rates for all loops below the DS-3 level, sub loops and UNE loop combinations 
should be geographically deaveraged based on the stipulation entered into between 
AccuTel, AT&T, BellSouth, Covad, and MCI WorldCom filed in this docket on June 17, 
2002. 

6. The switching costs proposed by BellSouth should be modified to reflect that there is no 
additional, separate charge for switch features. 

7. BellSouth’s Daily Usage File (“DUF”) rates should be modified to reflect the following 

A decrease to the incremental monthly CLEC OCNs purchasing Access 
Daily Usage File (“ADUF”) and Opemtional Daily Usage File (“ODUF”) 
messages; 

An increase to the incremental monthly ADUF, ODUF and Enhamed 
Daily Usage File (“EODUF’’) for the period 2001-2003; 

An increase to the total annual ADUF, ODUF Annual messages processed 
for the period 2002-2004; 

The elimination of the BBI Support message volume sensitive labor hours 
norrrecuning and developmental labor hours for EODUF; and 

The elimination of the ODUF system development costs for non-bill print 
feet per developmental hours and the ODW costs for magnetic tape feed. 
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8. 

9. 

The non-recurring rates BellSouth filed in this docket on January 18, 2002 should be 
reduced by fiRy (50) percent. 

The rates o rdered by  the C ommission i n  D ocket N 0. 1 1900-U in its June 1 1 , 200 1 Order 
should remam in effect for twelve (12) additional months fiom the date o f  this Order. At 
that time, the Commission will establish a generic proceeding to review those UNE rates. 

10. The operational support system (“OSS”) rates approved by this Commission on October 
21, 1997 in Docket No. 7061-U shall remam in effect. 

11. The cost-based rates determined by this Commission in this Order are set forth in 
Appendix A hereto and are established as the rates for BellSouth’s unbundled network 
elements and collocatiOn. BellSouth shall submit such compliance filings as m 
necessary to reflect and implement these rates. 

, 
II. ’ Findings and Conclusions 

The parties proposed scores of rates for network elements. In determining which rates were 
appropriate, the Commission examined all of the proposals. In this Order, the Commission sets 
forth it’s reasoning for why the adopted rates are appropriate. Implicit in this explanation is why 
the proposals that the Commission did not adopt were not deemed appropriate. It would be 
redundant to detail separately the basis for rejecting each and every proposal that was not 
accepted. 

Incumbent local exchange carriers (“ILECs”) must offer elements to requesting carriers at just 
and reasonable rates. 47 C.F.R. 51.503(a). The FCC’s Rules, in setting out what must be 
examined, provide some definition to the terms just and reasonable. First, an incumbent local 
exchange carrier’s rates for each element must comply with the FCC’s rate structure rules set 
forth in 51.507 and 51.509. FCC Rule 51.507 addresses the general rate structure standard and 
requires that r ates b e structured in a manner that is consistent with how the costs o f  providing the 
elements were incurred. 47 C.F.R. 51.507(a). The FCC Rule provides state commissions with 
discretion in structuring the rates. For instance, while gengally recurring costs must be 
recovered through recurring charges, state commissions may order otherwise if it finds that the 
ILEC has demonstrated that the costs are de minimis. 47 C.F.R. 51.507(d). In addition, state 
commissions may find that it is reasonable to require an ILEC to recover nonrecurring costs 
through recurring charges. FCC Rule 51.509 sets out the rate structure 
standards for specific elements including local loops, local switching, dedicated transmission 
links, &Ed transmission facilities between tandem switches and end offices, tandem switching, 
and signaling a d  call-related database services. 

47 C.F.R. 507(e). 

The Commission must establish the rates pursuant to either the forward-looking economic and 
cost-based pricing methodology set forth in FCC Rules 51.505 and 51.511 or with the proxy 
ceilings and ranges set forth in FCC Rule 51.513. 47 C.F.R. 503(a). The forward-looking 
economic cost of an element is equal to the sum of the total element long-run incremntal cost 
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(“TELRIC”) of the element and the reasonable allocation of fonvard-looking c o m o n  costs. 4 7 
C.F.R. 51.505(a). To amve at the fonvard-looking economic cost of an element per unit, the 
Commission must divide the forwad-looking economic cost of an element by “a reasonable 
projection of the surn of the total nurnber of units of the element that the incumbent LEC is likely 
to provide to requesting telecommunications carriers and the total number of units of the element 
that the incumbent LEC is likely to use in offering its own services, during a reasonable 
measuring period.” 47 C.F.R. 5ll(a). In the event that a state commission determines that the 
cost infom?ation it has available is not adequate to determine a TELRIC- compliant rate for a 
particular element, than it may establish a rate consistent with the proxies set out in the FCC 
Rules. 47 C.F.R. 51.513(a). 

In applying the abve-stated rules, the Commission must examine whether the rates proposed by 
the subject matter experts are reasonable projections of the costs that BellSouth will incur going 
forward. Stated another way, the Commission must determine whether a proposed adjustment 
reasonably accounts for projected efficiencies such that the rate neither overstates nor understates 
the cost of provisioning the particular element. 

A. BSTLM 

The validity of the BSTLM is central to the determinations of cost that are reached throughout 
this order. At the outset, the Commission will address the threshold issues raised by parties to 
this proceeding with the BSTLM. 

Positions of the Parties 

BellSouth was the only party to file cost studies in this proceeding. BellSouth took the position 
that its cost models produce rates that c omply with both the Federal Act o f 1 996 and the F CC’s 
pricing rules (BellSouth June 18, 2002 Post-Hearing Brief, p. 8). In particular, BellSouth 
argued that its cost models develop UNE prices that are based on an efficient network using 
currently available forward-looking technology. a. BellSouth contended that although parties 
may disagree regarding the appropriate inputs for use in the cost models, there is no 
disagreement that BellSouth’s cost models should be used to establish UNE rates in this 
proceeding. a. at 10. 

BellSouth argued that the BSTLM is a “next generation loop model” because it is based on more 
actual data than any other model and recognizes all loop-related network elements and services 
as well as capturing their resulting costs. (Tr. 194). BellSouth sponsored testimony to explain 
how its model functioned. The BSTLM models a network by determining where customers are 
located and then laying cable to these customers along the roads in the wire centers.’ The model 
uses a Minimum Spanning Road Tree (“MSRT”) algorithm to determine the shortest route to 
connect the customer to the central office along roads. The model determines how much 
equipment such as digital loop carrier and feeder distriiution interfaces (“FDI”) is needed for the 

’ The customer location data also determines the type of service the customer is currently receiving. 
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network that the MSRT produced. Once the network is laid out, the model determines the cable 
sizes, type of cable needed and selection of a DLC. Next, the model calculates the cost for each 
component by type and location. 

The BSTLM can be populated with either a “tops down” or ‘%ott~ms-up’~ investment. In a “tops 
down’’ scenario, the model outputs material investments only. Loading factors are then applied 
(in the BellSouth Cost Calculator) to the material investment calculated by the BSTLM to 
determine the fidy installed costs. In a ‘%o~rns-up” scenario, the model explicitly calculates 
the labor associated with installing each discrete piece of equipment. 

BellSouth advocated using the BSTLM to develop costs for unbundled loop and loop 
combinations using five Werent network scenarios. The first scenario, “COmbo-GA 2001,” 
developed investments associated with UNE loop combinations. The term ‘TINE loop 
combinations” describes when a loop is bundled with a switching element using integrated 
digital loop carrier equipment (‘?DLC”). The second scenario, ‘‘Combo-GA-2001-1SDN,” is the 
same as the Combo-GA-2001, except it is used to develop costs when an Integrated Services 
Digital Network (“ISDN”) loop is used in a combination. The third scenasio, “BST 2001-Ga,” 
devel6ps investments for SLl loops using a mix of fiber and copper facilities assuming use of 
universal digital loop canier equipment (‘VDLC’’). The fourth scenario, ‘‘€3S”2001-Ga-ISDN’’ 
is similar to the “cOmbo-GA-2OO1-ISDN” but uses UDLC. The last scenario, “Copper Only- 
Ga-2001,” develops investments for those loops served on copper only. (BellSouth June 18, 
2002 Post-Hearing Brief pp.10- 11 ) . BellSouth contends that the use of  multiple scenarios in the 
BSTLM has been adopted by e very state i n  its region that has c onsidered the issue and has been 
endorsed by the FCC in approving BellSouth’s 271 applications. Id. a t  11. BellSouth contends 
further that using multiple scenarios allows for recovey of the cost differences that result from 
the different manner in which BellSouth provisions different loops. (Tr. at 607). 

AT&T/WorldCom sponsored the testimony of John C. Donovan and Brian F. Pitkin. This panel 
testilied that the BSTLM should only design a single forward-looking network, instead of 
multiple scenarios of forward-looking networks that seek to recover BellSouth’s actual costs. 
(Tr. 1174). AT&T/WorldCom advocate the use of the Combo-GA-2001 scenario to establish 
UNE rates in this proceeding. Mr. Donovan and Mr. Pitkin further testified that use of current 
technology allows for the purchase of stand-alone loops and does not produce any difference in 
costs. (Tr. 1176). Finally, the panel testified that using UDLC is wastefbl because a loop must 
be converted back to copper before it is routed to the Main Distribution Frame (MDF). (Tr. 
1176). 

Allegiance argues that BenSouth has the burden of proof to establish that its cost models are in 
compliance with the FCC’s TELRIC pricmg rules. (Allegiance Post-Hearing Brie$ p. 7). 
Allegiance argues further that BellSouth cannot meet that burden because its models based 
on its existing network and therefore do not result in a forward-looking network design. Id. at 8. 
Allegiance also contends that since testimony reflected that BellSouth’s cost models could not be 
adjusted or inspected, the cost models do not comply with the Commission’s Procedural and 
Scheduling Order in this docket. a. The Procedural and Scheduling Order required that parties 
submitting cost models to provide work papers that allow other parties to “replicate the 
methodology and calculate equivalent or alternative results using equivalent or altemative 
assumptions.” (Scheduling Order, p. 3). Further, Allegiance argued that the FCC approval of 
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BellSouth’s 271 application was based on a high-level review focused only on whether obvious 
violations of RLRIC principles or state errors occurred. (Allegiance Post-Hearing Brief, p. 9). 
As a consequence, Allegiance asserts that the 271 approval should have minimal impact on the 
Commission’s review in this proceeding of BellSouth’s cost methodology. Id. 
Allegiance cites both legal and policy reasons in support of its position that the Commission 
should reject use of the multiple scenario approach to set UNE prices. Fkt, Allegiance argues 
that a multiple scenario approach violates FCC Rule 51.51 l(a)’s requirement that UNE costs to 
be based on a projection of “the sum of the total number of units of the element that an 
incumbent LEC is likely to provide to requesting telecommunications canieB.” Id. at 16. 
Allegiance also chages that BellSouth’s multiple scenario approach violates TELNC because it 
assumes use of outdated inefficient technology, and results in stand-alone TJNE loops being 
priced much higher than UNE loops purchased in combination with switching. Id. at 17-18. In 
particular, Allegiance states that in some of BellSouth’s scenarios it assumes the use of UDLC, 
which i s an older more expensive technology than IDLC. Id. at 20. As to use of in-plant factors 
versus the ‘%ottom-up” cost methodology, Allegiance argues that use of in-plant factors results 
in UNE prices that are unrelated to cost, rely on embedded costs and distort deaveraged UNE 
rates,’ Id. at 25-26. Allegiance also agrees with AT&T/WorldCom’s argument that the BSTLM 
overstates DLC investment by using a melded value rather than selecting a specific vendor b ased 
on the most efficient ecpipment solution. Id. at 3 1. 

Covad argues that BellSouth’s use of multiple scenarios violates the FCC’s TELRIC rules 
because BellSouth did not account for the total demand for narrowband and broadband services 
and does not use one forward-looking network configuration to meet this demand. (Covad Post- 
Hearing Brief, p. 9). Covad contends that use of either the “Copper Only-Ga-2001” or the 
“BST2001-Ga-ISDN” artiScially inflates the cost for certan DSGcapable loops. Id. at 8. 
Covad asserts that BellSouth based its costs on the use of an imaginary network that; is not 
building today a d  does not plan to build in the future. a. at 10. Covad advocates for use of the 
“Combo-GA 2001” scenario to set UNE rates in this proceeding because it includes use of the 
forward-looking IDLC architecture. Id. at 9. 

Discussion 

Various parties argued about the validity of the models BellSouth filed in this proceeding, but no 
other party filed cost models for this C ommission t o  evaluate and consider in setting UNE rates. 
The issue, as it relates to cost methodology, is whether linear loading factors or a “%ottoms-upyy 
version of the BSTLM should be used to establish rates for unbundled loop and loop 
combinations Even though subject matter expert opinion is needed to determine some of the 
inputs for the “bottoms-up” approach, this method of calculating loop investments at a very 
discrete level is prekrable to assuming instanation costs  YE directly linear to material costs. 

The Commission is not persuaded by BellSouth’s argument that other Commissions have used 
linear loading factors to set rates, or by the FCC’s approval of BellSouth’s 271 application for 
Georgia and Louisiana based on rates set using linear loading htors. As a prelnnnmy matter, 
the Commission is not bound by the decisions of other state commissions. Also, the FCC does 
not conduct a d e  novo review of  UNE rates. Instead, the FCC relies o n  the state commission to 
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determine UNE rates, and the FCC’s analysis is limited to whether the UNE rates fall ‘‘Within a 
range of what a reasonable application of TELRIC would produce.’“ 

Having delineated the scope of the FCC’s review, the Commission turns to the discussion of 
whether linear loading facbrs or a “bottoms-up” version should be used At the time of previous 
cost Georgia Commission cost hearings, BellSouth had not yet developed the BSTLM, and the 
only option was to use linear loading factors to set UNE rates. However, BellSouth has now 
improved upon its previous loop model by including a capability that allows the user to 
determine the total investment for each piece of equipment based on the specific equipment, its 
size and material and installation costs. Linear loading factors, on the other hand, distort the 
investments for equipment as the size of the equipment increases. The FCC has specifically 
rejected use o f e mbedded c osts - accounting data - to determine TELRIC based UNE rates. 47 
C.F.R. Q51.505(d)(1). In stating that embedded axts shall not be  included in the determination 
of TELRIC b ased UNE rates, the FCC defined embedded c osts as “the costs that the incumbent 
LEC incurred in the past and that are recorded in the incumbent LEC’s books of accounts.” Id. 
Lastly, use of linear loading factors, as some CLECs in this proceeding have argued, results in 
distort,ed deaveraged UNE rates. This distortion results fiom the loading factors overstating the 
costs. for equipment in higher density areas and developing “average costs.” The Commission 
concludes that UNE rates in this proceeding for unbundled loops and loop combinations shall be 
determinedusing the “bottoms-up” capability of the BSTLM. 

Another important capability of the BSTLM is the ability to use multiple scenarios to set UNE 
rates. Although most of the CLECs objected to use of multiple scenarios based on 47 C.F.R. 
Q51.5ll(a), this multiple scenario methodology accounts for the “total number of units of the 
element” by incorporating the same overall line count in each scenario. Therefore, the 
Commission h d s  that BellSouth’s use of multiple scemrios in its BSTLM is consistent with 
FCC rules. The use of one scenario as advocated by various parties is not appropriate in all 
instances. Although AT&T/WorldCom indicate that such a loop could be “groomed” without 
any additional costs, the evidence reflects that that the use of one scenario would result in an 
under-recovery of BellSouth’s costs. (Tr. 606). The Federal Act provides that just and 
reasonable rates for network elements shall be based on the cost of providing the network 
element. 47 U.S.C. Q 252(d)(l)(A)(i). As the single scenario would not allow for recovery of 
the cost of providing the network elements, the Commission agrees with BellSouth that UNE 
loop and loop combinations rates shall be set using multiple scenarios of the BSTLM. 

1. Growth 

Positions of the Parties 

In order to determine the costs for individual UNE loop and loop combinations, i t  is necessary to 
account for the demand for the UNEs. This accounting requires a detemination of the number 
of customers that will be served using UNEs. In the BSTLM, BellSouth used actual customer 
line counts lEom the year 2000. BellSouth contends that use of year 2000 customer data to 
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populate the BSTLM is appropriate b ecause other models s uch a s  HAI and the FCC's Synthesis 
Model use a snapshot of existing customer locations. (Tr. 613-14). BellSouth argues that the 
Synthesis Model overbuilds the POTS network and understates the investment per line and 
universal service cost. (Tr. 209). According to BellSouth, any attempt to project future 
customer demand into the BSTLM would be arbitrary. (Tr. 614). BellSouth also argues that an 
increase in customer demand does not result in a directly proportional decrease in costs. 
(BellSouth Post-Hearing Brief, p. 34). The use of iill factors does not n e c e d y  mean that 
spare capacity for growth exists. Growth could occur at new locations necessitating additional 
costs to serve this additional demand. Even though the study period for this proceeding was 
iiom 2002-2004, B ellSouth states that the BSTLM calculated only the amount of p lant needed t o  
support the year 2000 customer demand. a. BellSouth also asserts that use of forecasted data 
would require additional adjustments in the BSTLM to account for what specific services would 
be required at each customer location, the location ofnew roads and a host of other complicated 
adjustments. Finally, BellSouth stated that the number of switched access lines decreased 
from year 2000 to year 2001. Id. at 33. 

a. 

AT&T/WorldCom argue that unless the Commission accounts for growth related to additional 
customers during the time period that the UNE rates from this proceeding will be in effect (2002- 
2004), BellSouth Will over recover its costs. (AT&T/WorldCom Post-Hearing Brief, p. 20). 
According to AT&T/WorldCom, the failure by this Commission to account for growth when the 
previous UNE rates were adopted in 1997 resulted in BellSouth having the oppoaunity to over 
recover is  costs by over 22 percent during the period of 1998 through 2000. (Tr. 1154-55). The 
use of year 2000 customer data understates loop counts and consequently overstates the costs per 
loop according to AT&T/WorldCom. (Tr. 1152). In addition, AT&T/WorldCom argue that 
BellSouth's failure to use forecasts in this instance when it would result in reduced UNE costs, 
while using forecasts in other portions of the cast study (i.e., DUF), is without justification. (Tr. 
1154). (investment which has fill 
factors to accommodate growth) does not match the denominator (he count that ignores 
growth), BellSouth will over recover its costs during the period of time that the UNE rates 
established in this proceeding aIT= in effect 

In sum, AT&T/WorldCom contend that if the numerator 

Because AT&T/WorldCom did not receive the historical information necessary to project 
demand on a service specific basis in a format that could be used to m o w  the BSTLM, 
AT&T/WorldCom recommended that the Commission adjust the UNE investment 
(AT&T/WorldCom Post-Hearing Brief, p. 24). 

Allegiance also argued that the BSTLM fails to account for line growth and that because of this 
failure, BellSouth will over recover its costs. Allegiance contends that while the parties may 
disagree as to what the adjustment t o  a ccount for growth should b e, the investments produced by 
the BSTLM must factor in the economies of scale cast savings that come with line growth. 

Discussion 

The FCC's rules require that UNE rates be based on a projection of d e m d .  

$51.51 1 Fonvard-looking economic cost per unit. 
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(a) The forward-looking economic cost per unit of an element equals the 
forward-looking economic cost of the element, as defined in 551.505, divided by 
a reasonable projection of the sum of the total number of units of the element that 
the incumbent LEC is likely to provide to requesting telecommunications carriers 
and the total number of units of'the element that the incumbent LEC is likely to 
use in offekg its own services, during a reasonable measuring period. 

No party to the proceeding disputed that BellSouth has experienced line growth since the 
majority of the UNE rates were last established in 1997 in Docket No. 7061-U. Although there 
is a disagreement regarding BellSouth's year 2001 line count, the issue is whether growth should 
be incorporated into the rates s et by the C ommission in this proceeding. S tated another way, the 
issue is whether the abve-cited FCC Rule can be complied with if the Commission does not 
account for growth. The Staff determined that it could not The Staff concluded that BellSouth's 
proposed costs failed to satisfl FCC Rule 51.51 l(a) on forward-looking economic costs per unit 
The Staff recommended an adjustment for growth, which is detailed herein, based on a modified 
version of the growth adjustment proposed by AT&T/WorldCom. 

The dornrnission finds that using data that is now more than 2 '/z years old will produce rates that 
will allow BellSouth to over-recover its costs. We find the arguments advanced by 
AT&T/WorldCom persuasive in this re&. Even assuming that all of the growth does not 
occur at the same customer location, that is that new locations are added to the network or 
locations are added outside the network, the Commission finds that the fill factors BellSouth uses 
include SUfEicient spare capacity to account for additional customer demand. Finally, the 
Commission rejects BellSouth's arguments that only growth for POTS lines should be 
consideEd. The Commission acknowledges that all of BellSouth's demand, including d e d  
for high-capacity services, share the same network infhstrucW, and it is necessary to evaluate 
the total network growth in developing forwad-looking UNE costs. 

The Commission h d s  that Staff made the following appmpriate growth adjustment as shown in 
the table below: 

Figure 5 
BellSouth's Line Count Growth 

Year 

ECistoric Line Growth 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

Average Annual Growth 

Switched 
Lines - 
3,455,619 
3,687,014 
3,919,845 
4,139,081 
4,289,588 
4,264,15 1 
4,3 12,000 
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3.76% 

Special 
.Line DS-Os 

461,865 
656,714 
692,129 

1,289,9 17 
2,149,669 
3,457,195 
4,272,6 1 8 

44.89% 



Proiected Demand 
2002 4,474,085 6,190,474 

2003 4,642,263 8,969,201 
2004 4,8 16,762 12,995,2 18 

Average Lines (2003-2004) 4,729,512 10,982,209 

Required Investment 
Adjustment -8.83% -61.1 O YO 

The historic annual line growth for 1995 through 2001 was determined for switched and special 
access lines? Staff determined that the average annual growth was 3.76 percent for switched 
access lines and 44.89 percent for special access lines. Staff then forecasted the switched and 
special access lines for 2002, 2003 and 2004, and calculated average lines in service for 2003- 
2004. Staff then determined the switched and special access line growth for BellSouth's line 
countq a s the average o f 2 003 and 2004 divided by the 2001 line counts. This resulted in a 9.7 
percent growth of switched access lines and a 1 57.0 percent growth of special access lines. The 
9.7 percent switched access line growth was multiplied by the switched service counts for year 
2000 that were incorporated into the BSTLM on a wire center by wire center basis. The 157.0 
percent special access line growth figure was multiplied by the year 2000 special access service 
counts. This product was incorporated into the BSTLM on a wire center by wire center basis. 
From this process, a wire center specific gowth figure was developed. The. total growth, on 
average, calculated for this period is 17.54 percent resulting in a 14.92 percent average reduction 
for all UNE investment, or a -8.83 percent reduction in switched access line investment and a - 
61.10 percent reduction in special acces line investment. The Commission finds that the 
methodology adopted by Staff to incorporate h e  growth into the UNE rates established in this 
proceeding is reasonable. 

2. Investment Allocation 

Positions of the Parties 

The BSTLM also requires inputs that determine how the shared investments should be allocated 
to the individual services using the shared facilities! The model allows BellSouth to determine 
the particular service that a particular customer at a particular location requires. The model then 
determines the equipment needed to provide the service. Some of the services require unique 
equipment: some of the services use shaEd equipment. This shred equipment investment must 
be allocated to the individual services that use the equipment. 

The 2001 switched access line data was based upon BellSouth's reported ARMIS data and figures BellSouth 

For example, both POTS and DS-1 services share the same poles. It is therefore necessary to determine what 
reported as part of the 271 proceeding. 

portion of the pole investment should be recovered from POTS services and what portion should be recovered from 
DS-1 services. 

4 
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BellSouth indicates that costs should be allocated in a manner that best reflects cost causation 
and be based on a “competitively neutral and fair approach that results in unbiased results.” (Tr. 
132). According to BellSouth, costs for DLC hardwired and common equipment, and the fiber 
associated with connecting the DLC terminals should be allocated based on DSO equivalents. 
(Tr. 550). BellSouth indicates that this is the way the Florida and Louisiana Commissions 
considered the issue and ruled (Tr. 13 6-3 7). 

AT&T/WorldCom recommend that the Commission adopt a position that is consistent with cost 
causation. (Tr. 1186). Under their proposed methodology, a DS-1 service would be assigned 
twice the DLC common costs as a POTS line. In contrast, BellSouth’s approach would 
substantially increase the costs for advanced services. Of course, BellSouth also maintains that 
its methodology is based on costs. (Tr. 136). However, AT&T/WorldCom criticizes 
BellSouth’s use of DSOs in its cost apportionment AT&T/WorldCom assert BellSouth is 
incorrect in its position that equipment is sized based exclusively on DSO eqyivalents. The 
witness panel of Mr. Pitkin and Mi. Donovan explain that Next Generation Digital Loop Carrier 
(“NGDLC’) equipment consists of channel bank assemblies that are empty card slots. 

,’ Each card slot can house either a POTS card or a DS-1 card . . . Space is directly 
proportional to the number of channel bank slots in the equipment, which in turn 
is based on the number of sewices camed by the individual plug-in card. 

(Tr. 1185). 

The panel concludes that cost causation requires that DLC equipment costs should be allocated 
based on the services provided by each channel unit card. (Tr. 11 85). 

Discussion 

The Commission h d s  that BellSouth’s investment allocation approach would not result in costs 
being based on a “cmpetitively neutral and fair“ approach. Instead, high capacity services 
would bear 24 times the cost of a 2wire analog loop. By shifting moIx of the shaEd equipment 
costs to advanced services, CLECs would be forced to pay substantially higher UNE rates for 
those advanced services. Capacity of Digital Loop Carrier (DLC) shared equipment is exhausted 
not based on the capacity of the multiplexing equipment housed in the DLC, but on the number 
of cards the equipment can hold. Consequently, costs should be allocated based on the physical 
facilities used to provide the service. The Staff recommended that the Commission adopt 
AT&T/WorldCom’s proposal to allocate four (4) times the shared equipment investment to DS-1 
services compared to the investment allocated to POTS services. The Commission adopts the 
Staff recommendation. 

B. Inputs 

The “bottoms-up” approach to the B STLM allows the user t o  adjust the model inputs t o  design a 
least-cost, most efficient network to determine the TE?LRIC UNE mtes for loops in BellSouth’s 
network. Only AT&T/WorldCom advocated adjustments to the inputs that were fled by 
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BellSouth with the BSTLM on January 18, 2001. Each adjustment and the Commission decision 
regarding the requested adjustment are fully discussed below. 

1. LoopLengths 

Positions of the Parties 

Even though it does not advocate adoption of the ‘”oottoms-up” approach, BellSouth addresses 
the criticisms raised by the AT&T/WorldCom to the inputs BellSouth used in the cost study 
filing on January 18, 2001. BellSouth states that the engineering guidehm it used in the 
BSTLM cost study are based on Camer Serving Area (“CSA”) guidelines. (Tr. 618). The use of 
these guidelines results in placing fiber instead of copper anytime the distance that the cable 
must cover is over 13,000 feet, a DLC length hard length limit of 18,000 feet and using 24 gauge 
cable instead of 26 gauge cable at any distance greater than 12,000 feet in an allocation area or 
greater than 9,000 feet in a carrier serving area. (Tr. 618). 

AT&T/WorldCom propose adjustments to the loop lengths BellSouth used AT&T/WorldCom 
aqgu$’that the objective in determining loop lengths should be to design the lead-cost forward- 
looking network within permissible engineekg guidelines. (AT&T/WorldCom Post-Hearing 
Brief, p. 50). AT&T/WorldCom asserted that three parameters set the BSTLM did not meet this 
objective. These parameters are hard copper length limits; 24-26 gauge crossover lengths; and 
e;uteded range line cad limits. AT&T/WorldCom argue that to meet the objective of a 
least-cost forward-looking network the inputs should be as follows: the Copper Length Hard 
Limit be set at 14,799 feet, the DLC Length Hard Limit be set at 16,799 feet, the Allocation Area 
design for the crossover of 26 gauge copper to 24 gauge copper lx set at 14,800 feet, the Carrier 
Serving Area 26 to 24 gauge copper crossover be set at 16,800 feet, and the Extended Range 
Cutover be set at 13,000 feet. a. 

Id. 

Discussion 

The Commission adopts the Staff recommendation to reject each of the modifications to 
BellSouth’s loop length inputs proposed by AT&T/WorldCom. The Commission’s decision is 
based on a finding that BellSouth’s inputs comply with CSA guidelines which require the 
selection of the proper gauge of cable and proper use of extended range line cards when 
designing a network 

2. Copper and Fiber Cable Placing 

Positions of the Parties 

Cable placing involves the time it takes to set up a work area and to lay cable along various 
routes fiom the customer premises to the central office serving that particular customer. The 
cable can be fiber or copper, and it can be placed on telephone poles (aerial), buried directly into 
the ground, or placed in underground manholes through the use conduit pipes between those 
manholes. 
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The BSTLM does not have a separate “fixed setup time plus cable feet per day” input to estimate 
outside plant costs. Instead, the set up time must be incorporated into the placing rate. 
BellSouth assumed an underground placing rate of 150 minutes per 100 feet for underground 
copper cable and 75 minutes per 100 feet for aerial copper cable. Yet, BellSouth failed to 
present any evidence in the record to jus@ the model’s assumptions. 

AT&T/WorldCom sponsored expert testimony that assuming a two-techician CEW for placing 
underground cable and a one-technician crew for placing buried and aerial cable, the crew would 
encounter fifteen minutes of travel time and thty minutes of setup time. (Tr. 1209) The aerial 
crew could reasonably place 5,000 feet of cable per day, the buried crew could place 8,000 feet 
of cable per day and the underground crew could place 3,000 feet of cable per day. a. 
AT&T/WorldCom charge that BellSouth’s inputs for aerial cable placing are illogical because 
the inputs assume that work will be completed in 75 minute increments, the majority of which 
will be consumed by travel and setup. For example, BellSouth’s combined placing rate assumes 
that a t echnician crew will devote one hour to  travel and s et up, p lace 1 00 feet of cable in fifteen 
minutes and then spend another hour on b-avel and setup before placing the second 100 feet of 
cable., (Tr. 1210). AT&T/WorldCom contend that this assumption translates to an unreasonably 
low >placing rate of 640 feet of cable per day for a two-technician crew. (Tr. 1210). 
AT&T/WorldCom sponsored expert testimony that proposed 0.58 hours per 100 feet which 
equates to an average of 4-5 rnanhole-to-manhole cable placements per day. (Tr. 1212). For 
buried cable, AT&T/WorldCom recommended 0 hours per 100 feet because BellSouth indicated 
that,the costs are included in the buried cable contractor excavation costs. (Tr. 1212). 

Discussion 

The Commission agrees with the Staff recommendation to modify BellSouth’s proposed cable 
placing inputs. BellSouth’s cable placing inputs reflect poor productivity, are not substantiated 
by supporting documentation and do not reflect a forward-looking network. The Commission 
adopts the modifications p roposed by  Staff to reduce the copper and fiber c able placing inputs to  
0.2 hours per 100 feet of aerial cable, 0 hours per 100 feet for buried cable, and 0.65 hours per 
100 feet for underground cable. This equates to placement of 500 feet per hour (4,000 feet per 
day) for aerial cable and 308 feet per hour (2,464 feet per day) for underground cable. The 
Commission notes that the testimony of Donovan and Pitkin advises that 5,000 feet of aerial 
cable and 3,000 feet of underground cable per day are both reasonable and consistent with 
industry experience. (Tr. 1209-12). While this panel’s testimony illustrated the flaws in 
BellSouth’s inputs, aniving at the specific inputs necewdy involves judgment and a level of 
subjectivity. The Commission finds that the Staffs recanmended inputs reflect a sigtllscant 
improvement over BellSouth’s proposal. The Commission finds that it is prudent in this instaxe 
to adopt the more moderate proposal of the Staff. 

3. Cable Splicing Rates 

Cable splicing is required anytnne cables must be joined together. For copper cable, individual 
metallic cables on a pair by pair basis are joined together. For fiber cables, specialized 
equipment is used to join individual fibers to each other. To accomplish this, the technician must 
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travel to the area, set up the work area which includes stripping off the cable sheath, performing 
the splice, and placing a splice case over the cable joint. 

(a) Copper Cable Splicing Rate 

Positions of the Parties 

Unlike the placing rates, the BSTLM does have a separate setup and closure input for splicing 
cahle. Instead, BellSouth used a figure 
that combined the travel, setup and closure costs into “cable pairs spliced per hour.” 

BellSouth did not utilize this capability in the model 

BellSouth agrees with AT&T/WorldCom that the methodology that BSTLM uses to calculate the 
number of splices at an intersection is incorrect and that this error was discovered during the 
Florida UNE cost proceedings. (Tr. 224). Howevery BellSouth maintains that 
AT&T/WorldCom overstate the extent of the problem. BellSouth contends that splices occur in 
a number of situations, including at taper points and 4 way intersections. (Tr. 224). Thus, 
BellGbuth witness, James Stegman, testifies AT&T/WorldCom’s assmptiom that all splices 
are 4 way is off by 90 percent. (Tr. 224). Because of this overstatement, BllSouth advocates 
rejection of AT&T/WorldCom’s adjustment to its model. BellSouth recommends instead that 
the Commission order BellSouth to correct the error and refile the model. (Tr. 225). 

AT&T/WorldCom again argue that the model logic employed by BellSouth reflects poor 
productivity. The reason for the poor productivity is that BellSouth’s model has created a hear 
loading factor. F or instance, assuming a 4 00 pair c able from a c entral o ffice branches o ut from a 
splice location into a 200 pair cable, 100 pair cable and a 50 pair cable, BellSouth’s model 
calculates that three (3) different splice points and stub cables are needed with each splice 
requiring a sepamte set up. AT&T/WorldCom contend that in this instance, only one splice 
would be needed. To correct the model error, AT&T/WorldCom suggest that only one-third of 
the setup and closure time for splicing should be used. (Tr. 1217). In addition, 
AT&T/WorldCom argue that BellSouth has not used its own objective rates for opening and 
closing splices in the model. (Tr. 1217-18). Finally, AT&T/WorldCom contend that BellSouth 
should take advantage of the model’s ability to break the splicing rate into set-up and closure and 
splicing. (AT&T/WorldCom Post-Hearing Brief, p. 54). 

Discussion 

As in most cases, the alternative rate proposed by AT&T/WorldCom is si&canfly lower than 
that proposed by B ellSouth. The Commission does not find any support for BellSouth’s use of 
model inputs for the splicing rates that aE actually higher than BellSouth’s own objective data. 
Nor does the Commission find support for BellSouth’s Mure to use the capability of the 
BSTLM to determine the splicing rate, rather than a “copper cable pairs spliced per hour.’: To 
accept BellSouth’s inputs would not be in accordance with our decision in this docket to use the 
“bott~m-up’~ capability of the BSTLM to set UNE rates. 
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The Staff recommended that the Commission accept the inputs proposed by AT&T/WorldCom 
for copper cable splicing. The Commission hds that this recommendation is reasnable in 
order to ensure that the rates reflect those of a fonvard-looking network design. The 
Commission does not see a need to order BellSouth to correct the error and re-.file the model 
AT&T/WorldCom based their recommendation on idormation BellSouth provided during 
discovery and on subject matter e ver t  opinion o n the frequency that splices would be n eeded f or 
various copper cable sizes. Therefore, the Commission has the proper evidence before it to 
decide this issue. The Commission determines that the copper cable splicing inputs used to set 
UNE rates in this proceeding are 0.57 hours for aerial splicing setup and closure and 0.33 hours 
per hundred pairs joined, 0.65 hours for buried splicing set up and closure and 0.33 hours per 
hundred pairs joined and 1.4 hours for underground splicing set up and closure and 0.33 hours 
per hundred pairs joined. 

(b) Fiber Cable Splicing Rates 

Positions of the Parties 

S& to its argument related to BellSouth’s proposed copper splicing rates, AT&T/WorldCom 
agam criticize the use of a linear loading factor. Also similar to copper splicing, 
AT&T/WorldCom argue that BellSouth failed to use the BSTLM’s ability to input a setup and 
closure time separate from the splicing rate. (Tr. 1220). !T&TIworldCom recommend dividing 
each input by three to account for BellSouth’s treatment of fiber splices having triple the number 
of splices required. This division yields setup and closure times of 0.58 hours, 0.75 hours, and 
1.25 hours for aerial, buried, and underground respectively. (Tr. 1221). The resulting problem 
that AT&T/WorldCom cite remains that BellSouth’s methodology overstates the costs for 
placing the cable. (Tr. 1219). Furthermore, AT&T/WorldCom assert that BellSouth’s own 
internal objective productivity rates assume more fibers joined per hour than what BellSouth 
used in the cost model. (AT&T/WorldCom Post-Hearing Brief, p. 59). 

Except for the arguments regarding the copper cable splicing rate set forth above, BellSouth did 
not address this issue in testimony or in its post-hearing brief filed with this Commission. 

Discussion 

The Commission agees with the Staffs recommendation to adopt the modifications proposed by 
AT&T/WorldCom for this input. As with copper cable, the Staffs recommendation reflects 
BellSouth’s own objective data, the inputs required for the rates to reflect a fonvard-looking 
network, and are reasonable based on the evidence in the record. Therefore, the Commission 
finds that the fiber cable splicing rates should be 0.58 hours for aerial splicing set up and closure 
and 0.25 hours per fiber j oined, 0.75 hours for b uried splicing s et up and c losure and 0.25 hours 
per fiber joined and 1.25 hours for underground splicing set up and closure and 0.25 hours per 
fiber joined. 
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4. Aerial Structure 

Positions of the Parties 

First, BellSouth argues that the contract labor costs included in the study for placing poles is 
correct. Through the testimony of D. Daonne Caldwell, BellSouth responds to the argument 
advanced by AT&T/WorldCom that the costs of placing poles were included without credit 
being taken for the number of poles placed. This argument pertains to “Place Poles in PoweJ’ 
and “Place Carry-In Pole” costs. BellSouth calculated the contractor labor cost by dividing the 
costs for poles by the number of poles placed. BellSouth does not dispute that the failure to 
recognize all of the poles placed would result in an inflated cost per pole placed, but it maintains 
that no such omission took place. Ms. Caldwell explained that BellSouth incurs additional 
contractor costs, over and above standard labor costs associated with placing poles. The two 
examples cited by AT&T/WorldCom refer to the incremental costs related to placing poles in 
existing power lines, a d  having to cany a pole to a location. (Tr. 627). BellSouth includes the 
number of poles associated with these additional costs in the count of poles placed using direct 
labor. (Tr. 627). 

Ms. Caldwell’s testimony also responds to the criticism related to BellSouth’s spacing input of 
149 feet. Even though BellSouth previously agreed that use of the BCPM, HAI and hybrid cost 
proxy model (“HCPM”) default value of pole spacing of not less than 150 feet was appropriate, 
BellSouth has since determined, based on analysis specifk to Georgia, that these dehult model 
values are overstated. (Tr. 627-28). BellSouth states that span lengths may be as much as 250 
feet, b ut there a re instances i n  which several p oles intersect i n  c lose proximity to  e ach other. ( Tr. 
628). In addition, BellSouth indicates that design limitations affect pole spacing. (Tr. 628). 
BellSouth claims that the pole spacing input of 149 feet is conservative because the actual pole 
spacing may be closer to 100 feet. (Tr. 628). 

, 

In addition to the argument discussed above related to the additional labor costs, 
AT&T/WorldCom contend that BellSouth did not use a reasonable average distance between 
poles. First, AT&T/WorldCom state that BellSouth previously used a distance of greater than 
149 feet between poles in the BCPM. (AT&T/WorldCom Post-Hearing Brief, p. 64). Next, 
AT&T/WorldCom p oint out that B ellsouth made a calculation error by adding one extra pole per 
1,000 feet. According to AT&T/WorldCom, adjusting BellSouth’s calculations to correct this 
error results in an average distance between poles of 176 feet. (AT&T/WorldCom Post-Heakg 
Brief, p. 65). 

Discussion 

The Staff recommended that the Commission adopt for use in detemining UNE rates in this 
proceeding a c ontract labor c ost for aerial structure of $207.98 for all pole types and an average 
distance of 164 feet between poles. The Commission adopts this recommendation for the 
reasons discussed heEin. BellSouth convincmgly refutes AT&T/WorldCom’s argument 
conceming a calculation error in the aerial stsucture input. But, having reviewed the testimony 
of both companies, the Commission finds that BenSouth did not make any adjustments to its 
embedded or historical data. For example, the number of poles modeled appears to be based on 
AIUvlIS data instead of what a forward-looking, least cost, most efficient network would use. 
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BellSouth did not provide any testimony that its current telephone pole placement practices were 
fonvard-looking. Became of this flaw in the methodology, the Staff adjusted BellSouth’s 
proposal by approximately 10 percent to account for a network design that is least cost and 
forward- l d i n g .  

The Commission adopts the Staffs recommendation of 164 feet between poles and a contract 
labor cost of $207.98 for all pole types. This determination is a compromise between the 
recommendations of BellSouth and AT&T/WorldCom. It appropriately accounts for failures 
within BellSouth’s recommendation to make the necessary adjustments to arrive at a forward- 
looking rate, while also taking into consideration that AT&T/WorldCom’s recommendation was 
based in part on assumptions that the evidence did not adequately support. 

5.  Buried Structure Inputs 

Positions of the Parties 

The buried structure inputs in the BSTLM address excavation costs for excavation, laying cable, 
and ;&oration costs needed to restore the ground where the cable was buried. Buried cable can 
be laidusinga boretodrilla holeinthe soi1,plowingoratrenching. Once thecableislaid,the 
BSTLM has inputs that include the cost to restore asphalt, concrete or sod depending on where 
the cable was buried. 

BellSouth contends that the buried structure inputs used in the BSTLM are correct. BellSouth 
defends its practice of using the same cost for trenching and plowing by offering background 
into its contracts with outside plant contractors. Since 1995, the company negotiated contracts 
with outside plant contractors to pay “any method for placement” for administrative and audit 
purposes meaning that with only a kw exceptions, BellSouth negotiated for a single price for 
buried excavation. (Tr. 629). Therefore, BellSouth is charged a single price per foot regardless 
of whether the contractor plows, uses a backhoe or hand trenches. The single price, according to 
BellSouth, represents an average for all types of buried excavation that BellSouth has negotiated 
with its contractors. (Tr. 629). 

BellSouth contends that the input modifications requested by AT&T/WorldCom to its excavation 
activity percentages are arbitrary because only selected modifications were made. (Tr. 630). 
BellSouth argues that by accepting its proposed percentage of time for normal terrain, but then 
applying that percentage to all types of terrain, AT&T/WorldCom underestimate the time needed 
for excavation. (Tr. 630). While admitting that the percentage of time that particular excavation 
activities occur is not sigmfica@ BellSouth argues that when these percentages are multiplied by 
the unrealistically low price per foot for plowing that AT&T/WorldCom advocate it substantially 
understates BellSouth’s excavation costs. (Tr. 630-3 1). 

BellSouth also argues that it appropriately spread the costs for restoration over buried cable 
placements, underground placements, buried boring and underground boring. BellSouth 
contends that its proposed method to recover these restoration costs is straightforward and 
accurate. In sum, BellSouth states that these costs have to be spread somewhere, and that if they 
weren’t associated with boring, then they would have been spread t 0, and increased the c osts o f, 
the remaining boring activities. (Tr. 632). 
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The issue related to steel pipe, PVC pipe and Flex-pipe is whether the related costs should be 
included with push pipe and pull cable (“PPPC”) or spread over total boring activity costs. 
BellSouth included spread the costs over total boring activity costs. It d e h d s  this decision by 
pointing out that under its vendor contracts the costs for Steel Pipe, PVC pipe and Flex pipe used 
by BellSouth an= actual incurred costs as a result of directional boring. (Tr. 632). According to 
BellSouth, its method for allocating these costs is a reasonable and factually based approach for 
ident@mg the pipe costs, and it does not imply that every foot of boring requires a pipe of some 
sort. (Tr. 632). 

BellSouth also refutes AT&T/WorldCom’s argument that inappropriate costs are included in the 
buried cable (excavation) costs. BellSouth argues that these are the real costs for burying cable, 
and BellSouth included a complete list of all items included in the buried cable placement costs. 
(Tr. 633). 

AT&T/WorldCom made several arguments regarding modifications to BellSouth’s buried 
structure inputs. First, AT&T/WorldCom address BellSouth’s point that 3s contracts do not 
distinguish between types of excavation. AT&T/WorldCom argue that this stakment by 
BellSduth is misleading because the cost study BellSouth filed makes this distinction. 
(AT&T/WorldCom Post-Hearing Briec pp. 65-66). AT&T/WorldCom charge that BellSouth 
inappropriately distinguished the inputs it used only for the higher cost activities such as Bore 
Buried Cable and Push Pipe/Pull cable. Id. at 66. 

Next, AT&T/WorldCom argue that although BellSouth’s contractor data lists Place Cable, costs 
are reflected only for trenching activities and not for the lower costs of plowing. u. In addition, 
even though plowing is much less costly than trenching, BellSouth has used the same costs for 
trenching and plowing. Id. The result is that BellSouth has inflated the cost of plowing. 
AT&T/WorldCom conclu&-that the inclusion of the inefficient procurement methods employed 
by BellSouth are inconsistent with TELRIC principles. Id. 
AT&T/WorldCom set forth a number of reasom for the Commission to disallow BellSouth’s 
practice of taking a conglomeration of restoration costs, declaring them restoration activities and 
spreading them on a per foot basis into buried cable and bore buried cable. First, restoration 
costs are not applicable to cable boring and plowing operations. @. at 67). Second, there is 
s imcant  contractor data about these assembled costs that BellSouth claimed it could not 
calculate separately. AT&T/WorldCom proposed that the buried excavation inputs be revised7 
not to eliminate the costs, but to ensure that restoration costs are only included in the proper 
categories. Third, AT&T/WorldCom argued that the costs for fknkhing and 
placing certaK corrugated pipe should not be included in the buried cable restoration costs 
because buried cable is placed in dirt rather than pipe. Id. at 68. 

AT&T/WorldCom raise similar problems in connection with BellSouth’s cost allocation for 
buried splice pits. BellSouth has distributed the contractor costs for buried splice pits evenly 
across the buried structure categories. According to AT&T/WorldCom, splice pits are not 
normally used in buried splicing operations because the splices are placed in pedestals. Id. 
Since BellSouth’s contract costs indicate that splice pits are for existing plant, not new outside 
plant these costs should not be included in TELRIC direct cost calculations. u. at 69. 

Id. at 67-68. 
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On the issue of buried cable inputs, AT&T/WorldCom agam k u t e  BellSouth’s inclusion of 
certain costs. Specifically, AT&T/WorldCom argue that BellSouth’s inclusion of the cost of 
steel pipe, PVC pipe, and Flex-pipe i nto the b ore b uried c able c ontractor c osts i s inappropriate. 
- Id. Boring for buried cable involves a drilling device that bores holes in the soil under the 
pavement. After the hole is bred, the cable is pulled through the dirt a. Since buried cable 
does not use pipe, AT&T/WorldCom contend that the above-listed types of pipe should be 
included in the PPPC category. Id. 

Discussion 

Buried structure costs are tedious and detailed, and the Commission appreciates the time the 
parties have spent reviewing the data. The Staff recommended that the Commission adopt 
BellSouth’s inputs for buried structure costs. The Commission has reviewed the arguments by 
AT&T/WorldCom, BellSouth as well as the evidence in the record and agrees with the Staff 
recommendation. 

Most’of BellSouth’s buried structure inputs are based on contracts negotiated with contractors 
for a‘ single price for excavation activities This single price allows BellSouth to obtain all types 
of buried excavation without additional costs. AT&T/WorldCom present alternative 
methodologies for categorizing these costs. However, as BellSouth pointed out in connection 
with restoration costs, the costs have to be spread somewhere. The reduction of one category of 
costs may just result in an increase to another category of costs. BellSouth’s proposed cost 
allocations ~IE logical and straight-forward. The Commission is also concerned that some of the 
adjustments proposed by AT&T/WorldCom would result in rates that are lower than what 
TELRIC requires. Therefore, the Commission adopts StafPs recommendation to accept 
BellSouth’s inputs for buried structure costs. 

6. Underground Structure 

Positions of the Parties 

The issues involved with BellSouth’s underground structure are similar to the issues brought up 
in the context of buried cable costs. Specifically, the parties dispute whether BellSouth’s cost 
studies are oversimplified and inaccurale. BellSouth, of course, argues that the excavation 
activity percentages used in the cost study for boring and other underground structure costs are 
correct. BellSouth dismisses AT&T/WorldCom’s proposed reductions to the percentage h m  its 
cost study because the reduction is based on data from one year in which the amount o f boring 
was very small. (Tr. 633-34). BellSouth states that a TELRTC analysis would show that the 
amount of boring activity is acidly higher. (Tr. 633-34). In addition, BellSouth network 
personnel familiar with Georgia reviewed and approved the input BellSouth used in the cost 
study. (Tr. 634). 

As referenced above, AT&T/WorldCom contend there were errors in BellSouth’s contract labor 
cost inputs for underground cable excavation similar to those they claimed existed in the buried 
cable costs. AT&T/WorldCom find fault with BellSouth’s use of a higher cost category, ‘l3ore 
Underground Cable,” to differentiate the underground cost by density zone when there are eight 
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separate underground conduit placing input categories available. (AT&T/WorldCom Post- 
Hearing Brief, p. 71). According to AT&T/WorldCom, boring cable under the surface is rarely 
used in underground plant. Id. AT&T/WorldCom recommend that the Commission modlfy 
BellSouth’s input percentages for boring by using the relationships between the various density 
zones that BellSouth used and the amount of sheath distance by density zone. Id. at 72. 
AT&T/WorldCom also recommended that the restoration costs for asphalt, concrete g d  sod be 
re-allocated to the appropriate categories, rather than BellSouth’s method of spreading these 
costs across all types of excavation as BellSouth has done. Id. 

Discussion 

The Staff recommended that the Commission accept AT&T/WorldCom’s modifications to the 
underground excavation activity percentages in BellSouth’s cost study. Underground structure 
costs have a sigmficant impact on loop-related UNE rates. The Commission adopts the S W s  
recommendation. 

The etridence reflects that it is rare for duct banks between manholes to need subsurface boring. 
(Tr. i237). The evidence also indicates that subsurface boring is necessary only to cross under 
an interstate highway or a railroad line in the rare circumstance in which there is no overpass or 
underpass. BellSouth’s own data establishes that boring occurs on average 0.75 percent of the 
time. (Tr. 1238). AT&T/WorldCom recommend using BellSouth’s existing relationships 
between the various density zones and the amount of sheath density within density zones to 
develop the percentages for rural, suburban and urban areas This results in the following 
percentages for underground boring: 0.16 percent for rural areas, 0.35 percent for suburban 
areas and 0.75 percent for urban areas. (Tr. 1238). The Staff recommends that the Commission 
adopt these percentages. The Commission finds Staf€‘s recommendation reasonable. 

(a) Manhole Inputs 

Positions of the Parties 

On the issue of manhole inputs, BellSouth’s application of both a miscellaneous contractor cost 
factor and a miscellaneous material loading fador a= in @ute. BellSouth argues that while the 
miscellaneous material loading factor is typically derived as a percentage of nonexempt material 
and then applied to forward-looking nonexempt mated, it was justified in deriving its inputs 
dEemtly in this d s e .  The BSTLM includes conduit in other cakulations, and not m the 
material calcdtions. (Tr. 6 34). As a result, B ellSouth claims that if it were to  follow the typical 
application methodology discussed above, the factor would be applied to $0 material costs and 
the miscellaneous costs would be understated. (Tr. 634). It was this alleged understatement of 
costs that prompted BellSouth to propose a different method for deriving its manhole input 
BellSouth explains that it applied the miscellaneous loading factor to conduit costs outside of the 
BSTLM in order to properly compute its miscellaneous conduit costs. (Tr. 634). In addition, the 
miscellaneous cost factor allows BellSouth to recover the miscellaneous contractor costs that are 
spread among all outside plant contractor activities. (Tr. 635). 
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AT&T/WorldCom contest the inclusion of these miscellaneous costs. AT&T/WorldCom’s 
position simply is that manhole costs do not include these miscellaneous costs. This 
“miscellaneous stuff,” as AT&TMrorldCom refer to it, is unnecessary for manholes and manhole 
covers. (AT&T/WorldCom Post-Hearing Brief, p. 72). In addition, AT&T/WorldCom propose 
rnod5cations to the manhole sizes that BellSouth has used in the BSTLM. According to 
AT&T/WorldCom, a 504 cubic foot manhole for 5 cables is inconsistent with TELRIC because 
it is larger and more expensive than required. &j. at 73. AT&T/WorldCom propose a 72 cubic 
foot manhole that can handle three cables and a 224 cubic foot manhole that can handle 5 or 
more cables. u. 

Discussion 

The Staff recommended that the Commission adopt manhole inputs that reflected a reduction to 
BellSouth’s proposed underground contract labor costs for manholes. Specifically, the Staff 
recommended that the Commission find that $2,175.22 for manholes housing 1 to 3 cables and 
$8,077.35 for manholes housing 5 or more cables is reasonable. The Commission adopts this 
recoqhendation based on the evidence in the record, which establishes that extra costs are not 
needed for manholes and manhole covers. BellSouth appeared to acknowledge that it was 
deviating fiom the typical methodology when it included the miscellaneous costs into its 
calculations for manhole inputs. BellSouth’s reasoning is not persuasive given that manholes do 
not need “climbers,” and “working from a ladder costs” are not needed to install manholes. As 
AT&T/WorldCom state, “[a] manhole is a manhole.” Extra exempt material items are not 
needed. In addition, the Commission agrees with AT&T/WorldCom that the inputs should not 
reflect a manhole size that is larger and more expensive than required The evidence supports 
that BellSouth’s proposals inflate costs by using a larger cubic foot manhole than necessary to 
accommodate the applicable number of cables. Therefore, it is logical to conclude that a 72 
cubic foot manhole can be used for up to 3 cables and a 224 cubic foot manhole can be used for 
5 cables. 

However, given the large disparity between the rates proposed by AT&T/WorldCom and 
BellSouth for 224 cubic foot manholes and 72 cubic foot manholes, a conservative approach is 
warranted to ensure that the approved rate accounts for the true costs without including 
inefficiencies. The Commission adopts the Staff recommendation to adjust AT&T/WorldCom’s 
rate by $2,000 as a reasonable midpoint range between the competing proposals. 

7. Structuresharing 

Positions of the Parties 

Structure sharing occurs when BellSouth’s outside plant is laid along the same route as outside 
plant for other companies, such as electric and cable companies. In such instances, a forward- 
looking network design incorporates the decreased structure costs that come fi-om BellSouth 
sharing structure with other companies. 

BellSouth contends 
underground sharing 

that AT&TMrorldCom’s proposal to increase BellSouth’s buried and 
inputs, but not to alter BellSouth’s aerial sharing percentages, is unrealistic. 
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BellSouth charges that the motivation behind this recommendation is that the universal service 
fimd input for aerial structure would increase, not decrease, the cost of a loop. (BellSouth Post- 
Hearing Brief, pp. 37-38). Further, BellSouth contends that it is inappropriate, according to the 
FCC, to rely on decisions in a UAF proceeding to set UNE rates. (Tr. 635). 

BellSouth sponsored testimony that sharing of underground structures rarely occws due to 
difficulties encountered in work coordination, safety, and available space considerations. As a 
result, BellSouth rarely, if ever, jointly places conduit with another party. (Tr. 636). 

BellSouth testifies that while it leases conduit space to other parties, the “[e]xpenses associated 
with BellSouth’s leasing of duct space in other parties’ ducts are netted with revenues received 
from other parties leasing BellSouth owned ducts and included in the plant-specific expenses.” 
(Tr. 636). AT&T/WorldCom failed to account for the expenses; and therefore, their proposal 
double counts the actual sharing. (Tr. 636). BellSouth used the percentage of duct space leased 
to other parties as abasis for its proposed structure sharing input. (Tr. 636). BellSouth dismisses 
AT&T/WorldCom’s comparisons to Verizon’s experience in New York as being irrelevant due 
to thq customer dispersion and density differences between Georgia and Manhattan and being 
meaningless because of the ambiguity concerning what the Verizon figures rekrence. (Tr. 637). 

BellSouth assumed that it would share buried excavation with another party 13 percent of the 
time. BellSouth a p e s  that such sharing opportunities today are limited due to timing issues 
with other utilities. (Tr. 638). 

AT&T/WorldCom argue that BellSouth does not assume sufficient structure sharing percentages. 
(AT&T/WorldCom Post-Hearing Brief; p. 72). Structure sharing percentages should recognize 
emerging competitive realities in order to be forward-looking. AT&T/WorldCom argue that 
BellSouth’s percentages are not consistent with FCC structure sharing rules. AT&T/WorldCom 
argue that the FCC has recognized that structure sharing opportunities are increased in a forward- 
looking environment and has made it clear that BellSouth’s historical practices are not relevant. 

AT&T/WorldCom advocate using the structure sharing inputs consistent with its 
recommended 50 percent for the structure in rural areas and 33 percent of the structure in 
suburban areas. Id. at 77. 

at 74. 

Discussion 

A preliminary question that must be answered to arrive at an appropriate percentage is whether a 
forward-looking model would reflect increased or decreased opportunities for shared structure. 
The record contains expert testimony on both sides of this issue. The Commission Staff has 
recommended that BellSouth bear 80 percent of the structure costs for underground structure and 
70 percent of the costs for buried structure. The Staff recommendation did not include a 
distinction in the percentages between rural and urban. The Commission agrees with the Staffs 
recommendation based on the record in this proceeding. The Commission is persuaded that in a 
forward-looking environmed more sharing of facilities would occur - both with others as well as 
within BellSouth’s own network. 
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In reaching this determination, the Commission considets the testimony of Mr. Donovan on 
behalf of AT&T/WorldCom that states that shared structures are encouraged among planning 
engineers. This testimony seems reliable in light of the cost-saving opportunities 
presented by structure sharing. The Staff recommendation that the Commission is adopting 
modified the recanmendations of AT&T/WorldCom. The reason for the m&cation was that 
BellSouth’s testimony on AT&T/WorldCom’s failure to l l l y  account for the expenses that 
accompany structure sharing was persuasive. However, in a fonvard-looking environment 
BellSouth should be able to lower its costs through &ding more opportunities to share and to 
reduce the corresponding expenses. The Commission does not need, as BellSouth cautions 
against, to rely upon the Universal Service model, to conclude that a forward-looking model 
should incorporate an increase in shared structure. 

(Tr. 1246). 

8. FacilitySharing 

Positions of the Parties 

Facility sharing should occur when distribution and feeder cable are laid along the same route. 
This prevents duplicative-costs for structure needed to house separately the distriiution and 
feed& cable. 

BellSouth states that the facility sharing inputs proposed for the cost study are based on its 
experience that facility sharing occurs very initequently. BellSouth criticizes the 
testimony of Messrs. Donovan and Pitkin as lacking any support beyond their own expectations. 
(Tr. 639). 

(Tr. 639). 

AT&T/WorldCom argue that BellSouth does not amme SuEicient facility sharing within its 
own network. BellSouth’s “bottoms-up” version of the BSTLM assumes that BellSouth’s feeder 
and distribution cables laid along the same route only share cable structure 25 percent of the 
time. Thus, each one requires its own duplicative structure 75 percent of the time. 
AT&T/WorldCom argue that BellSouth does not provide any evidence to support this 
assumption. AT&T/WorldCom believe that facility sharing will occur much more 
fi-ecpently in a forward-looking environment and recanmend changing this input to reflect that 
feeder facilities “ride on” or share the same structure already built by distriiution plant 75 
percent of the time. (Tr. 1248). AT&T/WorldCom assert that this recommendation is 
conservative because the BSTLM also does not share any of the structure for loop plant with 
cables ‘used to provide transport services. (AT&T/WorldCom Post-Hearing grief, p. 78). 

(Tr. 1248). 

Discussion 

The Staff recommended that the Cornmission adjust BellSouth’s input to require facility sharing 
30 percent of the time when distribution and feeder cable share a single route. The Commission 
h d s  this recanmendation reamnable. This issue highl~ghts the subjectivity inhemd in some of 
the differences between the parties. While sound ratemaking principles are necessary to ensure 
that the decision falls within a zone of reasonablelless, there is not one precise correct 
percentage. In this instance, both BellSouth and AT&T/WorldCom staked out positions that, to 
be g ellerous, would b e on the rim o f t he zone of r eamnableness. F acility sharing should occur in 
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a forward-looking network more often than BellSouth contends, but the record does not support 
AT&T/WorldCom’s proposal of 75 percent for facility sharing. 

Both parties emphasize a lack of support for the others’ recommendation on this issue. 
BellSouth is correct that AT&T/WorldCom based their recommendations on their expectations. 
However, these expectations were those of expert witnesses who provided reasons in support of 
these expectations. Therefore, the testimony is deserving of consideration. The testimony does, 
in fact, illustrate flaws in the assumptions underlying BellSouth’s proposed costs. That said, 
AT&T/WorldCom did n ot provide a n  a dequate b asis for the leap from B ellSouth’s proposal t o  i ts 
recommendation. The Commission finds that the Sta€Ps recommendation is a reasonable, 
logical compromise that is supported by the record. 

9. Engineering Factors 

Positions of the Parties 

Engineering costs aIt: a necesary part of designing outside plant. BellSouth uses an enginee.ring 
facto? in the cost study to recover these costs. The factor is based on the relationship bekeen 
enheering casts and nonengineering investments. 

BellSouth and AT&T/WorldCom differ in their assesment of the ratio between engineers and 
technician. This difference is responsible for part of the difference in their recommended 
engineering factors. B ellSouth states that the ratio, b wed on year 2 000 data i s 1 :2.8. ( Tr. 6 50). 
AT&T/WorldCom arrive at the substantially different ratio of 1:6. (Tr. 1267). This difference 
results fiom BellSouth relylng on a single year‘s exprience, while AT&T/WorldCom rely on the 
engineering supervisory experience of its witnesses. 

BellSouth claims that, regardless of the experience of Messrs. Donovan and Pitkin, the 1:6 
relationship between engineeIs and technicians does not exist. (BellSouth Post-Hearing Bnet p. 
39). BellSouth states that over the most recent four-year period, it did not have a 1:6 ratio for a 
single plant account. a. Consequently, BellSouth argues that AT&T/WorldCom does not have 
ary legitimate basis for its conchxion that B ellSouth would be  able to achieve such a 1 :6 ratio on 
average for all accounts on a going forward basis. (Tr. 650). BellSouth claims that adoption of 
AT&T/WorldCom’s recommendation would “dramatically” slash its engineering factor. (Tr. 
650). 

As discussed above, AT&T/WorldCom assert that BellSouth’s engineering factor is overstated. 
This overstatement is the result of BellSouth’s factor assuming that an unreasonably large 
number of engineers are required to provide engineering services. (AT&T/WorldCom Post- 
Hearing Brief, p. 83). AT&T/WorldCom references a “span of control” concept to determine a 
ratio of engineers to construction technicians. The traditional ratio has been one (1) engineer per 
six (6) construction laborers or a 1:6 ratio. (Tr. 1267). In the embedded engineering data 
provided by BellSouth to support its engineering “factor,” the “span of control“ varies between 
one (1) engineer per 17.5 construction laborers to a ratio of 1.43 engineers to 1 construction 
laborer. (AT&T/WorldCom Post-Hearing Brief, p. 83). According to AT&T/WorldCom, the 
ratio of 1.43 engineers per construction laborer results in the incredible conclusion that BellSouth 
believes that it requires more time to engineer than to build particular outside plant. g. 
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AT&T/WorldCom have additional problems with BellSouth’s proposed engineering fador. In 
BellSouth’s “bottoms-up” veBion of the BSTLM, an engineerkg factor is applied to all 
telephone labor, contract costs and material cost developed by BSTLM. AT&T/WorldCom 
claim that this application is not appropriate because engineering costs are based on labor hours 
involved in installing the equipment, not the cost of the equipment itself. (AT&T/WorldCom 
Post-Hearing Brief, p. 81). AT&T/WorldCom cite to a letter fromBellSouth counsel filed in this 
docket that states BellSouth’s “internal cost estimating system, OSPCM.. .engineering 
factors ... are applied to labor costs. The BSTLM, however, was programmed to apply the 
factors to Telco labor, contractor costs, and material cost.” ( Tr. 1264) (emphasis added). In  
s m a I y ,  AT&T/WorldCom claim that BellSouth’s current proposal leads to anomalous results 
because its engineering factor is applied to equipment when it should only be applied to labor 
hours involved in installation efforts. 

However, AT&T/WorldCom stated that the rigidity of the BSTLM together with the inability to 
use the source code for the model prevented them fiom adjusting the BSTLM to base 
engineering costs on labor instead of material (AT&T/WorldCom Post-Hearing Brief, p. 82). 
Wihqut changing the model logic, AT&T/WorldCom advocates the use of the total cost of 
engineering, labor and material by Field Reporting Code (“FRC”) that BellSouth provided, and 
calculate the forward-looking cost of engineering as a percent of labor. Id. at 83. 
AT&T/WorldCom argue that this method is prekrable to allowing BellSouth to use a single year 
of data to develop an average engineering ratio. Id. 
The recommendations of Allegiance are consistent with those of AT&T/WorldCom. Allegiance 
agrees with AT&T/WorldCom that the cost for engineering outside plant should be based upon 
the labor involved, not the material Accordingly, Allegiance recommends that the Commission 
require BellSouth to mod@ the logic of the ETLM to allow engineering costs to be based upon 
direct labor plus contract direct labor. In addition, Allegiance argues that the ratio of engineering 
to labor should reflect a more realistic span of control than what BellSouth has proposed. 
(Allegiam Post-Hearing Brief, p. 28). 

Discussion 

The task for this Commission is to deternine a reasonable engineering loading factor based on a 
forward-looking network. First, as we have indicated herein, if at all possible, linear factors 
should not be used to recover costs in a ” ~ o ~ ~ o ~ s - u P ”  methodology. Second, we find that 
BellSouth’s factor is based on its historical and embedded costs. BellSouth’s arguments on the 
engineering ratios are within the realm of reasonableness. Although AT&T/WorldCom mamtam 
that BellSouth’s engineering factor is overstatid, the testimony that over the past four years 
BellSouth did not achieve the 1 :6 ratio for a s ingle plant was not directly c ontradicted. However, 
BellSouth’s proposed engineering factor was based on embedded costs. In an effort to reflect 
forward-looking efficiencies, the Staff has m&ed BellSouth’s facar. The Staffs modifcation 
reduces B ellSouth’s engineering costs b y 1 0.2 p ercent, compared to  the 5 0 p ercent a dvocated by 
AT&T/WorldCom. The Staffs recommended reduction is b ased on a 3 0.3 1 percent engineering 

~~ ~ 

’ Letter from Mr. Bennett L. Ross to Mt. Reece McAlister, Georgia Public Service Commission, Docket No. 14361- 
U, February 15,2002, page 1. 
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to labor ratio or an engineeringhechnician span of control of 1 engineer to every 3.3 technicians. 
The Commission finds that this span of control is easily attainable in a forward-looking 
environment and adopts Staffs recommendation. 

10. Cost of Capital 

Positions of the Parties 

The Federal Act allows incumbent local exchange carriers to earn a reasonable return on their 
investment. 47 U.S.C. §252(d)(l)(B). The overall cost of capital is determined by estimating the 
cost of debt and the cost of equity, and calculating the weighted average cost of capital. Because 
debt payments a re fixed, the c ost o f debt c an b e  directly computed. 0 n the other hand, the cost 
of equity is more complex to calcuhte and can be estimated using several diEeEnt 
methodologies. Two of the most common methodologies used to estimate the cost of equity are 
the discounted cash flow (“DCF”) method and the capital asset pricing model (“CAPW’). 

In Docket No. 7061-U, the Commission adopted an overall cost of c apital for BellSouth of 9.27 
perc&t. (Docket No. 7061-U; Commission Order, p. 29). Under the Third Amended Procedural 
and Scheduling Order, the Commission required BellSouth to incorporate this cost of capital into 
the cost study f3ed in this docket. 

In this proceeding, BellSouth proposes an increased cost of capital of 11.25 percent. (BellSouth 
Post-Hearing Briec p. 17). BellSouth witness, Randall S. Billingsley, used the single-stage DCF 
model, the CAPM, and the risk premium approach to reach a current cost of equity that falls 
within a range of 12.75 percent to 14.07 percent. (Tr. 920). 

In arriving at this cost of equity range, BellSouth used a goup of 20 companies fiom a 
population of 295 firms. BellSouth performed what is known as a cluster analysis to select this 
group of companies. While acknowledgmg that individually the companies a x  not precisely like 
BellSouth in tern of risk, Dr. Billingsley testifies that based on the measures of risk that 
BellSouth uses, the 20 companies as a group are comparable in risk to BellSouth. (Tr. 934-35). 

BellSouth argues that the current forward-looking cost of debt should be 7.58 percent. (Tr. 941). 
Dr. Billingsley derived this cost of debt through an analysis that involved the recent average 
yield to maturity on 30-year US. Treasury bonds and Aa-rated public utility bonds. (Tr. 941). 
Using a current cost of debt of 7.31 percent and a cost of equity fiom 12.75 percent to 14.07 
percent, BellSouth asserts that its calculations demonstrate the overall cost of capital for 
BellSouth is the range of 11.89 percent to 13.0 percent. (Tr. 950-51). Therefore, BellSouth 
argues that its proposed 11.25 percent rate is a conservative rate that actually understates 
BellSouth’s forwad-looking overall cost of capital. (BellSouth Post-Hearing Brief, p. 17). 
BellSouth also argues that its recommended cost of capital i s comparable to the cost o f capital o f 
gas and power companies. BellSouth asserts that it would be nonsensical to 
conclude that BellSouth, a company in a l l l y  competitive environment, would have a cost of 
equity lower than traditional, rate of return regulated companies. a. at 18. 

Id. at 17-18. 
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AT&T/WorldCom argue that BellSouth’s proposal is unreasonable and contradicts the findings 
of this Commission in Docket No. 7061-U. AT&T/WorldCom also stress that the burden of 
proof is on BellSouth to justify why the cost of capital should be increased AT&T/WorldCom 
argue that BellSouth has failed to meet that burden (AT&T/WorldCom Post-Healing Brie< 
p.192). In support of their position, AT&T/WorldCom offer their own calculation of BellSouth’s 
cost of capital. Based on an average of the three-stage DCF method and the CAPM method, 
AT&T/WorldCom determined that BellSouth’s cost of equity should be 10.53 percent. a. at 
193. 

AT&T/WorldCom sponsored the testimony of John I. %Heifer to respond to the testimony of 
Dr. BiUingsley. Mr. hh le i f e r  seleckd a comparison group of six large publicly traded 
telephone holding companies with major interests in telephone networks. To estimate the cost of 
equity for the companies in this comparison group, Mr. Hirshleifer used two altemative 
methodologies: (a) threestage DCF methodology based upon the future dividends for the 
comparable group of companies identified in step one and e) the CAPM, in which a “risk 
premium” was calculated for the comparable companies and then added to a risk free rate of 
return, (Tr. 1810, 1833). 

Mr. Hirshleifer criticizes BellSouth’s use of a single stage DCF Model. He asserts that 
BellSouth’s model assumes that above-average growth rates projected for the next 3-5 yean will 
continue forever. (Tr. 1869. This asamption on the part of BellSouth artiscially da t e s  the 
return on equity for these companies. (Tr. 1866). AT&T/WorldCom also argue that BellSouth’s 
DCF comparison group is inappropriate for this proceeding. AT&T/WorldCom note that Mi. 
Hirshleifer used other regional telephone holding companies in their DCF comparison group, 
while none of the 20 companies used by BellSouth is engaged in a busines similar to BellSouth. 
(AT&T/WorldCom Post-Hearing Brief, p. 198). For example, AT&T/WorldCom points out that 
BellSouth’s cluster analysis includes Anheuser Busch, without eqlaiing how the risk of selling 
beer is similar to the risks faced by BellSouth Id. at 198-99. 

, 

Mr. Hirshleifer asserts that reported data on the fonvard-looking debt costs incurred by 
BellSouth as of June 2001 indicates that a debt cost of 6.89 percent is appropriate. Mr. 
Hirshleifer testifies that it is more appropriate to use BellSouth’s own data than that of other 
public utilities, and that BellSouth uses its own data unless data fiom other companies increases 
rates. (Tr. 1879-80). 

By combining the calculated cost of equity of 10.53 percent and cost of debt of 6.89 percent, 
AT&T/WorldCom determined that the cost of capital falls within a range of 8.75 percent to 9.62 
percent. AT&T/WorldCom found the midpoint of those numbers to be 9.18 percent, which they 
propose this Commission adopt as the appropriate cost of capital. In support of their position, 
AT&T/WorldCom point out that this figure is similar to the cost of q i t a l  ordered by this 
Commission in Docket No. 7061-U. (AT&T/WorldCom Post-Hearing Brief, p192). 

Discussion 

The FCC has held that the TELRIC pricing methodology provides for the “reasonable profit” 
that is permitted under Section 252(d)(l)(B) of the Federal Act. (First Report and Order, CC 
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Docket No. 96-98, 7 699). In finding that an 11.25 percent rate of return was reasonable, the 
FCC stated that it would not ‘‘engage in a time-consuming examination” of the current 
marketplace to determine whether the percentage was too high. a. a t  1702. Instead, the FCC 
stated that the states were fiee to find that a higher or lower rate was appropriate. a. In Docket 
No. 7061-U, the Commission found that 9.27 percent was the appropriate cost of capital. The 
United States Supreme Court’s decision that an 11.25 percent cost of capital rate was a 
reasonable starting point again emphasizes that the FCC granted individual states the authority to 
m o w  the rate. Verizon Communications, Inc. v. FCC, 122 S.Ct. 1646, 1677. In addition, the 
Supreme Court noted that competition has been slow to materialize in local exchange retail 
markets. Id. 
In the analysis of the evidence and the determination of the appropriate capital structure, cost of 
debt and cost of equity, this Commission must determine that the return on common equity set in 
this proceeding is commensurate with returns on investments and enterprises with similar risks; 
that the return is adequate to ensure the confidence of the financial markets; and is sufEcient to 
allow the company to mamtain its cmlit worthiness and to allow it to attract capital as required 
on reyonable terms. 

AT&T/WorldCom argued that B ellSouth had the burden of proof to demonstrate why the cost of 
capital should be increased fiom the 9.27 percent in the last proceeding. BellSouth did not 
address the issue of burden of proof The Commission agrees that the starting point for this 
proceeding is 9.27 percent (in fact, the Commission established as much in its Third Amended 
Procedural and Scheduling Order), and concludes that BellSouth does bear the burden of proof in 
connection with a recommendation to increase it fiom 9.27 percent. Likewise, however, 
AT&T/WorldCom bear the burden in relation to their recommendation to decrease the cost of 
capital to 9.18 percent. 

, 

BellSouth has not met its burden of proof to establish that a higher cost of capital should apply in 
this proceeding. There is no indication that competition in the telecommunications malket has 
increased so sigruficantly that the maket risk to BellSouth warrants the Commission establishing 
an 11.25 percent cost of capital. In fact, as referenced above, the US. Supreme Court has 
reached the opposite conclusion about the progress of competition. 

The Commission also has problems with the methodology employed by BellSouth. First, the 
methodology used by BellSouth overestimates its cost of equity. The Commission previously 
indicated that differences in recommendations for the cost of capital are often based upon the 
comparison or proxy groups used in the financial models. And, as the Commission determined 
in Docket No. 7061-U, an amlysis using “BellSouth, the Bell Regional Holding Companies, and 
a group of independent telephone companies” is more appropriate than one using non-utility 
companies. The Commission consequently does not accept the comparables selected based on 
the “clusteJ’ methodology used by BellSouth. As pointed out in AT&T/WorldCom’s brief, 
BellSouth did not adequately demonstrate why the risks of the companies in the cluster group 
were comparable to those of BellSouth. (AT&T/WorldCom Post-Hearing Brief, p. 198-99). In 
addition, the Commission finds that BellSouth has inflated the cost of debt compared to what is 
established b y i ts o wn data. A T&T/WorldCom’s r ecommended 6.89 p ercent e stimate o f the c ost 
of debt was based on BellSouth’s actual forward-looking yields. (Tr. 1879). This percentage 
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compares to the 7.31 percent recommended by BellSouth. Last, BellSouth did not use an 
appropriate capital structure to determine the cost of capital for the use of network elements. 
BellSouth should have used a forward-looking taqet capital structure for the business of leasing 
network elements, rather than using the average madcet-value capital structures of companies 
such as Coca-Cola, which aE not similar to BellSouth (which itself owns LECs and network 
elements). This Commission found in Docket No. 7061-U that there was no clear evidence of 
how a forward-looking target capital structure would vary fiom BellSouth's actual capital 
structure. (Commission Order, p. 28). The Commission therefore concluded that it was 
appropriate to use BellSouth's actual capital structure. The Commission agam finds that 
actual capital structure adequately reflects what is likely to be a forward-looking capital 
structure. 

Id. 

The Commission's findings in Docket No. 7061-U regarding BeIEouth's cost of capital reMain 
reasonable, appropriate, reflect a forward-looking approach and will allow BellSouth the 
opportunity to earn a fair, just and reasonable return on equity for purposes of establishing cost- 
based rates in this proceeding. The Commission therefore concludes that the overall cost of 
capitas for computing costs in this procee- should be 9.27 percent. The Commission is in 
agrement with much of the testimony sponsored by AT&T/WorldCom on this issue. The 
difference between a cost of capital of 9.27 percent and the 9.18 percent recommended by 
AT&T/WorldCom is slight enough to result moE h m  minor adjustments that conflicts in 
principle. While the arguments advanced by AT&T/WorldCom effeclively rehted BellSouth's 
proposal, it did not meet a burden that the current cost of capital percentage should be modified. 

1 1. Depreciation 

Positions of the Parties 

Depreciation lives are the periods of time over which the cost of assets expected b wear out or 
become o bsolete a re allocated i n  order t o  provide recovery o f t hose c osts. D epreciation e xpense 
is a major cost that must be considered in establishing the cost-based rates in this proceeding. 
The rates proposed by BellSouth and AT&T/WorldCom contain assumptions about depreciation 
expense based on proposed lengths of depreciation plant lives. Shorter depreciation plant lives 
result in higher network element rates because a greater share of the cost of the investment in 
equipment is included each year as depreciation expense in the cost methodology. Longer 
depreciation lives lower the amount of depreciation that is factored into the UNE rates. 

BellSouth argues that the Commission should adopt the depreciation lives it provided in the 2001 
BellSouth Georgia Depreciation Study. BellSouth asserts that those depreciation lives are 
forward-looking and are consistent with those used for intrastate and external reporting purposes. 
(BellSouth Post-Hearing Brief, p. 16). BellSouth contrasts its depreciation lives with the FCC- 
prescrited lives, which it argues are not forward-looking, aE too long for technology sensitive 
accounts and are too old to use as a basis for depreciation rates in this proceeding. Id. 
According to BellSouth, the rapid charges in technology, which BellSouth must enibrace in 
order to stay competitive, shorten asset lives beyond those prescribed by the FCC. Id. at 17. 
BellSouth also notes that other state public service commissions have ordered lives shorter than 
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the FCC-prescribed lives, and that its proposed financial lives are consistent with those used by 
CLECs operating in Georgia. a. 
AT&T/WorldCom argue that the Commission should adopt the FCC lives that were previously 
ordered by this Commission in Docket No. 7061-U and which BellSouth was ordered to 
incorporate into the cost study filing in ’chis docket pursuant to the Third Amended Procedural 
and Scheduling Order in this docket. (AT&T/WorldCom Post-Hearing Brief, p . 203). According 
to AT&T/WorldCom, the FCC’s fonvard-looking approach uses the current technological 
developments and trends, each carrier’s most recent retirement patterns and plans, and rarely 
relies solely on historical data. Countering BellSouth’s argument, AT&T/WorldCom assert that 
the recent trends in depreciation reserve levels in the industry provide empirical evidence that the 
depreciation lives prescribed by the FCC have been forward-looking. Further, 
AT&T/WorldCom stress that more than 20 states have adopted such FCC-prescribed ives, or 
similar state prescribed lives, for use in TELRIC proceedings. (Tr. 1782). The FCC lives have 
been adopted recently by public service commissions in Florida, South Carolina, Mississippi, 
North Carolina, Louisiana and Tennessee. (AT&T/WorldCom Post-Hearing Brief, p, 203). 

AT&T/WorldCom also argue that BellSouth’s Depreciation Study is flawed for several reasons. 
First, BellSouth’s Depreciation Study relies on financial book lives using Generally Accepted 
Accounting Procedures (“GAAP”) that write off assets in a shorter time than their useful lives. 
AT&T/WorldCom argue that h w i a l  book lives, which are used in financial reports for 
investors, are n ot appropriate for use in  cost proceedings because they o verstate d epreciation. Id. 
at 207. M&T/WorldCom also state that the FCC rejected the use o f financial book 1 ives in  the 
cost model for Universal Service proceedings. a. 

Id. at 206. 

, 

Additionally, AT&T/WorldCom argue that the recent Supreme Court decision in Verizon 
provides ample support for this Commission to use the lives prescribed by the FCC to set 
depreciation rates for BellSouth in this proceeding. (AT&T/WorldCom Post-Hearing Brief, p. 
210-212). In VerizOn, the Supreme Court rejected the argument that TELRIC should not be used 
to establish the cost for W s ,  and found that the FCC’s depreciation and cost of capital rates 
were reasonable. Verkon, 122 S.Ct. at 1676-78. 

Discussion 

The Commission adopts the plant lives and depreciation rates as prescribed by the FCC for 
BellSouth’s operations in Georgia. This position is consistent with Commission’s conclusions 
made four years ago in the October 21, 1997, Order in Docket No. 7061-U, which directed 
BellSouth to use in its TELRIC studies the depreciation methodologies last prescn73ed by the 
FCC for Georgia in its cost study. 

In this proceeding, BellSouth has presented the same arguments that this Commission rejected in 
Docket No. 7061-U. Moreover, BellSouth argues, as it did in that docket, that it has the 
authority to establish its own depreciation rates in Georgia for intrastate purposes. While 
BellSouth may be free to establish the depreciation rates it finds appropriate for purposes of its 
accounting and financial reporting, this Commission decides what depreciation rates are 
appropriate to use for purposes of setting forward-looking UNE rates. The Commission 
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previously rejected these positions, and BellSouth presented no evidence to convince the 
Commission to decide otherwise in this proceeding. 

The Commission finds the adoption of FCC-prescribed lives, or similar state prescribed lives, in 
more than 20 states persuasive. The FCC orders and the evidence presented in this case satisfjr 
the Commission that the FCC-prescribed lives and rates are forward-looking and are reasonable 
for use in the cost studies in this proceeding. In addition, through its interpretation of the FCC’s 
First Report and Order, the Verizon decision establishes that a state commission has discretion to 
derive the appropriate depreciation rates. VerizOn, 122 S.Ct. at 1676. The Supreme Court 
indicates that the burden is on the incumbents to demonstmte that the “starting point” 
depreciation rates set forth by the FCC are not adequate. I_d. The Commission h d s  that for the 
reasons discussed above, BellSouth has not met that burden in this docket. 

12. Deavexaging 

Positions of the Parties 

The,fiCC requires state commissions to establish different rates for elements in at least three 
defined geographic areas within the state to reflect geographic cost differences. 47 C.F.R. 
§51.507(f). On April 4, 2000, the Commission established geographically deaveraged rates for 
certain UNEs and UNE combinations priced in  Docket Nos. 7061-U and 10692-U based upon a 
stipulation entered into by AT&T, BellSouth, MCI and Sprint on Ebruary 21, 2000. However, 
the stipulation provided that the deaveraged rates would remain in effect only until new rates 
were established in any future Commission proceeding. 

BellSouth argued that the Commission should continue to deaverage rates based upon 
BellSouth’s elristing rate group structure. Because geographically deaveraging rates in this 
manner results in lower rates in urban areas and higher UNE rates in m a l  areas, BellSouth 
advocates that the Commission encourage rate rebalancing. (Tr. 30-32). In addition, BellSouth 
indicated UNE combinations that include the local loop and local channels (up through the DS1 
level) and recurring rates for local loops and local channels (up through the DSI level) should be 
deaveraged. (Tr. 32). BellSouth contends that loops and local channels above DSl are 
developed on a per mile basis and do not need further deaveraging. (Tr. 33). Nor should 
switching be deaveraged because it does not vary by geographic zone. (Tr. 608). Costs for other 
UNEs may vary by geographic location, but according to BellSouth, the cost differences are 
reflected in the rate structure for these UNEs. (Tr. 33). 

The geographic deaveraging methodology that BellSouth used aggregated the wire center level 
costs into zones by separating the wire centers into rate groups based upon BellSouth’s General 
Subscriier Services Tariff (“GSST’). The rate groups were then separated into one of three 
zones. The wire center cost per line was multiplied by the line count for that element in the wire 
center. To calculate the average monthly cost for a specific loop or local channel in each zone, 
BellSouth added the total wire center level costs in the zone and divided by the total line count 
for that zone. (Tr. 35-36). 

AT&T/WorldCom sponsored the stipulated testimony of Gregory J. Damell. Mr. Darnell 
testifies that geographc deaveraging of UNE rates should be based upon the forward-looking 
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economic costs caused by different geographic areas. (Darnell Rebuttal Testimony, p 2). Mi. 
Darnell also contends that because BellSouth does not use the cost of fitcilities in each wire 
center to determine which wire centers are mapped to which geographic cost zones, BellSouth’s 
proposal to map Wire centers to retail rate groups violates the FCC Rule 51.503, which ‘fequires 
that BellSouth’s UNE prices be based on forward-looking economic cat.” (Damell Rebuttal 
Testimony, pp. 5-6). MI. Darnell testifies that South Carolina is the only state in the southem 
region to accept BellSouth’s deaveraging methodology; all other states that have considered the 
issue have rejected BellSouth’s proposal. Id. at 6-7. Mr. Darnell also testified that the only 
reason it agreed to the interim Georgia UNE deavemging stipulation which deaveraged rates 
based upon rate groups was because it was an interim agreement. @. at 7. There was no pending 
cost proceeding scheduled for the near fbtme and the parties reserved the right to challenge the 
Stipulation in any hture cost proceedings. a. at 7-8. 

Mr. Damell argues that the Commission should not continue to use retail rate groups to 
deaverage wholesale UNE rates. Instead, Mr. Darnell recommends that the Commission adopt 
the proposal by Sprint to deaverage rates. a. at 10. Sprint’s methodology, as  characterized in 
Mr. ?amell’s testimony, provides that the actual cost of providing a UNE anwhere w i t h  the 
state,or a geographically defined areas should be no greater than plus or minus 20 percent of the 
UNEs average price. a. at 9-10. Mr. Damell argues that the proper methodology is to rank wire 
centers from 1 owest cost per loop to highest cost per 1 oop. The next step i s to choose a concrete 
method to separate the ranking of the wire centers into UNE rate zones. Once this has been 
done, the total cost for each zom should be divided by the number of loops in the zone to derive 
an average loop cost for each UNE zone. WorldCom also urges the Commission not to engage 
in rate rebalancing, but rather to allow the competitive market to regulate rates. u. at 1 1 - 12. 

DOD argued that the Commission should reject BellSouth’s geographic deaveraging proposal 
because it does not reflect the relative cost of UNE in various areas of the state. (DOD Closing 
Brief, p. 25). In addition, DOD argued that BellSouth’s proposal was not cost-based and not 
consistent with the principles of the Federal Act or the guiding principles of this Commission. 
Id. Instead, DOD recommended that the Commission adopt the geographic deaveraging 
Gposal contained in the stipulation filed with the Commission. The stipulation was based on a 
plan adopted by the Alabama Public Service Commission. a. at 25-26. 

Discussion 

After testimony was filed on this issue, several parties to this proceeding entered into a 
stipulation on June 17, 2002 regarding geographic deaveraghg.6 That stipulation, which was 
filed with the Commission on June 17, 2002, provided a three-step methodology to deaverage the 
recurring costs of unbundled loops below the DS3 level as well as any corresponding sub-loops 
and loops in ambination. Once the wire center costs for the 2Wire Analog Voice Grade Loop 
- Service Level 1 (A-1.1) were determined in this proceeding, three (3) zones would be 
determined based upon the statewide average rate for A.l.l. Zone 1 would consist of wire 
centers with c osts 1 ess than 1 00 percent of the statewide average costs for A. 1.1; Zone 2 would 
consist of wire centers with costs fi-om 100 percent to less than 150 percent of the statewide 
average costs for A.1.1; and Zone 3 would consist of wire centers greater than 150 percent of the 

Representatives for AT&T, WorldCom, Covad, AccuTel and BellSouth signed the stipulation. 
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statewide average costs for A.l.l. The total loop-specific costs for those wire centers in Zone 1 
would be divided by the total number of loops in the Zone 1 wire centers to determine the Zone 1 
rate. The same process would be used for Zone 2 and Zone 3 to develop rates for those zones. 
This methodology would debermine which wire centers would be included in which zones. 
BellSouth’s cost models would use this Wire center to zone mapping to determine the deaveraged 
rates for all other loop types below the DS3 level as well as the corresponding sub-loops and 
loop combinations based upon the inputs and modeling assumptions established in this docket 

The Staff recommended that the Commission adopt this proposal as set forth in the stipulation 
The Commissions finds that the stipulated geographic deavemging proposal meets the 
requirement of the FCC’s applicable rules and is adopted. The rates attached to this Order in 
Appendix A a= based upon the finding herein. 

13. Collocation 

Collocation of CLEC facilities in BellSouth’s central offices is an hportant prequisite to local 
service and DSL facilitiesbased competition. Section 251(c)(6) of the Federal Act requires 
ILEGS such as BellSouth to provide physical collocation of equipment necessary for 
interconnection or access to unbundled network elements “on rates, terms and conditions that are 
just, reasonable and nondiscriminatory. . .” 47 U.S.C. 0 251(c)(6). 

Physical collocation is when a CLEC uses space on BellSouth’s premises. In physical 
collocation, the CLEC uses space belonging to BellSouth to place equipment necessary for 
interconnection or access to unbundled network elements. See 47 U.S.C. 251(c)(6). The CLEC 
owns and is responsible for mamknance and insurance of its collocated equipment. Virtual 
collocation is also when a CLEC uses space on BellSouth’s premises to place equipment 
necessary for interconnection or access to unbundled network elements. However, in virtual 
collocation, BellSouth leases the CLEC’s equipment for a nominal rate. BellSouth commonly 
installs the equipment in its equipment line-up and provides all maintenance and repair on the 
equipment. BellSouth charges the CLEC for that maintenance and repair. 

BellSouth has proposed recurring and nonrecurring rates for more than 85 collocation e l e m t s  
for each of the W e m t  forms of collocation. BellSouth argues that its cost studies for 
collocation elements adhere to the ‘IELFUC pricing rules and that they are just, reasonable and 
nondiscriminatory. (BellSouth Post-Hearing Brief, p. 48). BellSouth asserts that it has provided 
this Commission with sufficient data upon which to adopt BeJlSouth’s collocation rates. Id. at 
49. 

AT&T/WorldCom and NewSouth were the only other parties to file testimony and briefs on 
collocation. These parties took the position that BellSouth’s cost studies for collocation elements 
should be rejected because they do not comply with TELRIC principles and are riddled with 
historical cost inaccuracies. In particulary NewSouth complains BellSouth has not presented a 
valid basis for determining the TELRIC cost of providing DC power, therefore the Commission 
should continue to base BellSouth’s DC power charges on the TELFUC cost determined in 
Docket No. 7061-U. (NewSouth Post-Hearing Brief, p.18). 
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The Commission recognizes that collocation was the subject of extensive testimony by the 
p a ~ e s  and is an important prequisite to facilities-based competition. The primary issues 
related to collocation are discussed below. 

DC Power Rates Based on Capacity 

Positions of the Parties 

BellSouth makes DC power available for a CLEC’s physical collocation space at a BellSouth 
power board or a BellSouth battery distribution fuse bay (“BDFB’?. The equipment used by 
CLECs in collocation facilities often requires the use of substantial levels of DC power. 
Consequently, costs related to DC power are primary contributors to a CLEC’s overhead. 

Currently, BellSouth’s recurring rates for DC power are based on fused ampere capacity rather 
than on the amps actually consumed There are two amp-based loads specified for every piece of 
equipment - a List 1 a d  a List 2 Dram. List 1 dram is what the l l l y  fimctional equipment uses 
under normal operating conditions according to the manufacturer. List 2 dram is what 
equipbent uses in rare circumstances of power plant distress. Engineers set fuse sizes at 125 
percent to 150 percent of the List 2 drain (or maximum expected drain) that a piece of equipment 
is expected to draw at any given time in order to ensure that the equipment has enough power, 
but more importantly to prevent power surges fi-om damaging equipment and to prevent 
mahctioning equipment fhm harming the power plant 

Through the Direct Testimony of witness W. Bemad Shell, BellSouth argued that it should be 
allowed to charge CLECs for DC power based on fused amps (as established by a BellSouth 
Certified Supplier Engineer) rather than based on actual amps used by the CLEC’s equipment 
(Tr. 730).7 BellSouth states that charging based on fused arnps is consistent with the 
Commission’s order in Docket No. 11901-U, the MCI-BellSouth Arbitration. (Tr. 730).* 
BellSouth also argues that CLECs are charged only for the equivalent of List 1 drain or load of 
the equipment because BellSouth takes the &sed amps times .67 to account for a hse sized at 
1.5 the List 1 drain. (Tr. 769). 

AT&T/WorldCom argue that the size of a fuse does not correlate to the amount of power a piece 
of teleccanmunications equipment uses; therefore the size of the fuse is not an appropriate basis 
for the rates CLECs pay for DC power. (AT&T/WorldCom Post-Hearing Brief p .  163). DC 
power rates should based on actual usage because this is how BellSouth incurs cost. Basing the 
cost of DC power on the fused capacity results in a substantial over movery for BellSouth. a. 
at 164. AT&T/WorldCom recommend metering to capture CLEC power usage. Id. at 166. 

~~ ~~ 

’ BellSouth contends that its cost to provide one amp is $7.50, but BellSouth only charges $5.00 per fused amp 
because fuses are sized at 150% of the actual amps used by the equipment. 

Arbitration of Certain Terms and Conditions of Proposed Agreement with BellSouth Telecommunications, Inc., 
Concerning Interconnection and Resale Under the Telecommunications Act of 1996, Docket No. 11901, (Order, 
dated, March 7,2001). In that proceeding, this Commission approved fused based pricing because it found that 
installing and reading power meters to account for actual usage would place an undue burden on BellSouth. 
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AT&T/WorldCom challenge BellSouth’s assertion that charging for only 67 percent of fked 
capacity accounts for i ts requirement that fuses b e sized a t  1.5 times the a ctual D C p ower u sage. 
Specifically, AT&T/WorldCom contend that engineers do not size h e s  based on List 1 drain, 
which reflects actual expected power use, but based upon the List 2 dmq which reflects the 
maximum amps a piece of equipment could, but rarely if ever will, use. (Tr. 1685). 

AT&T/WorldCom assert that in Docket No. 1 1901-U this Commission only rejected the use of 
meters to determine power usage because of the burden on BellSouth. (AT&T/WorldCom Post- 
Hearkg Brief, p. 166). AT&T/WorldCom also reference the Tennessee Regulatory Authority’s 
(“Authority”) recent order in support of usage based rates for DC power. u. 
NewSouth indicated that when a CLEC takes power directly fiom BellSouth’s power board, 
BellSouth’s 225 amp minimUm fuse size requirement might be several multiples greakr than the 
CLEC’s equipment’s actual power requirements. As NewSouth explains, “[ilf NewSouth 
installs its own B DFB to power equipment that uses 40 amps of DC power, BellSouth will bill it 
for 225 amps ...” (NewSouth Post-Hearing Brief, p. 3). NewSouth also contends that BellSouth 
has t,he ability to use meters to determine power usage because BellSouth’s engineeing 
guidelines already require metering capability when CLEC’s install their own BDFBs. Id. at 9. 
NewSouth claims that it would be substantially overcharged as a result of basing charges on 
amps available, rather than used. Id. 

Discussion 

The Commission agrees with AT&T/WorldCom and NewSouth that usage-based pricmg is 
consistent with TELRIC principles. BellSouth should only charge CLECs for the DC power 
they actually c o m e .  Although the order in Docket No. 11901-U authorized fbsed-based 
pricmg for DC power, that holding was based on the evidence before the Commission in that 
proceeding and on a finding that installing and reading meters would impose an undue burden on 
BellSouth. The evidence presented in this docket, however, establishes that BellSouth does have 
the ability to install and read meters. In addition, the commission notes that a k  it issued its 
decision in Docket No. 1 190 1 -U, the Authority voted to install meters in Termessee. 

The most sensible solution is to order usage-based pricmg, while recognizing the costs BellSouth 
may incur to install and read meters. The Commission adopts the Staff recommendation to 
require BellSouth to offer CLECs the option of being billed for power on a load amp basis. 
BellSouth is ordered to file a supplemental cost study setting forth such costs within 45 days of 
the date o f t his 0 rder. C LECs and any other interested party will be  a llowed fourteen (14) days 
after that filing to analyze the cost study and file comments addressing the cost study. The rate 
that this Commission has determined for power based upon per load amp is discussed in Section 
(b) herein. 
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b) Investment per DC Fused and Load Amp 

Position of the Parties 

BellSouth argues that the methodology it used to develop its proposed investment of $286.00 per 
fused amp for setting its DC power rate is forward-looking and cost-based. BellSouth witness 
Mr. Shell testified that BellSouth’s proposed investment per DC amp is based on data fiom 711 
actual collocation projects throughout the region. (Tr. 763). Mi. Shell’s testimony responds to 
criticism that BellSouth’s methodology was not TELRIC-compliant with the assertion that costs, 
such as power cabling, that would not apply on a forward-looking basis were backed out. (Tr. 
763). BellSouth points out that it has used actual power jobs and actual bills from the vendor, 
and that the vendor it uses on all power j obs provides the same pricing structure regardless of the 
type and size of the job. (Tr. 763-64). Mr. Shell testifies that “the reason BellSouth chose to 
develop a regional number is to ensure that a suEcient number of jobs were used to develop a 
reliable forward-looking investment per DC amp.” (Tr. 766). Furthermore, BellSouth argues 
that it is entitled to use augments to determine power costs because the Advanced Services Order 
allow? an ILEC to recover space preparation and other needed collocation charges on a pro-rata 
basis, a, Advanced Services Order, FCC 99-48, CC Docket 98-147,n 51 (rel. Mar. 31,1999). 
BellSouth reasons that the FCC must have determined that such augments wex TELRIC- 
compliant since it allowed ILECs to recover the cost. (Tr. 764). 

AT&T/WorldCom assert that BellSouth did not provide a TFiLIUC-compliant inveshent cost 
study for DC power in this proceeding. Specifically, AT&T/WorldCom complain that BenSouth 
developed this new investment for DC Power exclusively on the basis of power augments for 
collocators, and not based on the total demand for DC power placed on the power plant for all 
users. Steven Turner, t e s w g  on behalf of AT&T/WorldCom, stated TELRIC 
principles require that investment for DC power be based on total demand. (Tr. 1673). Mr. 
Turner testified that augments “do not provide the scale economies in the derivation of the DC 
power investment that BellSouth benefits from based on its installation of a comprehensive DC 
power plant.” (Tr. 1674). 

(Tr. p. 1673). 

As was pointed out during NewSouth’s cross-examination of Mr. Shell, none of the 711 power 
augments used by BellSouth to develop the investment per DC amp for Georgia were perfomed 
in central offices in Georgia. AT&T/WorldCom argue that BellSouth’s fdure to 
include Georgia jobs skew results in favor of BellSouth because theR are large variances in the 
average cost per job in each state. (AT&T/WorldCom Post-Hearing Brief, p. 169). 
AT&T/WorldCom argue that BellSouth excluded Georgia data because the augment jobs in 
Georgia would have reduced the DC investment amp fiom the proposed rate to one that would be 
closer to the current rate. a. 

(Tr. 810). 

NewSouth a sserts that B ellSouth has b ased its cost study with respect to DC p ower on the short 
run costs incun-ed in augmenting its DC power plant in response to CLEC requests, rather than 
the long-run cost of providing DC power to all of the equipment i n  a central o ffice. ( NewSouth 
Post-Hearing Brieg pp. 3-4). NewSouth states that the short run cost analysis is inefficient and 
contrary to FCC pricing regulations. a. NewSouth also complains that data inadequacies render 
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BellSouth’s cost study inaccwate in its measure of the inefficient short run costs upon which 
BellSouth seeks to base its power charges. Id. at 4. 

Discussion 

TELRIC requires that costs be based on the total demand or total quantity for the element. 
BellSouth’s study, which relies solely on power augments, does not account for possible scale 
economies that could arise in connection with the installation of a comprehensive DC power 
plant. The Commission finds that its decision is consistent with the FCC’s Advanced Services 
Order. The Commission did not hold BellSouth solely responsible for the costs related to 
augments; the Commission rejected BellSouth’s proposed increase because, in violation of 
TELRIC principles, BellSouth’s study relied solely on power augments. 

Particulady troubling is BellSouth’s failure to use any Georgia-spec& data in setting its rate for 
Georgia. While BellSouth defended its use of regional data based on use of the same vendor, it 
was undquted that there were differences in the average costs per state for augment jobs. (Tr. 
811). , Because BellSouth has not provided this Commission with reliable data that j d e s  an 
increase in the investment per amp, the Commission agrees with the Staff recommendation that 
that the physical and virtual collocation DC power investment should be the same as ordered in 
Docket No. 7061-U. In that proceeding, the Commission found that a charge of $165.80 per 
fused amp was appropriate. Consistent with the Commission’s decision to require BellSouth to 
offer power on a per load amp basis, the Commission adopts the Staff recommendation to use 
AT&T/WorldCom’s proposal of $247.463 per load amp for DC power. 

c) Fiber and Copper Cable Entrance Facilities 

Positions of the Parties 

BellSouth asselts that its cabling distance is neither discriminatory nor inaccurate. BellSouth 
witness Mr. Shell responded to the criticism raised by AT&T/WorldCom .witness Mr. Turner. 
Mr. Shell testified that AT&T/WorldCom’s recommended approach to estimating cabling 
distances gives too much weight to its minimum cable length scenario. (Tr. 780). According to 
BellSouth, AT&T/WorldCom’s minimum cable length calculation relies on assumptions of an 
unlikely, if not impossible, best case scenario. (Tr. 780). 

AT&T/WorldCom aigues that BellSouth’s inclusion of costs for Outside Plant Engineering 
(“OSPE”), Common Capacity Systems Management and manhole contract labor in its rates for 
Fiber and Copper Entrance Cable Facilities is improper because the CLEC is required to install 
the fiber and copper entrance cable. (AT&T/WorldCom Post-Hearing Brief, p. 176). Therefore, 
AT&T/WorldCom argue that these costs should be removed fiom BellSouth’s Fiber and Copper 
Cable Installation non-recurring rates for physical and virtual collocation. Id. 

AT&T/WorldCom also argue that there is also a double count of the “connect and test” function 
in the copper entrance cable facilities installatioR Id. Mr. Turner testified that it is not necessary 
to include labor hours in both rate element H.1.57 and rate element H.1.58. (Tr. 1701). 
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AT&T/WorldCom takes the position that one should be removed. 
Hearing Brief, p. 176). 

(AT&T/WorldCom Post- 

AT&T/WorldCom argue that BellSouth should have proposed separate rates for entrance cable 
installation depending on whether splicing is required. Id. Since splicing is usually not required, 
AT&T/WorldCom contend that BellSouth’s proposed rates result in a CLEC being overcharged 
because BellSouth does not always perform the splicing. @. at 176-77. 

AT&T/WorldCom also assert that BellSouth overstated the average cable length in its fiber and 
copper entrance cable support structure rates. Specifically, AT&T/WorldCom argue that the 
average cable lengths used by BellSouth are discriminatory and inaccurate. Id. at 179. 
According to AT&T/WorldCom, the lengths proposed by BellSouth are consistent with the 
maximum distances fiom vital interconnection points within the celltral office. Id. 
AT&T/WorldCom propose an alternative approach for developing cabling distances based on h e  
maximum and minimum distaxes bemeen two points in a central office. (Tr. 1706-07). This 
approach results in a reduction of the average cable lengths used by BellSouth. 

Discussion 

The Commission agrees with AT&T/WorldCom’s position regading Bells outh’s average cable 
lengths in fiber and copper entrance cable support structure rates. BellSouth’s average lengths 
reflect the maximum possible distance between interconnection points in a central office, which 
is inappropriate for use in an efficient, fonvard-looking TELRIC based detennination. Including 
both maximum and minimum cable lengths in the methodology, as AT&T/WorldCom has done, 
results in a more accurate estimate of actual costs. Accordingly, the Commission adopts the 
Staff recommendation to reduce the cable lengths to 210 feet for virtual collocation copper and 
fiber entrance cable, 200 for physical collocation for entrance cable and 240 feet for physical 
collocation copper entrance cable. 

d) Cablingcost 

Positions of the Parties 

To determine proposed cost for cable racking, BellSouth estimated the cable distances and 
racking capacity. BellSouth 
criticizes AT&T/WorldCom’s recommended approach to estimating cabling distance and 
complains that AT&T/WorldCom’s best case scenario “would be extremely optimistic, more 
likely impossible.” (Tr. 780). Furthermore, BellSouth criticizes AT&T/WorldCom’s use of the 
assembly point arrangement as a comparison to its calculated cable distance. BellSouth asserts 
that the assembly point arrangement, used as an option for interconnection is not a collocation 
mangement, and thus does not provide a valid comparison. (Tr. 780). 

BellSouth asserts that its cabling distance is not discriminatory. 

AT&T/WorldCom make the point that BellSouth’s position on the use of estimates is 
inconsistent. W e  BellSouth criticizes AT&T/WorldCom for its use of estimates, BellSouth 
relies on estimates for cable distances and racking capacity. (AT&T/WorldCom Post-Heakg 
Brief, p. 179). AT&T/WorldCom state that the difference in the parties’ recommendations is not 
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that one is an estimate and one is not; but rather, that its recommendation reflects forward- 
looking least-cost rates and BellSouth’s does not. @. A T&T/WorldCom argue that B ellSouth’s 
cabling cost appears to be based only on maximum cable distances. AT&T/WorldCom do not 
suggest that the CLEC cable distances should be the same as BellSouth’s, but contend that the 
distances should not result in the collocator being placed as far away as possible from 
interconnection points as BellSouth has assumed. a. AT&T/WorldCom offer an alternative 
approach which averages best case and worst case scenarios for cabling distances, by 
incorporating both maximum a d  minimUm cable lengths into its recommendation. (Tr. 1709). 
AT&T/WorldCom defends its use of the assembly point option for comparison purposes by 
staling that the distances BellSouth assumes for cabling with the assembly point option are 
indicative of the distances that should have been used for collocation. (AT&T/WorldCom Post- 
Hearing Brief, pp. 179-80). Accordingly, AT&T/WorldCom recommend that the Commission 
reject BellSouth’s assumptions, which are not based on a forward-looking and nondiscriminatory 
evaluation of distances between collocators and BellSouth equipment. (Tr. 1712). 

Discussion 

The. Commission agrees that BellSouth’s study is not based on a forward-looking and 
nondiscriminatoq evaluation of distances between collocators. Cabled distances should not be 
estimated based on the collocator being placed as far away as possible from interconnection 
points. The Commission 
agrees with the Staff recommendation to mod@ the physical collocation cable distance to 240 
feet for two and four Wire cross-connect (assembly point collocation option), 180 feet for all 
fiber cross-connects and 180 feet for all cross connects for virtual collocation. 

Further, the assembly point option provides a usehl comparison. 

e) POT Frame Utilization Rates 

Positions of the Parties 

BellSouth used a fill facbr for Point of Terrnination frames in its collocation cost study that was 
less than half of the fill facbr it used for all other hm equipment. BellSouth witness Mr. Shell 
testified that the POT frame krrnination should continue to be subject to different fill factors 
because BellSouth no longer requires CLECs to use POT b e s .  (Tr. 783). BellSouth only 
assesses POT frame charges to CLECs that continue to have POT frames under old agreements 
that pre-dated this change. (Tr. 783). 

AT&T/WorldCom argue that BellSouth should apply the jill factor used for all other terminal 
equipment to POT frames. (Tr. 1715). According to AT&T/WorldCom witness Mr. Turner, 
BellSouth is responsible for engineering the POT frame and can therefore engineer it so that it is 
as efficient as the other f ime  equipment that BellSouth uses. (Tr. 1715). Mr. Turner asserts 
that BellSouth should be required to utilize a fill fhcbr that is consistent wi& the engineeling it 
applies to its terminal h e s  within its central office. (Tr. 1715-16). Thus, AT&T/WorldCom 
propose that BellSouth bring all termination h e s  under a single fill facbr consistent with the 
percentage it uses for all other terminal equipment to POT frames. (Tr. 17 16). 
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Discussion 

The Commission agrees with AT&T/WorldCom’s conchsion. The mere fact that BellSouth no 
longer requires CLECs to use the POT frame should not result in a different fill factor. The 
Commission adopts the Staffs recommendation to apply a single fill factor that is the same as 
BellSouth uses for all other h m e  equipment. 

f) Application Costs 

Positions of the Parties 

BellSouth charges a CLEC an application fee each time the CLEC requests collocation space. 
BellSouth defends this practice with the argument that it takes more time to complete the 
necessary functions on a subsequent application than on the initial application. (Tr. 774). This 
additional time is the result of new agreements or amendments to the agreements that have been 
enacted since the initial collocation was established. (Tr. 774). BellSouth responds to 
AT&T/WorldCom’s criticism conceming the time shown for the Outside Plant Engineekg with 
the Ggument that the avemge time shown for the OSPE was the 30 mjnutes included in 
BellSouth’s study. BellSouth admits that the level of Parsons Engineeling is less for 
subsequent applications, but states that the fee charged to it is a based on an average for both the 
initial and subsequent applications. (Tr. 775). 

(Tr. 775). 

As discussed in part above, AT&T/WorldCom raised several issues with BellSouth’s application 
charges. The problems relate to AT&T/WorldCom’s position that the rate for a subsequent 
collocation application should be sigdicantly less than the cost for an initial application. 
BellSouth’s proposed rate for a subsequent application i s only $250.00 less than the c osts for the 
initial application. AT&T/WorldCom point to three problems with BellSouth’s proposed cost 
structure. First, the Job 58 function, which is pefiormed by the Account Team Collocation 
Coordinator, shows 6.5 hours for an initial application and 7.5 hours for subsequent applications. 
AT&T/WorldCom does not believe that the increased time related to subsequent applications is 
justified. (Tr. 1696-97). AT&T/WorldCom cites the lack of detail in BllSouth’s explanation of 
the activities for a subsequent application for support. (TI. 1697). 

Second, AT&T/WorldCom assert that there is virtually never any OSPE involved in a 
subsequent application. (Tr. 1697). Third, AT&T/WorldCom assert that the level of Parsons 
Engineering should not be the same in initial and subsequent applications. AT&T/WorldCom 
contend that the level of engineeling would almost always be sigrdcantly less for a subsequent 
application a d  that BellSouth has provided no information substantiating its levels of PaIsons 
Engineering. (Tr. 1697-98). 

Discussion 

The Commission agrees with AT&T/WorldCom that BellSouth has overstated the cost of 
subsequent applications for collocation space. BellSouth has not provided sufficient evidence to 
just@ increasing the hours of the ATCC for subsequent applications. The evidence supports 
that BellSouth provided greater detail on the activities for the initial application than the 
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subsequent ones. (Tr. 1697). This lack of detail for slbsequent applications is not justifled since 
BellSouth claims that more time is necessary for subsequent applications. The Commission 
adopts the Staff recommendation to use the 6.5 hours for the ATCC to review of both an initial 
and subsequent collocation application. The 6.5 hours for an initial application is consistent with 
BellSouth’s testimony. That a subsequent application could demand equal review time was 
within the range of reasonableness contemplated by AT&T/WorldCom’s witness, Mr. Turner. 
(Tr. 1697). 

BellSouth’s explanation that the Parsons Engineering fee is based on an average between initial 
and subsequent applications is sensible. No part of the reduction to BellSouth’s proposed rate 
for subsequent applications pertained to this particular critique by AT&T/WorldCom of 
BellSouth’s proposal. BellSouth simply did not demonstrate that subsequent applications cost 
more than the initial applications. 

g) Space Availability ReportlCage PreparatiodSecurity Access Cards 

J Positions of the Parties 
, 

A Space Availability Report is an inventory of available space. When a CLEC submits a 
collocation request, BellSouth charges the CLEC to recover its cost of providing a Space 
Availability Report. The dispute between the parties on this issue relates to the amount of time it 
takes BellSouth to develop these reports. More specifically, the parties disagree on what 
benchmarks should be relied upon in deriving a reasonable work time. 

BellSouth emphasizes that it is entitled to recover its costs. Since it doesn’t know what 
assumptions other companies make in developing their charges, BellSouth focuses its testimony 
on its approach. BellSouth developed the costs of providing Space Availability Reports by 
determining work groups involved and the amount of time they would require to produce a 
report. (Tr. 776). BellSouth then multiplied the work time by the appropriate labor rate and cost 
factors. (Tr. 776). BellSouth justifies its proposed Space Availability Report rate by comparing 
it to rates approved by other state commissions in the BellSouth region. (Tr.776). 

AT&TiWorldCom raise several arguments for why BellSouth’s Space Availability Report 
charge should be reduced. First, BellSouth’s proposed non-recurring charge for a Space 
Availability Report in this proceeding is more than double the rate in the Northeast region and 
more than elght times the rate in the Midwest region. (AT&T/WorldCom Post-Hearing Briet p. 
177). Furthermore, if two CLECs request a report on the same day, both CLECs end up paying 
$1,958, even though BellSouth only performs this function once. Id. 

AT&T/WorldCom also assert that several of the inputs used by BellSouth are improper or 
overstated. AT&T/WorldCom recommends that BellSouth’s inputs for the Common Systems 
Capacity Management Function be reduced and that any inputs other than those for the ATCC be 
eliminated. (Tr. 1700). 
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Discussion 

The Commission agrees with AT&T/WorldCom that BellSouth’s costs are overstated. BellSouth 
did not explain adequately why its costs for space availability reports were so much higher than 
other regions of the country. While it may be conceivable for minor differences to exist, it is not 
readily understandable why such a substantial disparity should exist between companies for this 
particular issue. This disparity, coupled with the evidence that BellSouth’s proposal would allow 
it to  charge C LECs separately for work it only h ad to p erform once, s upports the conclusion that 
BellSouth’s proposed costs are overstated. That said, the Commission does not accept all of the 
recommendations made by AT&T/WorldCom on this issue. The Commission adopts the Staff 
recommendation to make the following modification to BellSouth’s cost study, which provides 
that BellSouth shall reduce the engineering hours to 3.0 for Common Systems Capacity 
Management (CSCM) and to 4.0 for the Corporate Real Estate and Support (CRES) for physical 
collocation space availability reports per central office. 

15. Switching 
, 

1 Positions of the Parties 

A switch interconnects lines and trunks. BellSouth uses a two-stage process to develop its 
switching material prices. First, BellSouth develops fimdamental studies to i d e e  material 
prices for basic switching functions. Seccnd, BellSouth identifies which switching function each 
network element or retail service uses and the material prices unique to that element or service. 
(Tr. 551). BellSouth uses several models in this proceeding to develop switching rates that were 
not used in Docket Nos. 7061-U or 10692-U. First, BellSouth uses the Switching Cost 
Wormation Sys t edode l  Office (SCISNO) to determine its fundamental switch investments. 
(Tr.551). BellSouth uses SCISNO to calculate the costs incurred for purchasing the switches in 
the Georgia network. Next, the output of the switch investments from SCISMO is used as 
inputs to another new model BellSouth recently developed - the Simplified Switching Tool 
(“SST”). (Tr. 554). These outputs are allocated to either the “port?’ (flat rate) or the “minute of 
use’’ category. (Tr. 554). The SST-P develops the port costs, and the SST-Ug develops the 
minute of use and composite feature costs. The outputs fiom the SST-P and SST-U are then 
used as inputs to the BellSouth Cost Calculator (“BSCC’) to develop the monthly recurring 
switching rates. (Tr. 554). 

Because the SCISMO uses a “bottoms-up approach” to determine the material prices for the 
switches used in the cost study, one of the important inputs to SCISMO is the discount off the 
list price BellSouth receives fiom switch vendors. (Tr. 739-41). When BellSouth buys a new 
switch to serve a new community or replace an older Switch, BellSouth receives a two-tiered 
discount structure fiom the manufacturer. a “new” discount for new equipment and a lower 
“growth” discount for equipment purchased as growth or upgrades to the existing switch. 
(BellSouth Post-Hearing Brief, p. 26). In the cost study, BellSouth applied the new discount it 
calculated to the equipment that would be for a new switch and a “meld” of the new znd growth 
discount it calculated to equipment that could be purchased for either a new switch or as growth 
discount. a. at 26-27. BellSouth based its meld of new and growth discounts on “real-world” 

The “P” stands for port, and the “U” stands for usage. 
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numbers by incorporating actual replacement and new switch orders. u. at 27. In developing 
the switching investment associated with switching costs, BellSouth used its manufBclurer billing 
data for switch material fiom its internal databases to determine the actual material price it paid 
for the switches. Id. 
BellSouth claims that precedent is on its side on this issue. It argues that this Commission has 
previously rejected in Docket Nos. 7061-U and 10692-U the position advanced in this 
proceeding by AT&T/WorldCom witness, Catherine Pitts, that melding of new and growth 
discounts is inappropriate. BellSouth also cites to the FCC’s decision approving Verizon’s 
application for in-region interLATA authority in New York to support its position that the 
melding of new and growth discounts does not violate TELRIC.’o I_d. at 28. In AT&T Corn. v. 
FCC, 220 F.3d 607 (2000), the United States Court of Appeals for the District of Columbia 
Circuit a-ed the FCC decision. In addition, BellSouth raises the policy argument that to 
adopt AT&T/WorldCom’s method of using the switch contracts to determine the applicable 
discount requires “mathematical gyrations” because switch contracts are very complex and 
require the use of assumptions to arrive at an estimated discount. Id. at 29. 

Bellgouth disagrees with AT&T/WorldCom regarding the allocation of the equivalent POTS half 
calls (“EPHC”) investment and getting started costs. According to BellSouth, these costs are 
driven by usage volumes and should be assigned to the minute of use and features costs. This 
assignment is appropriate because EPHC is based upon the real time capacity of the switching 
module processor and SCISMO outputs the “getting started” investments in terms of dollars per 
millisecond, not dollars per line. The vendor documentation supports allocating these costs to 
the minute of use and feature costs. (Tr. 744-45). 

BellSouth contends that the “feature per port” costs developed by the SST-U model and the 
feature specific hardware study are appropriate. The new SST-U m ode1 i s more open for public 
inspection and simpler than the SCISLN model.” (Tr. 750). In order to determine the composite 
feature rate, BellSouth assessed the average busy hour usage for a feature, which switch 
resources the feature used and the number of features an average customer would use. The 
average busy hour demand was multiplied by the number of features used by the average user to 
determine the average busy hour feature calls per line. This information and the 
results of a feature hardware cost study were used as inputs into the SST-U model to determine 
the UNE material price for features. (Tr. 751). Although SCIS/IN uses thousands of individual 
processor times, B ellSouth maintains that i ts use Q f the same processor tirne for the 56 features is 
reasonable considering it examined the individual processor times The assumption that each 
feature uses approximately the same amount of processor time is reasonable because BellSouth 
is developing an average cost study. (Tr. 756). BellSouth contends that the projected average 
feature busy hour calls is reasonable because it only applies to subscribers that use features, not 
to every busy hour call across all lines. (Tr. 756). BellSouth also argues that the SST-Umodel 
accounts for how Lucent and Nortel switches process feature calls. (Tr. 756). 

(Tr. 750). 

lo  The citation for the FCC decision is 16 FCC Rcd. 3953,4085. 
l 1  Switching Cost Information System - Intelligent Network (“SCIS/IN”) was the model BellSouth previously used 
in conjunction with SCIS/MO to determine feature costs. 

Commission Order 
Docket No. 14361-U 

Page 49 of 69 



AT&T/WorldCom argue that the switch discount inputs BellSouth has used in the cost study to 
develop switching costs significantly overstate switch costs and skew UNE switch rates. 
(AT&T/WorldCom Post-Hearing Brief, p. 144). The switch discount for @ut into the 
SCIS/MO should be computed based on BellSouth’s contracts, rather than the “sample” of 
billing data. BellSouth’s use of a small “ample” has resulted in a discount that is less than if all 
of its switch contracts were incorporated. Id. at 145-47. I n addition, AT&T/WorldCom argue 
that TELRIC requires the use of a new discount, and that BellSouth’s melded discount does not 
comply with TELRIC. Id. at p. 149. The meld does not replicate the prices that would exist in 
a competitive market. Id. at 149-50. AT&T/WorldCom state that given the FCC’s decision in 

the Commission has the authority to approve switch rates based upon a 100 percent 
new switch discount. a. at 15 I .  

AT&T/WorldCom offer an alternative to its primary recammendation should the Commission 
determine that a melded discount should be used. AT&T/WorldCom claim that BellSouth’s 
calculation of its melded discount is flawed First, the methodology employed for determining 
its new discount for the melded discount is inconsistent with the new discount established in the 
switch contracts. Second, the discount assumes too much of the lower growth 
discount than what should be applied in a forward-looking cost study. a. AT&T/WorldCom 
proposed an alternative discount for use in the cost study based on the assumption that all new 
switches are purchased to serve current demand and that the higher growth equipment is 
purchased to serve forecasted growth over the life of the switch. Id. at 152- 53. 

Id. at 152. 

Ms. Pitts testijied that the “getting started” cost of a switch (those costs associated with the 
central processor, maintenance, administrative, test, and spare equipment, memory and other 
common equipment in the switch) and EPHC costs should be assigned to the port element rate 
rather than the minute of use and feature rate elements. (Tr. 1561, 1565). These costs are no= 
traffic sensitive and should be recovered via non-traffic sensitive switch rate elements. (Tr. 
1562). 

AT&T/WorldCom charges that BellSouth’s tandem switch costs are overstated and need to be 
reduced. (AT&T/WorldCom Post-Hearing Brie< p. 153). The Commission should also set the 
feature rate at zem because the composite feature cost study BellSouth relies upon is fatally 
flawed, all of the additional costs unique to features are recovered in other switch rate elements 
and this Commission has twice previously rejected a separate charge for vertical features. a. at 
160- 162. 

Discussion 

With the excqtion of vertical features, the Staff did not recommend any changes to the 
switching rates BellSouth filed in this docket The Staff recommended that the Commission 
order that there shall be no additional, separate charge for features. The Commission adopts the 
Staff‘s recommendations. The decision that there shall be no additional, separate charge for 

VCC Memorandum Opinion and Order, In the Matter of Application by Verizon New England Inc., Bell Atlantic 
Communications, Inc. (d/b/a/ Verizon Long Distance), NYNEX Long Distance Company (d/b/a Ve rizon Enterprise 
Solutions), Verizon Global Networks Inc., and Verizon Select Services Inc., for Authorization to Provide In-Region, 
LnterLATA Services in Vermont, CC Docket 02-7, FCC 02-1 18 @el. April 17,2002) 7733 and 34. 
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features is consistent with the Commission’s prior orders finding that the costs for vertical 
features is enibedded within the unbundled switch port element 

BellSouth’s melding of new and growth discounts is reasonable. The FCC has found that it is 
within the state’s discretion to determine that it may not be cost-effective to ac- all of the 
projected need at the outset. GMLA 271 Order, 82. I n  reaching this determination, the FCC 
noted that AT&T did not present sufficient evidence that any volume discounts for discounts 
must be based on the assumption that they are all newly purchased. Id. No party in this 
proceeding presented sufficient evidence for the Commission to reach this d e t e s t i o n .  

16. Daily Usage Files (“DUF”) 

Positions of the Parties 

BellSouth provides DUF to CLECs who use these files to bill their end user customers. In 
addition, CLECs use DUF files generally to track the usage of UNEs such as switching. 
BellSputh provides CLECs with three types of DUF files. ODUF or Optional Daily Usage Feed 
files.track local calls made by CLEC customers who are served via the UNErPlatform (‘UNE; 
P”). ADUF or Access Daily Usage Feed files track calls when CLECs need infonnatin for 
accm or reciprocal compensation billing for an originating or terminating toll or local call via a 
UNE-P switch port. Finally, EODUF or Enhanced Optional Daily Usage Feed files are provided 
to CLECs who resell BellSouth’s wholesale service. 

AT&T/WorldCom raised enough problems that it had with BellSouth’s DUF cost study that for 
this item it makes more sense to present together the parties’ position on each issue. Mr. Turner 
t e a e d  that his primay problem with BellSouth’s DUF cost study is that BellSouth developed 
DUF costs without considering BellSouth messages that are processed by BellSouth Billing Inc. 
(BBI), a n  organization that also processes CLEC messages. ( Tr. 1 722). B ellsouth responds that 
its cost study accurately reflects the appropriate mix of message types. (Tr. 664). 
AT&T/WorldCom argue that BellSouth used inflated labor rates in the DUF cost study. (Tr. 
1724). BellSouth states that the labor rates in the cost study are pursuant to its vendor contract. 
The inflation rates are not associated with the labor da t ion  Telephone Plant Index BellSouth 
uses for its own labor. (Tr. 669). 

AT&T/WorldCom also criticize BellSouth’s DUF cost study for attempting to recover system 
development expense on an annual basis instead of capitalizing the expense. (Tr. 1723-24). 
BellSouth argues that it is appropriate not to capitalize the nonrecurring billing system 
development labor costs because they reflect activities that a= not actual programming. (Tr. 
668). AT&T/WorldCom also charge that the dskrent cost recovery periods BellSouth 
employed for DUF messages are arbitrary and not cost-based. (Tr. 1723). BellSouth states that 
the recovery periods are tied to the number of years data BellSouth used to develop the average 
investment for each category of DUF. AT&T/WorldCom’s next criticism is that 
BellSouth included costs for DUF messages received by an electronic tape even if the CLECs 
receive messages via an electronic feed. (Tr. 1724). BellSouth states that these costs are 
nonrecurring developmental costs associated with the initial production of a magnetic tape. (Tr. 
670). AT&T/WorldCom also charge that BellSouth understates CLEC DUF messages. (Tr. 

(Tr. 667). 
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1725). BellSouth responded that it BellSouth tppropriately used the latest data available for the 
cost study. (Tr. 670-72). Finally, AT&T/WorldCom contend that the Optional Daily Usage File: 
Recording Per Message rate element recovers switching investments that are already recovered 
in the switching rates. (Tr. 1725). BellSouth states that the charge in question only applies to 
CLECs that use their own switch, but order BellSouth Operator Services to provide directory 
assistance capabilities. (Tr. 672). 

Discussion 

The Commission finds that BellSouth's forecasted incremental growth in monthly a d  annual 
ADUF, ODUF and EODUF messages is well below what the actual data for 2001 established. 
The Staff made several modifications to BellSouth's forecasted amount. First, the Staff 
recommended increasing the monthly ADUF, ODUF and EODUF messages processed by the 
BBI for the period 2001 through 2003. By incorporating 2001 data into the study, the growth 
rate for ODUF and EODUF messages should be 6,000,000 per month for 2001, 4,000,000 per 
month for 2002, and 3,000,000 per month for 2003. For ADUF, the Staff recommended 
increasing the monthly growth rate to 8,000,000 messages per month in 2001, 7,000,000 
messages per month in 2002, 4,000,000 messages per month for 2003, 2,000,000 messages per 
month for 2004 and 1,000,000 messages per month for the period 2005-2011. The Staff also 
recommended increasing the annual ADUF messages for 2001 to 2,199,511,788, to 
2,973,511,788 for 2003 and to 3,393511,788 for 2004. Over the ADUF study period, S W s  
recommendation increases the total number of ADUF messages by 81.6 percent over that used 
by BellSouth in its filing. For the ODUF annual messages, the Staff recommended 
2,039,104,632 for 2002, to 2,537,032,6232 for 2003 and to 2,812,960,632 for 2004. Over the 
ODUF study p eriod, the Staff recommendation increases the total number o f ODUF messages by 
40.2 percent over that used by BellSouth in its filing. 

AT&T/WorldCom argued that BellSouth assumed a growth rate during the study period for new 
CLECs purchasing DUF files that did not correspond to the sigmficant reduction in new CLECs 
actually entering the local telecanmunications maiket The Cornmission agrees By d c i a l l y  
inflating the number of new CLECs in the madcet, BellSouth has overstated the support labor 
hours and development costs needed. Therefore, the Commission adopts the Staff 
recommendation to m e  BellSouth's cost study for monthly incmental CLEC's purchasing 
ADUF t o  s even ( 7) for 2 003 and 2 004, s ix ( 6) for 2 005 and 2 006, five ( 5) for 2007 and 2008, 
four (4) for 2009 and 2010 and three (3) for 2011. For ODUF, the monthly incremental CLECs 
purchasing 0 DUF was changed to nine (9) for 2 001 , e ight (8) for 2 002, seven (7) for 2003 and 
four (4) for 2004. 

The Staff also recommended eliminating the system resource cost for system developers to print 
paper to fix computer programming problems. BellSouth's cost study assumed an unreasonable 
amount of paper that a consultant would have to print to trace a system coding problem. The 
Commission agrees with AT&T/WorldCom and finds that today's technology allows a system 
developer to use hidher computer to complete DUF system development without the need for a 
huge amount of paper. Therefore, the Commission adopts the Staff recommendation to remove 
this cost &om the ODUF cost study. 

Commission Order 
Docket No. 14361-U 

Page 52 of 69 



Last, the Staff recommended eliminating the costs for “Test Tape Per New OCN Receiving 
Tape” in the ODUF cost study. BellSouth has two alternatives for CLECs to receive DUF 
messages; CLECs can receive messages electronically or on a magnetic tape. The charge for 
messages received electronically is on a per message basis and the charge for the magnetic tape 
is on a per tape basis. However, BellSouth included the costs for providing the magnetic tape 
feed in the costs for processing messages generally. BellSouth provided testimony that the costs 
“may appear to more appropriately belong with element M.2.3, the per Magnetic Tape 
Provisioned element.” (Tr. 670). The Commission agrees with the Staffs recommendation to 
eliminate these costs fiom the ODUF cost study. CLECs who only receive DUF messages 
electronically should not also have to pay for the magnetic tape development costs. Therefore, 
the Commission adopts the Staffs recommendation on this issue. 

17. Non-Recurring Charges (“NRCs”) 

Positions of the Parties 

Non-recurring charges are the one-time casts for activities required by BellSouth to initiate or 
provlde unbundled network elements that are necessary for establishing, disconnecting or 
reamging telecmunications service for a CLEC customer. BellSouth developed the non- 
recurring cost study in this proceeding by looking at the time it takes for each discrete activity 
involved in completing a CLEC order from start to finish. That is, BellSouth looked at the time 
between the receipt of the request to provide service to the CLEC customer and when the 
customer’s service is installed. Next, BellSouth proposed a cost for each of the tasks and work 
times that weI1: identified 

On October 1, 2001, BellSouth filed a non-recurring cost study and a “Georgia Work Time 
Study” to support some of the non-recurring rates. According to BellSouth, due to time 
constraints, the G eorgia Work Time Study was a s ubstitute for the time and motion study that the 
Commission ordered in Docket No. 11900-U for xDSL non-recurring rates. (Tr. 558). 
However, the Georgia Work Time Study was used to support non-recurring costs for additional 
UNEs other than those specified by the Commission order in Docket No. 11900-U. As a result, 
on January 2, 2002, the Commission required BellSouth to re-file the non-recurring cost study 
using forwardlooking labor and task times. On January 18, 2002, BellSouth re-filed its non- 
recurring cost study. 

BellSouth’s case on nonrecurring costs consisted of a defense of its methodology, a general 
rebuttal to the CLECs’ recommendations as a whole and specific rebuttals to issues raised by 
CLECs. BellSouth argues that the “Georgia Work Time” Study was properly designed and 
executed. Work sampling was used because the resource and time constraints made it too 
burdensome to complete a ‘‘true time and motion study.” (Tr. 558). Although the two-week 
time period for the work sampling was less than ideal, the methods employed by BellSouth in the 
“Georgia Work Time” study were based on well-established techniques and the study is a 
reasonable representation of BellSouth’s work process. (David B. Laney Surrebuttal Testimony, 
pp. 34). BellSouth witness David B. Laney took issue with the criticisms by AT&T/WorldCom 
concerning data substitutions because the post-study data substitutions he observed favored 
CLECs. Id. at 4-5. Mr. Laney testified that the criticisms of AT&T/WorldCom witness, Mr. 
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Turner, stemmed fiom MI. Turner’s confusion over work sampling. Id. at 6. BellSouth 
recommends that the Commission reject AT&T/WorldCom’s recommendation to rely upon 
subjective judgments as an alternative to relying upon data collected during the “Georgia Work 
Time” study. Id. at 9. 

BellSouth contends that it has used the appropriate task times and other inputs to calculate the 
non-recurring rates proposed in this proceeding. (BellSouth Post-Hearing Brief, p . 4  1). Subject 
Matter Experts (“SME”) for each of the work centerdgroups involved in providing UNEs to 
CLECs took into account efficient practices in a forward-looking environment along with their 
personal experiences to provide the work times for the tasks required to provision UNEs to 
CLECs. Consistent with the Commission’s previous order in Docket No. 11900-U, BellSouth 
conducted a work sampling and self-reporting time and motion study to examine work activities 
associated with x DSL 1 oops and related UNEs. Id. at 42. BellSouth also had SMEs determine if 
the results fkom the work sampling and self-reporting time and motion study werr consistent 
with forward-looking tasks times. Id. I n some cases, the S ME u sed the “Georgia Work Time” 
study merely as a data point in developing the forward-looking task time estimates and in other 
cases, the SME determined that the “Georgia Work Time” study results were consistent with 
fornard-looking estimates a. at 42-43. 

BellSouth argues that the testimony of its experts should cany more weight with the Commission 
because they have more experience and familiarity with the subject matter. (BellSouth Post- 
Hearing Brief, pp. 42-43). The difference in experience accounts for the difference in 
recommendations. BellSouth states that the CLEW proposed non-recurring rates are based on 
unrealistic assumptions about “automated processes or systems that do not exist.” Id. at 45. 
Another difference between the parties concerns whether the costs for certain work activities are 
recovered in recurring rates. BellSouth states that this difference results fkom the CLECs’ 
failure to recognize the difference between capitalized labor and nonrecurring labor expense. a. 
at 46. BellSouth contends that non-recurring rates in other states do not provide a useful 
comparison because the TJNEs being compared are not always the same and the UNE rate 
structures offered by other incumbents are substantially different. a. at 47. BellSouth claims 
that the unrealistic assumptions relied upon by CLECs do not account for the real costs of the 
work activities associated with ordering and provisioning UNEs. @. 47-48. 

BellSouth responded to criticisms made by Covad’s witnesses concerning the Address and 
Facility Inventory Group (“AFIG”). “The AFIG is responsible for data base inventory and 
asignment of basic central office and outside plant facilities to service orders’’ as well as “for 
maintenance of street address records, and for processing engineering work orders to the 
assignment data bases that add and rearrange outside plant facilities.” For line 
sharing, AFIG processes Request for Manual Assistance (“RMA”) when fallout occurs due the 
CLEC’s failure to pre-qual@ the loop or when the submitted Facility Reservation Number 
(“FRN”) is incorrect Essentially, BellSouth states that the AFIG’s involvement in line-sharing 
provisions is only one (1) minute and should not be an issue. (Tr. 439). Circuit Capacity 
Mamgemnt (“CCM’) plans and initiates the timing and sizing for intemffice facilities and 
equipment additions and removals. Common Systems Capacity Management (“CSCM’) plans 
and initiates the timing and sizing of “common type” facilities and equipment in ceriral offices 
BellSouth argues that although the work times for the CCM and CSCM should be reduced, 

(Tr. 439). 
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Covad is incorrect in its assertion that the work times for these centers are unnecessary for 
installation of a line splitter. (Tr. 441-42). 

BellSouth contends, contrary to assertions by Covad, that the Complex Resale Support Group 
(“CRSG”) is neither unnecessary nor duplicative. According to BellSouth, CRSG is the quality 
control point to ensure that line splitter orders are accurate and h d l e d  promptly. (Tr. 441). 
Review of a Line Splitter System Ordering Document (“LS0Dy) is done at WeEnt stages in the 
order process flow and there is no duplication by BellSouth’s work groups in reviewing this 
information. The work functions by CRSG, including disccmnecting line splitters, are critical to 
the line splitter process. (Tr. 441). 

The COSMOS/Switch Group is part of the Facility Assignment Control System (‘TACS’’) 
provisioning; group for service order processing. (Tr. 444). The disagreement between 
BellSouth and Covad on the COSMOS/Switch Group relates to whether this function is already 
accounted for in the “installed investment in BellSouth’s recurring costs. BellSouth states that it 
is not accounted for because while the CLEC is not required to activate its cable and pair 
assigmnent at the time of splitter installation, when the CLEC does make this request, the 
COSMOS/SWitch Group must venfy the correct format, ensure that the r quest i s not a duplicate 
request, check the fiame identification and location and input this information into the database. 
(Tr. 444). BellSouth is not aware of any hture enhancements that would eliminate the need for 
the COSMOS/Switch p u p  to manually check the database befire placing the line sharing 
activation order. (Tr. 445). In addition, BellSouth and Covad disagree as to whether the time 
BellSouth has included for the COSMOS/Switch Group to process an RMA. is reasonable. In 
short, BellSouth argues that there are numerous reasons for an RMA, no system enhancements 
that would eliminate the need for RMAs. (Tr. 445-46). 

BellSouth next responds to AT&T/WorldCom’s criticisms of its proposed costs related to the 
Local Carrier Service Center (“LCSC”). The LCSC is not overstaffed as AT&T/WorldCom 
contends. The LCSC is a regional center that processes Local Service Requests (“LSRs”) for 
numerous products. BellSouth argues that the blank tally sheets for employees that were 
included in the ‘‘Georgia Work Time” study were not reflective of work performed by the LCSC 
because the majority of the work performed by the center - UNErP and resale orders - was not a 
part of the study. (Tr. 447). BellSouth disputes the recommendation by AT&T/WorldCom that 
five (5) minutes is a reasonable amount of time for the LSCS to handle UNE loop and UNEP 
orders. This estimate does not account for the amount of work required by the LCSC for some 
of the more time consuming orders that fill out for manual processing, (Tr. 448). Finally, 
BellSouth argues that the fallout rate calculated by AT&T/WorldCom’s witness looked at a 
small sample and was based on a misunderstanding of how sampling works. (Tr. 449). 

BellSouth developed Customer Wholesale Interconnection Network Service Center (“CWINS”) 
data using avenge work time information for instaxes in which the function being analyzed did 
not vary by loop type. BellSouth disagrees with the criticism that such a methodology is 
arbitrary. (Tr. 450). AT&T/WorldCom and BellSouth also disagree over the appropriate use of 
Florida cost information for developing costs in this proceeding. Fht,  BeLlSouth argues that 
some C M S  times are less for Georgia than for Florida. (Tr. 45-51), Second, BellSouth urges 
this Commission not to apply probabilities from the Georgia work time study to work times fiom 
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the Florida cost study. BellSouth argues that this method advocated by AT&T/WorldCom 
artificially reduces C m S  work times. (Tr. 451). CWINS also has to perform manual work 
whenever Local Number Portability (“LW”) is involved with an order. (Tr. 451). BellSouth 
also responds to AT&T/WorldCom’s proposed correction to the dispatch probability. BellSouth 
claims that the work sampling data cannot be used to calculate a dispatch probability because the 
CWINS is not a dispatch center. (Tr. 452). 

. 

BellSouth argues that Covad’s assertions regarding duplicative tasks for CWINS are incorrect. 
The frame continuity date and the due date are not the same dates. Testing is done on each date, 
but it is different testing. (Tr. 455). Furthermore, BellSouth argues that the adjustments by 
Covad to the CWINS work times for the unbundled copper loop - norrdesigned, the ADSL 
compatible loop, the ISDN-IDSL capable loop and loop testing assume an automated process 
that does not exist. (Tr. 456-57). In addition, the CWINS tasks for an SL1 loop cannot be 
compared to an xDSL loop because an SL1 loop is a norrdesigned loop and an ADSL 
compatible loop is a designed loop that has additional features such as loop testing. BellSouth 
also argues that an unbundled cooper loop - non-design (‘TJCLN”’) is a nondesigned loop and 
does not contam time for CWINS to perform additional testing that is per!Gormed on a designed 
loop! (Tr. 458-59). 

According to BellSouth, AT&T/WorldCom erred in its reliance upon the year 2000 Florida cost 
study to eliminate work times for the Service Advocacy Center (“SAC”) that was included in the 
noltrecuning cost study in this proceeding. The SAC has assumed additional work activities 
since the 2000 Florida cost study. BellSouth also recommends that the Commission reject 
AT&T/WorldCom’s modifications to the SAC task time probabilities derived from the “Georgia 
Work Time” sampling data. AT&T/worldCom witnas, Mi. Turner did not understand how the 
study was performed and is inconsistent with Mr. Turner’s criticism of BellSouth’s work 
sampling effort. (Tr. 461). 

Covad’s adjustment to SAC work times for xDSL capable loops should be rejected because there 
are technical differences between analog loops and xDSL capable loops. It is the work activities 
for a UCLND and SL1 loop that should be compared to each other because the work times and 
activities are the same. ( Tr. 4 61-62). BellSouth disputes Covad’s contention that the SAC work 
times for an IDSCcapable loop are inflated. The higher work times result from the differences 
in the technical parameters and provisioning process between voice grade loops and IDSL 
capable loops. (Tr. 462). 

Covad and EellSouth disagree over whether the tasks for SAC, specifically those associated with 
“field assist“ and “field assist service order monitoring,” are duplicative. BellSouth explains 
that its collective bargaining agreemnt with the Communication Workers of America requires 
various tasks associated with field assistance to be performed by varying levels of personnel. 
Each task is necessary to ensure that service is provided on the due date. (Tr. 464). BellSouth 
also disagrees with Covad’s criticisms of the work times associated with a variety of activities. 
First, BellSouth defends its work times for UCLND by stating that the tasks performed by the 
SAC for the UCL-ND are the same as those for voice grade loops. With respect to ADSL 
capable and IDSL-capable loops, BellSouth states that work is required by SAC to check loop 
parameters to ensure that the requested service will function on the loop. Finally, BellSouth 
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states that SAC involvement with loop conditioning is time intensive and a prerequisite for loop 
conditioning, and Covad does not support its allegation that the proposed work time is 
unreasonable. (Tr. 465-66). 

BellSouth’s Installation & MaintenancdSpecial Services Installation & Maintenance 
(“I&M/SSI&M”) technicians are responsible for repair, installation, rearrangement or removal of 
telephone services in the outside plant. I&M is responsible for nondesignd, POTS and ADSL 
products and SSI&M is responsible for designed or special services. (Tr. 366). The issue 
concerning I&M/SSI&M work times boils down to whether the work required for DSLcapable 
loops is the same as what is required for an analog loop. BellSouth claims that the times 
required for each are different. BellSouth argues that its proposed work times are based on 
actual data and are more accurate than Covad‘s proposals, which were based on assumptions and 
estimates. (Tr. 372). 

The Central Office Field Work Group (“COFWG” or “CO”) is responsible for testing, adjusting 
a d o r  repafig central office equipment and facilities used in providing network switching, 
tsunEcylg and special services. The technicians perform installation and mamtenance tasks on 
swibhing, trunking, and special services circuits and perform routine central office equipment 
maintenance. (Tr.374-75). BellSouth and AT&T/WorldCom differ as to how much work the 
ce~~iral office technicians perform. BellSouth cites to two complicating factors that it believes 
AT&T/WorldCom did not properly account for in their recommendation. First, the “loop 
appearance” and the “collocation appearance” are not located on the same distributing fixme. 
Second, AT&T/WorldCom did not consider that the COFWG technicians perform testing and 
coordination fimctionality on designed circuits. BellSouth relies on the personal 
experience of its witness to defend the times included in its ccrst studies for installing and 
removing jumpers. Further, BellSouth states that it is reasonable to use different work times for 
installing and removing a jumper since the ~ c t i o n s  involved are diffeIent, (Tr. 376). Finally, 
BellSouth and AT&T/WorldCom differ as to whether the technicians perform any testing beyond 
continuity testing. BellSouth argues that central office technicians pedom much more than just 
continuity testing and that this additional testing cannot reasonably be accomplished in the two 
minutes recommended by AT&T/WorldCom. (Tr. 377). 

(Tr. 375). 

BellSouth argues that Covad’s criticisms of the CO work times in the Line Sharing cost study do 
not make sense because they 2ce based upon assumptions of a splitter amngement that BellSouth 
does not use and will not use in the fiWre. (Tr. 379). In addition, Covad has made several 
incorrect assumptions about the line sharing arrangement that result in incorrect aSrmmptons 
about the work times for the CO. (Tr. 379). BellSouth dismisses Covad’s recommendation to 
eliminate CO work times fiom the ADL-compatible and IDSLcompatible cost studies stating 
that the Covad undemtimates the amount of time and effort associated with designedcircuits. 
(Tr. 381). 

BellSouth states that the flaw in AT&T/WorldCom’s recommendafioIls regading a fallout rate is 
that it fails to recognize the difference between fall out in the ordering process and fall out in the 
provisioning process. The cost study, consistent with the FCC’s decision in the Second 
Louisiana Order, treats each type of fallout differently. Fallout percentages for LSR’s are in the 
ordering process. Fallout in the provisioning process is not a specific input to BellSouth’s cost 
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study. There are two categories of ordering process 
fallout: f allout c aused by a system d esign and fallout c aused b y CLEC errors on the L SR l_d. at 
4. Fallout rate caused by a system design represents those LSRs for services that can be 
requested electronically, but have not been designed to flow through BellSouth’s ordering 
systems. BellSouth disputes AT&T/WorldCom’s contention that the fallout is caused by error. 
- Id. at 5 .  In response to charges that errors take place in the provisioning process, BellSouth 
states that it is unrealistic to expect a flawless OSS. Id. at 6. BellSouth disputes claims by 
AT&T/WorldCom that its cost study does not reflect implementation of forward-looking 
efficient electronic interfaces. The cost study projects improvements in fallout for connects and 
disconnects for UNE-P combinations. Id. at 6-7. BellSouth dismisses AT&T/WorldCom’s 
proposed 1.3 percent fallout rate as unsubs4ated. a. at 7. 

pate Surrebuttal Testimony, pp. 3-4). 

BellSouth’s hot cut process offerings include both order coordination (“OC”) and order 
coordination with a specified conversion time (“OC-TS”). It is this duel offering that BellSouth 
claims is responsible for AT&T/WorldCom’s misapprehension that the functions covered by the 
order coordination for a specified conversion time are recovered twice. (Tr. 454). Contrary to 
assertjons by AT&T/WorldCom, BellSouth contends that the nonrecurring charges for the OC- 
TS hot cuts are not recovered in the non-recurring chaGes for all unbundled loops. (Tr. 455). 

AT&T/WorldCom proposed several modifications to BellSouth’s non-recurring cost study to 
ensure that the norrrecurring chaqges only reflect the costs for activities required in a forward- 
looking environment. AT&T/WorldCom cited to non-recuning charges recently ordered in other 
states to establish the overstatement in BellSouth’s proposed non-recurring charges. 
(AT&T/WorldCom Post-Hearing Brief, p. 93). 

According to AT&T/WorldCom, BellSouth has relied upon the flawed “Georgia Work Time” 
study for m any o f t he task times for the various UNE work centers. B ellsouth’s reliance on time 
and motion studies and the work sampling methodology means that its study reflects embedded 
costs rather than forward-looking prices. a. at 96. On h i s  point, AT&T/’WorldCom claim that 
BellSouth’s cost study does not account for the efficiencies related to transitioning from manual 
to electronic handling of orders. It would be assumed that handling orders electronically 
would take less time. 

a. 

AT&T/WorldCom provided an analysis of the “Georgia Work Time” study to demonstrate the 
flawed data collection procedures used in the study. The study has sampling errors which 
produce invalid results, incorrectly assumes that all work activities have the same duration, 
included work activities the study for nomCLEC related activities, did not provide precise 
definitions for how to record strokes for tasks, had calculation errors in the work papers and used 
data in an arbitrary manner. In addition, AT&T/WorldCom question the time 
periods used in the study. Even though the study was for a ten (10) day period, some of the 
activities were measured for fourteen (14) days. Also, the ten (10) day period was not a 
sufficient amount of time to determine if this period was representative of what occurs in the 
work center during the remaining part of the year. (Mount-Campbell Rebuttal Testimony, pp. g 
9). Finally, AT&T/WorldCom argue that BellSouth’s use of work sampling to measure some 
activities and self-reported time studies for others is inconsistent. Moreover, self-reporting time 
studies are fundamentally unreliable. Id. at 1 1 - 13. 

l_d. at 98-104. 
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AT&T/WorldCom also detailed the specific adjustments that are needed for BellSouth’s non- 
recurring cost study to reflect forward-looking task times for the SAC and CWINS centers. 
Because the “Georgia Work Time” study was flawed, AT&T/WorldCom relied upon the year 
2000 Florida cost study for SAC labor times and probability percentages. (AT&T/WorldCom 
Post-Hearing Brief, p. 108). For CWINS, AT&T/WorldCom also relied upon the Florida cost 
study for labor times for work activities and probability percentages to determine how often the 
activity would occur. Id. at 109. 

As to the COFWG, AT&T/WorldCom contend that the work h e s  should be reduced for the 
technicians to install jumpers and perform loop testing. In the experience of its witness, Mr. 
Turner, it should take the same amount of time to install and disconnect a jumper. (Tr, 1649). 
Also, Mr. Turner stated hat only one technician is needed to wire and test a n  SL1 loop and that 
only a limited amount of testhg is required (Tr. 1651). AT&T/WorldCom also eliminated the 
CWINS task times for LNP because BellSouth has separate rate elements in the cost study to 
recover LNP costs. (AT&T/WorldCom Post-Hearing Brieg p. 109). 

, 
AT&T/WorldCom also modifled BellSouth’s norrrecurring cost study with respect to the costs 
for I&M labor. AT&T/WorldCom eliminated the labor time related to ~ c t i o m  that would be 
recovered in the unbundled loop recurring rate. (Tr. 1647). 

AT&T/WorldCom next addressed the service order costs and non-recuning UNEP migration 
charges proposed by BellSouth. The service order costs, which are composed primarily of labor 
costs for the LCSC, are inflated because the task times for the LCSC are based upon the 
“Georgia Work Time” study. (Tr. 1656). Mr. Turner testified that the underlying data indicates 
that BellSouth included in its Georgia analysis work that was not performed for Georgia. (Tr. 
1656). Even though BellSouth later revised the times for the LCSC, AT&T/WorldCom contend 
that the LCSC task times are still inflated 

AT&T/WorldCom recommend that the Commission reduce BellSouth’s non-recurring charges 
by reflecting the use of dedicated inside plant (“DIP) and dedicated outside plant (“DOP”). The 
use of DIP and DOP means that the wiring in the field and in the central office h m  the loop to 
the switch is already in place so that an order can be llfilzed electronically without th need for 
a field technician. (AT&T/WorldCom Post-Hearing Brief, p. 126). BellSouth uses DIP and 
DOP in order to provide immediate service to the next customer at that customer’s premises. Id. 
BellSouth’s own data indicates that a high percentage of all loops can be provisioned in this 
manner. Id. at 127. 

AT&T/WorldCom claim that hot cuts are necessary for CLECs to use, but that BellSouth’s 
proposed charge for hot cuts effectively precludes their use. Id. a t  1 27. A T&T/WorldCom set 
forth the following four problems stemming h m  BellSouth‘s reliance on work sampljng in 
developing its rate for hot cuts: (1) ‘‘many of the ~ c t i o n s  BellSouth identified in the ‘order 
Coordination for Specified Conversion Time’ non-recurring chase are functions that are already 
recovered in the non-recurring charge for the unbundled loop,” (2) “BellSouth relied on the 
inaccurak work sampling approach for the CWINS functions,” (3) BellSouth included 
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unnecessary levels of managers, and (4) BellSouth included two levels of technicians for work 
that a single techician could perform. Id. at 128-29. 

Allegiance rnakes arguments similar to those made by AT&T/WorldCom regarding BellSouth’s 
proposed non-recmhg charges. Allegiance contends that BellSouth’s non-recurring cost studies 
are fundamentally flawed because they rely upon a flawed work sampling study. (Allegiance 
Post-Hearing Brief pp. 32-33). Allegiance specifically addresses BellSouth’s proposed hot cut 
rates and concludes that they are excessive, not reflective of forward-looking costs and will have 
a negative impact on hcilitiesbased competition. Id at 36). 

AccuTel states that the non-recurring charges BellSouth has proposed for UNE-P are excessive 
when compared to other states. AccuTel argues that the disparity is not justified because there 
should be no significant W e m c e  between the rates proposed by BellSouth and those of other 
ILECs. (AccuTel Post-Hearing Brief, pp. 1-2). 

In both testimony and brief, Covad issued several general criticisms about BellSouth’s proposed 
non-rqcming charges for xDSL loops. Covad’s witness panel, Terry L. Murray and Joseph P. 
Riolu, emphasized that the non-recwring charges are inflated because BellSouth included 
unnecessaIy tasks and inflated task times in the non-recurring cost study. (Tr. 1425). In 
addition, Covad’s witness panel testified that BellSouth assumed higher task times for xDSG 
capable loops when compared to the same tasks for voice-grade loops. (Tr. 1425). In brief, 
Covad outlined a number of additional problems with BellSouth’s non-recuning cost study. 
These problems consisted of the inclusion of fieldwork in the non- recdg  cost study that 
should be included in the recurring cost study, the assumption that all DSGcapable loops must 
be designed, the assumption of an unreasonable amount of manual process for a fomard-looking 
cost study, the inclusion of tasks for loop make up even for loops offered without loop makeup 
and the inclusion of a shared and common cost markup. (Covad Post-Hea&g Brief, pp. 25-26). 
Covad also argued that the Commission should adopt Covad’s recommendation for non- 
recurring charges to connect xDSLcapable loops. Id. at 26. 

Covad argues that BellSouth’s non-recurring rates for line shared loops are unreasonable. Covad 
notes that BellSouth did not explain why the proposed rates in this docket are 40 percent higher 
than what BellSouth proposed in Docket No. 11900-U. a. at 17. Covad states that the proposed 
non-recuring charge for BellSouth-owned splitters does not comply with TELRIC and results 
fbm problems with BellSouth’s cost study. a. The non-recming charges for BellSouthawned 
line splitters were based upon the “Georgia Work Time” study that did not have sufficient data 
for line shahg ordels on which to base the non-recurring costs. BellSouth did not make 
forward-looking adjustments to this data and included inappropriate and unnecessary task times 
for the C SCM, C RSG and COSMOS/Switch work group. at p. 18. Finally, Covad contends 
that the non-recurring cost study duplicates tasks for the CSCM work group and over recovers 
the cost for BellSouth owned splitters. Id. at 18-20. 

Covad argues that consistent with the Commission’s decision in Docket No. 11900-U, there 
should be not be a non-recutring charge for CLEC-owned splitters. Covad also proposes a 
reduction to BellSouth’s proposed per-line activation charge. For BellSouth-owned splitters, 
BellSouth proposes a per-line activation charge of $40.19; for CLEC-owned splitters, BellSouth 
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proposes a per-line activation charge of $35.63. Covad argues that an appropriate charge for 
both of these elements would be $8.67. The problems that Covad identifies with BellSouth’s 
per-line activation cost study include incomplete documentation, inflated fallout percentages, . 
unnecessary tasks included in the COSMOS/SWITCH group, inflated task times for the central 
office and inappropriate assumptions about line and station transfers. @. at 21-23. 

Covad agrees with AT&T/WorldCom that the service order charges BzllSouth proposed are not 
forward-looking and should be rejected by the Commission. I_d. at 33. BellSouth exaggerated 
the time required for manual processing of uNE.P orders and the assumed fallout rate for such 
orders should be lower. Id. at 34. Covad xgues that BellSouth has included in its OSS charges 
aimed at recovering its competitive entry costs from its cornpetiton and an “Ongoing Process” 
charge that is not non-recurring. Covad argues that both these categories of costs should be 
disallowed fkom the non-recurring rate, although Covad states it would be appropriate to allow 
an additive to recurring UNE charges to recover the “Ongoing Process” charge. Id. at 35-39). 
According to Covad, BellSouth should not be allowed to pass its competitive entry costs onto 
CLECs. If BellSouth were required to pay these costs, Covad also argues that the Commission 
should disallow recovery of an electronic ordering charge for Line Sharing because these costs 
are already recovered in BellSouth’s recurring rates. a. at 39. 

Discussion 

Although BellSouth contends that the Georgia Work Time Study was based upon the 
Commission order in Docket No. 11900-U, BellSouth also admits that the study was used to 
support task times for UNEs other than those covered by the Commission Order, Rates inthis 
docket cannot be based upon a time and motiodwork sampling study that does not take into 
account forward-looking labor and task times to provision UNEs. The Commission’s analysis 
consists of examining both whether the model is structured to capture forward-looking costs and 
whether the estimates of these costs are reasonable. The problem with the time and motion 
studies as pointed out by other parties to the docket and admitted to by BellSouth is that these 
studies include embedded inputs. (Tr. 474). While BellSouth claims that it made adjustments to 
these embedded inputs to arrive at forward-looking costs, other parties to the docket have made 
strong cases that these adjustments were either not made or inadequate. 

As to the specific modifications, the Commission finds that sevelal of the arguments by 
AT&T/WorldCom, Allegiance, AccuTel and Covad’s regarding eliminating certain tasks and 
reducmg the task times for variouS BellSouth centers have merit. For example, the Cornmission 
a g e s  with Covad that BellSouth included higher task times for DSGCapable Loops in 
comparison to analog loops for the same tasks. Also, even BellSouth agrees with 
ATT/worldCom’s position that the LCSC time associated with handling UNErP o d e s  that fall- 
out should be dramatically reduced from the forty minutes included in BellSouth’s cost studies. 
(Tr. 4448). In addition, the Commission finds persuasive AT&T/WorldCom’s argument that 
BellSouth’s m a t c h  probability should be reduced based on data taken from CWINS sampling 
work papers. 

Therefore, not only is BellSouth’s use of its Georgia Work Time Study problematic because the 
study is not forward-looking, but it is also inaccurate. The record reflects that CLEC witnesses 
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had ample expertise to support their recommendations. For instance, AT&T/WorldCom witness 
Mr. Turner has had experience provisioning, engineering and testing circuits. (Tr. 1753). 
Taking into considedon both the adjustments to the study that the evidence reflects would 
result fiom a forward-looking study and the adjustments related to the inflated work times and 
unnecessary tasks, the Staff recommended that all of the non-recurring rates BellSouth filed on 
January 18, 2002 be reduced by fifty (50) percent. The Commission agrees with this 
methodology and believes that this reduction will result in reasonable non-recurring rates. 

18. xDSL Loops and Related Services 

In Docket No. 119OO-U, the Commission established rates for xDSL elements that were just, 
reasonable and consistent with TELRIC. 

In this proceeding, BellSouth filed new cost studies and rates for xDSL elements. BellSouth 
argues that the rates it proposes for xDSL loops and related services are based on comprehensive 
cost studies, are just and reasonable, and should be adopted by this Commission. (BellSouth 
Post-Hearing Brief, pp. 50-60). 

Covad was the only party to provide a detailed critique of BellSouth's cost study for xDSL 
elements. C ovad c ontends that BellSouth has not only failed to meet its burden that the proposed 
xDSL rates, terms and conditions are fonvard-looking, cost based, just and reasonable, but also 
that the rates, terms and conditions proposed by BellSouth are anticomptitive and would destroy 
competition in the nascent xDSL madcets in Georgia (Covad Post-Hearing Brief, p. 45). 

, 

The xDSL issues raised by BellSouth in this proceeding fall into three general categories: 
xDSL loops, (2) loop conditioning and (3) line splitting and line sharing. 
discussed below. 

(1) 
Each category is 

a) xDSLloops 

Positions of the Parties 

BellSouth offers CLECs a wide array of xDSGcapable loops. These loops have different 
technical parameters, and some are designed circuits, while others are not. BellSouth has 
proposed new recurring and nonrecurring rates for these xDSGcapable loops and has proffered 
cost studies in an effort to support those proposed rates. The primary dispute regarding xDSL 
loops is BellSouth's proposal to charge different rates for different types of xDSL compati%le 
loops. 

BellSouth asserts recurring costs differ between designed xDSLcapable loops and designed 
voice grade loops. In support of its assertion, BellSouth claims that substantial difEeeremes exist 
between the work activities required to provision a designed BSLcapable loop and to provision 
a designed voice grade loop. For example, BellSouth claims that unlike a voice grade loop, a 
number of factors require it to dispatch technicians to designed XDSLcapable loops i n  order for 
the technician to locate compatible facilities and to perform the testing necessary to emure that 
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the xDSLcapable loop meets applicable technical parameters. (BellSouth Post-Hearing Brief, p. 
5 1). 

BellSouth contends that there also are substantial differences in the cost of an ISDN-capable loop 
and a voice grade loop for both recurring and non-recurring costs. With respect to recurring 
costs, BellSouth states that an ISDN-capable loop served by a DLC system requires additional 
time slots in order to function. a. at 51-52. Non-recurring activitiesrelated to provisioning an 
ISDN-capable loop includes substantial work that is not required in the provisioning of a voice 
grade loop. a. at 52. 

Covad argues that the models BellSouth used to gemrate its conclusions regarding xDSL loops 
are flawed and produce results that are unreasonable on their fixe. Among the flaws claimed by 
Covad are faulty design assumptions, faulty network assumptions, unneceswy electronics and 
excessive ISDNASDL line card costs. (Covad Post-Hearing Rief, pp. 30-32). Covad takes issue 
with what it characterizes as BellSouth’s “separate and unequal” approach to costing IDSL 
capable loops. This characterization descnies BellSouth’s decision to perform runs for 
IDSLJISDN loops separate fiom, and with dBerent modeling a ssurnptions than, its analog 1 oops. 
Covad asserts that this practice is inconsistent with the way that BellSouth would jointly 
provision IDSL and POTS loops in a forward-looking network As an example of the problems 
that result fiom BellSouth’s flawed methodology, Covad notes that BellSouth calculated costs 
for all-copper loops used to provide IDSL that are higher than the costs for copper loops used to 
provide POTS service, even though those loops are virtually identical. a. at 1 1. 

Discussion 

The Commission has broad authority to prescribe conditions that will foster the hxirnum level 
of competition in the deployment of xDSL services. Two years ago, in Docket No. 11900-U, the 
Commission, after a lengthy hearing and complete briefing by all pades, established 
nonrecurring rates that set a baseline of efficiency for BellSouth in the provisioning of xDSL 
elements. The mtes approved in that proceeding are just, reasonable and hll within the range 
that a reasonable application of ‘IELRIC would produce. In order to increase the rates over what 
was approved in Docket No. 11900-U, evidence must be presented to show that either the 
Commission erred in its earlier decision or circumstances have changed such that higher qtes are 
now warranted. 

BellSouth has not demonstrated that an increase to its mtes for xDSL loops is justdied at this 
time. The Staff has recommended that the rates ordered by this Commission in Docket No. 
11900-U remam in effect for at least another 12 months h m  the date of this Order. The 
Commission agrees with that recommendation. At that time, the Commission will establish a 
generic proceeding to review those UNE rates. 
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Loop conditioning 

Positions of the Parties 

BellSouth has proposed new rates for loop conditioning (also referred to as Unbundled Loop 
Modification or ‘VLnlr’). BellSouth proposed new rates designed to recover the costs it incurs 
when i t  conditions a loop by removing load coils o r  bridged tap on  b ehalfo f a requesting c amer. 
Although BellSouth acknowledges that a forward-looking network being designed today would 
not include load coils, B ellsouth asserts that these costs should be recovered b ecause C LECs are 
requesting unloaded capper loops from BellSouth’s existing network, which contains both load 
coils and bridged tap. Therefore, BellSouth argues that the removal of these elements is an on- 
going cost. @ellSouth Post-Hearing Brief, p. 53). 

BellSouth further asserts that the FCC allows incumbents to recover the costs associated with 
loop conditioning, notwithstanding that load coils may not be included in a “forward-looking” 
network design, and BellSouth points to the FCC’s grant of 271 applications to Verizon 
Penqlvama and other incumbents that chaqge for loop conditioning as finher evidexe of this 
FCC stance. &j. at pp. 53-54. 

BellSouth responds to several claims raised by Covad. First, BellSouth disputes Covad‘s 
assertion that non-recurring conditioning charges would result in double recovery of the forwad- 
looking costs for fidly “conditioned’ loops. BellSouth argues that Covad is incorrect because 
conditioning is not captured in mamtenance expenses. at 54. BellSouth also states that 
Covad‘s argument that its loop conditioning charges are reflected in its plant maintenance costs 
is without merit. While acknowledgmg that a portion of the maintenance expense may reflect 
the conditioning of its outside plant, BellSouth staks that this work is done at BellSouth’s 
discretion at a time when performing such conditioning work makes sense, such as in 
conjunction with another job. In the case of loop conditioning requested by a CLEC, 
however, BellSouth contends it is required to perform the conditioning work, even though it may 
never otherwise condition that loop and such work maybe inefficient to &om. a. at 54-55. 

a. 

Covad argues that there should be no loop conditioning charges for loops less than 18,OOO feet 
long. Non-recUning “ccnditioning” charges are fundamentally i n c d n t  with the eccnomic 
princjples that guide the pricing of an unbundled network elements, including XDSLcapable 
loops. (Covad Post-Hearing Briet p. 41). Covad notes that network engineering guidelines in 
place for more than two decades call for a loop architecture that does not deploy load coils, 
excessive bridged tap or repeaters that inhibit the provision of advanced services such as ISDN 
and xDSLbased services. Id. at FN 70. 

Covad also asserts that “I3ellSoutl-1 only incurs the cost for ‘conditioning’ activities because it is 
less expensive for BellSouth to utilize its embedded network, even with the added cost of 
occasional ‘conditioning’ activities, than it is to build an entire network anew today.” Id. at 42. 
Since BellSouth receives a benefit fiom using a largely depreciated network, it should not be 
allowed to recover fi-om its competitors the costs of making the existing network hct ion like a 
newone. Id. 
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Finally, Covad points to BellSouth’s admission that T-1, DS-1 and ISDN loops must be 
“conditioned” to support thme services as cordkmation that a loop conditioning charge is unfair. 
Since BellSouth does not impose a separate nonrecurring charge on its retail customers for this 
work, for BellSouth to charge its competitos would be either discriminatory or suggestive that 
BellSouth is already recovering “conditioning” charges as paxt of its routine mamknance 
charges. Id. at 42. 

Discussion 

Again, in Docket No. 11900-U, the Commission detemined that the rate for loop conditioning 
should be $0.00. The record doesnotjustrfy a change to the prior Commission detennination at 
this time. The record reflects that BellSouth’s recurring charge for unbundled DSGcapable 
loops already includes the cost of providing loops that are free of load coils and other DSL 
inhibitors. Allowing additional recovery for loop conditioning in the non-recurring charge 
results in excessive charges to CLECs. Excessive charges for loop conditioning will create a 
barrier to competition. As such, the rates ordered by this Commission in Docket No. 11 900-U 
shall pmam in effect for at least another 12 months from the date of this Order. At such time, 
the Commission will establish a germic proceeding in which it will review those xDSL rates, 
reconsider the testimony filed in this docket and give the parties an opp~rtunity to file 
supplementary testimony. 

c) Line splitting and line shaing 

Positions of the Parties 

The issue of line splitting arises when a CLEC providing voice service over a UNE-P 
arrangement wants to permit another CLEC to utilize the high kquency portion of that loop to 
provide a data service. To .facilitate line splitting, the loop and the port must be disconnected so 
that the loop can be terminated to a collocated splitter owned and maintained by the CLEC. 

BellSouth argues that the Commission should reconsider its order in Docket No. 11900-U and 
adopt BellSouth’s proposed recurring rates for line splitting so that if CLECs order this product 
in the future, the applicable rates comtly reflect the costs incurred by BellSouth m furnishing 
all the network elements involved. Specifically, 
BellSouth argues that when a splitter is inserted, “the UNEP no longer exists, and the line 
splitting arrangement requires more central office cabling and cross connections than a W P  
arrangement.” Id. at 58-59. 

(BellSouth Post-Hearing Brief, pp. 57-58). 

BellSouth contends that in its Texas 271 Order13 the FCC recognized that the UNE-P cannot be 
provisioned in a line splitting arrangement. Instead, CLECs can order line splitting to replace the 
UNE-P arrangement. BellSouth argues that the difference in central office architecture inhemt 
in tramitioning a UNBP arrangement to line splitting should be recognized in rates. a. at 59. 

l 3  Memorandum Opinion and Order, In re: Application by SBC Communications Inc., Southwestern Bell Telephone 
Company, and Southwestern Bell Communications Services, Inc., d/b/a Southwestern Bell Long Distance Pursuant 
to Section 271 of the Telecommunications Act of 1996 to Provide In-Region, InterLATA Services in Texas, CC 
Docket No. 00-65,T 325 (June 30,2000) 
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BellSouth relies on the Commission’s decision in Docket No. 1 1900-U that i t  was not obligated 
t~ mount splitters directly to the main distributing h m e  (,‘MDF‘’) for its position that it is 
entitled to charge CLECs for splitters installed in other locations. a. at 59. 

AT&T/WorldCom argue that the Commission’s decision in Docket No. 11900-U was to require 
CLECs, in a line splitting arrangement, to pay BellSouth the UNErP rate when providing both 
xDSL a d  voice service on the same loop utilizing BellSouth’s W P .  (AT&T/WorldCom 
Post-Healing Brief, p. 188). AT&T/WorldCom contrast this earlier Commission ruling with 
BellSouth’s proposal in this proceeding. AT&T/WorldCom stress that BellSouth admitted that 
“the addition of DSL in a UNE-P arrangement requires the simple addition of two cross-connects 
in order to deliver the DSL or data signal to a CLEC’s collated cage for routing to the CLEC’s 
DSL network.” l_d. at 189. The sigtllficance of the “simple addition” required is that the UNE-P 
is not sigtllficantly altered by the addition of DSL. In fact, the same loop and switch port handles 
the voice signal whether or not DSL is added. Therefore, the UNE-P rates should apply. u. at 
190. 

Covad asserts that BellSouth has provided insacient data to support its proposed line sharing 
rates. Covad argues that BellSouth’s recurring and nonrecurring rates for the cost of a splitter 
and the costs of putting a line shared loop into service are excessive because BellSouth has: (1) 
impropedy inflated the materials costs of line splitter and related equipment; (2) added 
unnecessary and costly testing shelves to these splitters; (3) vastly overstated the cost of 
installation; (4) added potentially duplicative costs to the total cost of these elements; and (5) 
loaded nonrecurring costs with unnecessary and unsupported tasks. (Covad Post-Hearing Brief; 
pp. 12-13). As an example of the impact these improper methods in developing costs have had 
on the proposed charges t o  C LECs, C ovad c ites t o  B ellSouth’s proposed charge for splitters that 
is 40 percent higher than the charge BellSouth proposed in the xDSL Docket. @. at 17. 

, 

Covad also complains that BellSouth has ignored portions of the Commission order from Docket 
No. 11900-U. With respect to the costs of mounting splitters other than to the MDF, Covad 
contends that the Commission decided that CLECs should not be responsible for any costs over 
and above those BellSouth would incur with an MDF-mounted splitter configuration. Thus, 
argues Covad, rates must be based on a fiame-mounted splitter regardless of the configuration 
BellSouth chooses to use. l_d. at 13. Covad argues that BellSouth erred in proposing to charge 
CLECs for choosing to mount the splitter in a less efficient location than the MDF. a. 

Discussion 

As with the two prior sections on xDSL Loops and Related Services, the record does not support 
modifymg the decision the Commission reached in Docket No. 11900-U. BellSouth must 
demonstrate that its proposed rates are just, reasonable, cost-based and fonvard-looking as 
required by law. This Commission h d s  that BellSouth has not made such a demonskition to 
j u s Q  amending the line sharing and line splitting rates at this time. The concern raised by 
Covad indicate that BellSouth’s proposed increases to rates would work as a barrier to 
competition. 
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The rates set two years ago i n  Docket No. 1 1900-U by this Commission shall remam in effect for 
at least another twelve months. Those rates set a baseline of efficiency for BellSouth in the 
provisioning of xDSL elements and are just, reasonable and consistent with mLRIC. 

As discussed above, the Commission will establish a generic proceeding one year from the date 
of this order to review these xDSL rates, including line sharing and line splitting, and will 
recmider the testimony filed in this Docket while giving the parties an opportunity to file 
supplementa~ testimony. 

( 19) Operational Support System 

OSS are the electronic systems that BellSouth developed specifically to provide CLECs with the 
ability to transmit an LSR electronically and utilize BellSouth’s existing legpcy ordering 
processing systems. Both resale and UNE LSRS can be transmitted via these interfaces or a 
CLEC canmanually submit an LSR 

OSS costs include development and implementation, ongoing processing, and fall out. The 
deve1,Gpment and implementation cost inchdes “labor costs for the project requirements, 
computer program development and enhancement and system software costs.” (Tr. 678). The 
ongoing processing costs are costs associated with dispensation of the LSR and the maintenance 
of the electronic interfaces. The fall out costs are for LCSC labor costs associated with handling 
an LSR that falls out. (Tr.678). BellSouth states that its proposed rates are consistent with the 
Commission order in Docket No. 7061-U that provided for recovery fi-om the industry of the 
costs incurred to implement OSS electronic interfaces. This recovery is only fair 
being that BellSouth incurred these costs as a result of the CLECs’ preference to submit orders. 
In Docket No. 7061-U, the Commission established rates for electronic access to BellSouth’s 
OSS based upon the volume of orders submitted along with an incremental charge for loops 
ordered manually. BellSouth has updated its cost studies and proposes rates based on a “per 
Local Service Request” for UNE and resale orders. This new rate structure provides for charges 
based upon whether the LSR is submitted manually or electronicdy or for a UNE or resold 
service. (Tr. 678-79). 

(Tr. 678). 

BellSouth assumed that the various interfaces used to process electronically a CLEC order are 
integrated. In its cost study, these interfaces were considered as a total system. (Tr. 679). 
BellSouth argues that its cost study captures the efficiencies of building a complete solution. 
BellSouth also responds to the allegations made by other parties to the docket that its recurring 
costs already recover the OSS costs. BellSouth witness, Ms. Caldwell, testified that BellSouth 
removed all directly identified costs &om the development of the shared and common factors. 
(Tr. 679). 

AT&T/WorldCom and Covad argue that any OSS costs that BellSouth incurs are recovered in 
the recurring rates through the support assets and overhead loading factors that are applied to all 
UNEs. Therefore, these parties argue that a specific non-recurring OSS charge is not warranted. 
According to AT&T/WorldCom, 0 SS i s j ust a s oftware p ackage that runs on computers. ILECs 
capitalize the first generic of the software and expense all later versions. (AT&T/WorldCom 
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Post-Hearing Brief, p. 118). The BSCC uses these expense accounts to calculate the recurring 
costs in providing UNEs. Therefore, OSS costs are already recovered in the recurring rates. a. 
Allegiance takes the position that BellSouth’s OSS proposal violates TELRIC because its no= 
recurring cost study does not rely upon efficient 0%. Allegiance argues that an efficient OSS 
would not require manual intervention for fallout regadless of whether such fallout was 
associated with CLEC ordering errors or BellSouth system design errors. (Allegiance Post- 
Hearing Brief, p. 42). Furthermore, Allegiance argues that BellSouth’s cost study assumes a 
higher fallout rate than what BellSouth’s own data demonstrates. If the Commission adopts a 
fallout rate, Allegiance recommends adoption of the rate proposed by AT&T/WorldCom. a. at 
44-46. 

Discussion 

In Docket No. 7061-U, the Commission ordered that BellSouth recover OSS charges through a 
monthly charge from CLECs that use BeIlSouth electronic interfaces. (Order, p. 57). In this 
proceeding, BellSouth proposes to change this rate design to recover OSS costs solely on a “per 
LSR. basis.” The Commission addressed this question in Docket No. 7061-U. The Commission 
determined that this type of rate design woukl have a chilling effect on CLECs placing orders, 
and that this chilling effect would negatively impact competition, Id. The logic of the 
Commission’s prior decision holds true today. Therefore, the Commission rejects BellSouth’s 
proposal to alter the previously approved rate design. 

AT&T/WorldCom, Allegiance and Covad oppose a non-recurring charge for OSS. The 
Commission has previously determined that CLECs should bear the costs incurred by BellSouth 
to develop and implement these interfaces. This decision remains sound because these are costs 
incurred by BellSouth in response to orders submitted by CLECs. 

The Staff has recommended that the OSS rates from Docket No. 7061-U remam in effect T he 
evidence does not support a finding that the prior rates are unreasonable. The Commission 
agrees with the Staff recommendation on this issue and finds that the initial charge of $200 for 
use the OSS and a monthly charge of $550.00 for up to 1,000 orders and $110.00 per thousand 
orders above the first 1,000 each month to be reasonable and cost-based. 

m. Conclusion and Ordering Paragraphs 

The Commission concludes and finds that the rates, terms and conditions as discussed in the 
preceding sections of this Order should be adopted for the interconnection with and unbundling 
of BellSouth’s telecommunications services in Georgia and comply with the requirements of the 
Telecommunications Act of 1996 and the Georgia Telecommunications and Competition 
Development Act of 1995. 

WIEEWFORE IT IS ORDERED, that all findings, conclusions, statements, and 
directives made by the Commission and contained in the foregoing sections of this Order are 
hereby adopted as findings of fact, conclusions of law, statements of regulatory policy, and 
orders of this Commission. 

Commission Order 
Docket No. 14361-U 

Page 68 of 69 



ORDERED FURTHER, the cost-based rates determined by the Commission in this 
Order (AIITACHMEW A) are established as the rates for BellSouth's unbundled network 
elements. BellSouth shall submit such compliance filings as all: necessary to reflect and 
implement the rates and p olicies e stablished by this 0 rder. Within 30 days fiom the date o f this 
order, BellSouth shall iile a revised Statement of Genemlly Available Terms and Conditions 
(SGAT) reflecting and implementing the rates and policies established by this Order. 

ORDERED FURTHER, the Commission shall reeduate the availability of UNES 
every three years in a manner consistent with the Third Report and Order. 

ORDERED FCTRTHER, that a motion for reconsideration, reheating, or oral argument 
or any 0 t h  motion shall not stay the effective date of this Order, unless otherwise ordered by 
the Commissioa 

ORDERED FURTHER, that jurisdiction over these matters is expressly retamed for the 
p q p e  of entering such further Order or Orders as this Commission may deem just and proper. 

, 
The above by action of the Commission in Administrative Session on thel8th day of 

March, 2003. 

Reece McAlister 
Executive Secretary Chairman 

Robert B. Baker, Jr. 

Date Date 
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