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I. INTRODUCTION

This arbitration proceeding is held pursuant to the Telecommunications Act of
1996, 47 U.S.C. § 252 ("Act"). The proceeding is a consolidated arbitration
between New England Telephone and Telegraph Company d/b/a/ Bell Atlantic-
Massachusetts ("Bell Atlantic,” formerly "NYNEX"), the incumbent local exchange
carrier ("ILEC"), and its competitors, AT&T Communications of New England
("AT&T"); Brooks WorldCom, Inc. ("Brooks"), formerly Brooks Fiber
Communications of Massachusetts, Inc.; MCI WorldCom, Inc. ("MCI"), formerly
MCI Telecommunications Corporation; Sprint Communications Company L.P.
("Sprint™); and Teleport Communications Group, Inc. ("TCG"). Consolidated
Arbitrations, D.P.U./D.T.E. 96-73/74, 96-75, 96-80/81, 96-83, 96-94.L

On December 4, 1996, the Department issued an Order in this proceeding ("Phase 4
Order") which sat forth our rulings with regard to the method to be used by Bell Atlantic
in carrying out total eement long-run incremental cost ("TELRIC") studies to determine
the pricesto be charged by Bell Atlantic to competing loca exchange carriers ("CLECS")
for the use of unbundled network eements ("UNES")2 The method employed by the
Department was the one st forth by the Federd Communications Commission ("FCC")
inits First Report and Order dated August 8, 1996 (“Local Competition Order"). 2! On
February 5, 1997, in response to motions for clarification, reca culation, and
reconsideration, the Department issued a second Order ("Phase 4-A Order") with regard
to the TELRIC studies and directed Bell Atlantic to submit cost studiesin compliance
with that Order. Most aspects of that compliance filing were approved by the Department
on May 2, 1997 ("Phase 4-B Order").

This Order addresses three different cost studies filed pursuant to the Phase 4 Order: a
non-recurring charge study, a house and riser sudy, and an OSS cogt study.

Bdl Atlanticsinitid TELRIC studies and compliancefiling did not indude a TELRIC
study to establish the non-recurring charges ("NRCS") that would apply to the ordering
and provisoning of UNEs. On April 17, 1997, Bdll Atlantic filed testimony setting forth
its TELRIC study for NRCs. This was supplemented by additiona testimony on August



25, 1997. Bell Atlantic presented Thomas M. Aulisio, managing director -- regulatory, as
its witnessin supported of its cost method at hearings on December 3, 4, and 5, 1997.
Bdl Atlantic filed a second revison to its NRC study on January 5, 1998.

Bdl Atlantic'sinitid TELRIC studies and compliance filing dso did not incdlude a
TELRIC study to establish the recurring and non-recurring charges that would apply to
interconnection of another carrier'sfacilitiesto Bell Atlantic house and riser cable. In
addition, Bell Atlanticsinitid TELRIC sudies and compliancefiling did not include a
TELRIC study to establish the recurring and non-recurring charges that would apply to
Bdl Atlantic's provision of operation support systems ("OSS"). OSS are the computer
systems and service centersthat are used by CLECsin carrying out transactions with Bell
Atlantic for the purposes of ordering, provisoning, and maintaining resold services and
UNEs. On duly 3, 1997, Bdll Atlantic filed tesimony setting forth its TELRIC study for
OSS. Bell Atlantic presented three witnesses in support of itsfiling: David J. Kdly,
director in the operations and assurance group; Louis D. Minion, senior specidist in the
financing controller's department; and William N. Orosz, director in the externd affairs
and regulatory department. Bell Atlantic's witnesses were examined & hearings on
December 16, 17, 18, and 19, 1997.

On February 2, 1998, TCG filed the testimony of David M. Hirsch, director of regulatory
and externd affairs for the company. On February 3, 1998, AT& T and MCl jaintly filed
the testimony of a number of witnesses. Lee L. Sdwyn, president of Economics and
Technology, Inc., aresearch and consulting firm specidizing in tdlecommunications
economics, regulaion, management and public policy; Susan M. Badwin, senior vice
president of the same firm; and Richard J. Wa sh, a telecommunications consultant
(whose testimony was revised on February 4, 1998.) In addition, AT& T sponsored the
testimony of Janusz A. Ordover, Professor of Economics a New York Universty; Tina
Gimas, the executive for AT& T's Northeast Locad Services Organization in New
England; and Lee J. Globerson, senior consultant for matters relating to
telecommunications policy and analysis & Group G., Inc. MCl aso filed the tesimony of
Annette Guariglia, senior andyst for MCl's Northern Region Loca Competition Group.

Dr. Sdwyn and Mr. Walsh were examined at hearings on April 8, 1998. Rebuttal
testimony was filed by Bl Atlantic on April 29, 1998, and the rebuttal witnesses-- Dr.
William E. Taylor, aconsultant with Nationa Economic Research Associates, Mr. Kelly;
Mr. Minion, Paula S. Brown, vice president for regulatory metters for Bell Atlantic;
Henry B. Gamsby, director of network facilities planning for Massachusetts and Rhode
Idand for Bdl Atlantic; and Michadl J. Anglin, adirector in Bell Atlantic's service cost
organization, who had adopted Mr. Auliso's testimony, upon the latter's departure from
Bdl Atlantic -- were examined at hearings on June 9 and 10, 1998.

Surrebuta testimony was filed on August 12, 1998 by Ms. Guariglia on behalf of MCl,
by Dr. Sedwyn and Mr. Walsh on behdf of both MCI and AT&T, and by Mr. Ordover
and Mr. Globerson on behdf of AT&T. These witness were examined at hearingson
September 10 and 11, and October 30, 1998.



Briefswerefiled by Bell Atlantic, AT& T and TCG jointly,2 and MCI on December 4,
1998, and reply briefs were submitted on December 31, 1998. Theissuesin this case are
summarized in the discussion below.

1. NON-RECURRING COSTS

A. Introduction

Nortrecurring costs are those one-time costs associated with the process by which
CLECs order particular UNEs from Bell Atlantic (the "service order” process) and by
which Bdl Atlantic actudly indals and activates those UNES (the " service provisoning’
process). Bdll Atlantic has offered an NRC cost model covering a multitude of service
order and service provisoning items. AT& T and MCI, citing what they assert are flaws
in the Bell Atlantic modd, have offered an dternative NRC modd. In this section of this
Order, we shdl describe the characterigtics of the Bell Atlantic modd and then present
and andyze the AT& T/MCI critique of that mode. Next, we will summarize the
characterigtics of the AT& T/MCI modd and then present and andlyze Bell Atlantic's
critique of that modd. Finaly, we will set forth the characterigtics of the modd we intend
to usein establishing NRCs for UNES in Massachusetts.

In reviewing both models, we are guided by the standard for TELRIC studies employed
by the Department in the Phase 4 series of Orders. This standard is set forth in the Act
and isthe one further dlucidated by the FCC in its Local Competition Order. The cost
study must be forward-1ooking, based on the least-cost, most efficient technology
available to be deployed today. Loca Competition Order at 1 690-693. The existing
geographica placement of Bdll Atlantic centrd officesisto be assumed, and the
telecommunications network is assumed to serve the current and currently expected
demand for telecommunications sarvices. 1d. at § 685; Phase 4 Order at 7-8. Bl Atlantic
has the burden to prove the nature and magnitude of any interconnection and UNE costs
for which it seeksto charge. Locd Competition Order at 1] 680; Phase 4 Order at 8. The
TELRIC study method is not a cost recovery modd. Indeed, Bl Atlantic's current
revenue requirement as may be established from time to time by the Department is not
relevant to the estimation of forward-looking costs.

B. The Bell Atlantic NRC Modd

1. Description of the Bell Atlantic NRC Modd

Bdl Atlantic has constructed an NRC modd thet relies on three generd sets of inputs, as
discussed in more detail below: (1) adescription of the tasks and people that are involved
in given ordering and provisoning functions, (2) the identification of labor rates of those
members of the Bell Atlantic work force involved in these tasks, and (3) an assessment of
the time required to carry out the various tasks. Bdll Atlantic used a three-step processto



develop the work times required for each function. Firgt, it carried out a work-flow
anadyss to establish the functions necessary to complete each process. Next, the staff
involved in designing the cost Study conducted interviews and pane discussonswith
subject matter expertswithin Bell Atlantic to develop work time estimates by function
within each work-flow andyss. Findly, the estimates were vaidated by conducting a
review process performed by a pand of subject matter experts, and comparing the actua
work times to estimated work times (Exh. BA-NRC-2, Attachment A).

The andys's considered two types of order processing paths, one in which orders would
be processed dectronicdly and one in which manud intervention would be required.
Such manud intervention would be provided by Bell Atlantic's Coordination Bureau.

Bdl Atlantic constructed estimates of the relative proportions of these two types of paths.
As noted above, the work-flow analysis relied on subject maiter experts within Bell
Atlantic who were familiar with the types of functions being analyzed. These people were
asked to estimate a minimum, amaximum, and amogt likely time to complete each task.
The weighted means of these estimates were then averaged to obtain a sngle mean for
each work function. In those ingtances for which there was no actua operating
experience, company personnd provided estimates of the work time required for each
function based on their experience in completing smilar work for Bell Atlantic's own
retall cusomers. Bell Atlantic validated the work time estimates by engaging a pand of
subject matter experts to review the process work times and by comparing the actua
work times for given functions with the work times estimated by Bell Atlantic personnd.
In generd, the validation process had the effect of reducing the estimated work times
used in the cost study (Exh. BA-NRC-1, at 5).

Bdl Atlantic derived labor rates by taking from its books of accounts the basic wage
expenses for each Job Function Code ("JFC") and dividing that figure by productive
hours, i.e.,, the time spent working on customer services. These labor costs included
loadings for clerical support, management supervisory personne with direct reporting
respongbilities, paid absence, premium time, and payroll taxes and benefits. The result is
an edimate of the directly assgned labor rates in each JFC (Exh. BA-NRC-1, at 7).

2. Critique of the Bdl Atlantic NRC Modd

AT&T asststhat Bdl Atlantic's NRC modd suffers from the following flaws, which it
describes as "fatd:"

(2) Themodd charges CLECs for NRCsthat are completely unnecessary, in that they are
caused solely by Bell Atlantic's refusal to provide combinations of UNES, leading to
numerous additiona stepsin the service order and service provisioning process.

(2) The modd is not forward-looking, but instead derives from Bell Atlantic's existing
network and procedures. This meansthat costs are not based on the mogt efficient
available technology, which would permit dectronic provisoning and generate ahigh
degree of "flow-through” (i.e., computer handled without human intervention) in the
service order and service provisoning process. The modd aso is not forward-looking in
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that it isincompatible with Bell Atlantic's TELRIC mode for the recurring costs
associated with UNES. In particular, it uses an assumption for loops based on a mixture
of copper and fiber, whereas the Phase 4 Order on recurring costs used an assumed 100
percent fiber feeder in the loop plant. Findly, it is not forward-looking in that it uses
technology assumptions that have the effect of driving up the cost of centrd office

wiring.

(3) The modd improperly charges CLECs up-front for disconnection costs which Bell
Atlantic may not incur for many years, if ever.

(4) The modd is based on unreliable work time estimates.

(5) The mode fails to demonstrate how charges will actualy be applied when a CLEC
places an order for UNES (AT&T Brief at 28).

MCI offersasmilar sat of critiques. MCl joinsin suggesting that Bell Atlantic's use of
copper in the fiber feeder plant isincongstent with the TELRIC recurring sudiesand in
arguing that Bdll Atlantic's work time estimates are unrdiable. MCI dso offers the
opinion that inclusion of Bell Atlantic's Coordination Bureau Charge is excessive and
unnecessary in light of the automation that would result from properly functioning OSS
(MCI Brief at 14-17).

Bdl Atlantic has responded to each of these critiques and offersits opinion that its NRC
modd is basicdly sound. In the subsections below, we present the arguments and
evidence concerning each item and reach our findings on these items.

a. Unnecessary Charges

AT&T asststhat Bdl Atlantic's unilateral refusa to provide combinations of UNEs and
itsindstence that CLECs wishing to lease combinations of UNES must reconnect them
through a collocation facility will result in avoidable and unnecessary NRCs. AT& T
argues that the Department should not permit Bell Atlantic to impose charges for such
work (AT&T Brief at 29-32). Bl Atlantic replies that these arguments are not germane
to this proceeding and should be rgected by the Department (Bell Atlantic Reply Brief at
21).

The critique offered here by AT& T is areargument of the many issues faced by the
Department in the UNE Combinations portion of this arbitration. In our Phase 4-E and
Phase 4-J and 4-K Orders, we addressed the issue of UNE combinations. To the extent
that we have alowed Bdl Atlantic to not combine separate UNES, that policy does, as
noted by AT& T, require more individua service orders and service provisoning events
than a policy that would offer UNE combinations. Those individud steps are nonetheless
real and must be completed by Bell Atlantic. Accordingly, they should be subject to
charges based on properly determined NRCs. To the extent Bell Atlantic now must offer
aready-combined UNEs to CLECs, each such combination shall be considered one
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service order and should be subject to charges based on a properly determined NRC. We
now address whether the NRCs are properly determined.

b. Forward-Looking

AT&T and MCI argue that Bdll Atlantic has failed to modd a forward-looking network
properly, and as a result it both misspecifies the work functions that would have to be
performed under a forward-looking network and underestimates forward-looking
efficiencies. Onereault, say the CLECs, isthat the model assumestoo high aleve of
manud intervention in the service ordering process. A second problem, they assert, is that
the model uses an improper mix of copper and fiber in the loop feeder plant, resulting in
too high aleve of manud intervention to provison UNEs. A third point raised by AT& T
isthat the modd ignores available technology that would eiminate expensive manua

work functionsin provisioning centrd officewiring (AT&T Brief a 32-37; MCI Brief at
15-16). We address these points below.

i. Flow-Through

AT&T and MCI argue that, because a TELRIC study of NRCs must reflect awholesde
environment in which Bell Atlantic's customers are the CLECS, as opposed to end-users,
the sudy must recognize that the CLECs will interact with Bdll Atlantic eectronicaly
when placing UNE orders. AT& T clamsthat Bell Atlantic's assumption that 15 percent
of al UNE service orders will have to be handled manudly is unreasonable. AT& T
argues tha this "fdlout" rate is many times higher than one would expect to experience
usng effident, well-functioning OSS. Falout, notes AT& T, is generdly caused by errors
in datainput or functioning of the electronic systems. If OSS and databases are properly
operated and maintained, one would not expect the falout rate to exceed two percent.
The effect of thiswould be to reduce the assigned costs of Bell Atlantic's Recent Change
Memory Access Center ("RCMAC") and Mechanized Loop Administration Center
("MLAC"), the two entities which handle falout from the OSS, to near zero in the NRC
study (AT&T Brief a 34-35).

Bdl Atlantic assertsthat its 85 percent flow-through level for particular types of service
isforward-looking and redligtic. Bell Atlantic further assertsthat AT& T'stwo percent
figureis based on opticd digita loop carrier technology which isnot in usein
Massachusetts and therefore its use in the NRC isingppropriate (Bdll Atlantic Brief at
104). Bell Atlantic further repliesthat its NRC study reflects an aggressive assumption
that most smple orders will be processed dectronicdly, requiring only limited manud
work. In redity, not all CLEC orders will be éectronically received and forwarded to the
provisoning OSS and work centers. Bell Atlantic notes that its 15 percent falout rate
reflects its overdl experience with regard to itsretall customers, aresult it has not yet
achieved with its CLEC customers. Bell Atlantic expects that OSS enhancements will
eventudly provide the flow-through that it has assumed in the NRC study, and it terms
the falout rates demanded by AT& T and MCI to be unsupported speculation (Bell
Atlantic Reply Brief & 14-15).
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The Department cannot conclude that Bell Atlantic's flow-through experience with retall
customers, who contact Bdll Atlantic on aindividuaized, ord, ad hoc bass, islikdy to
be illugrative of the experienceit will encounter in processing order requests from the
CLECs. The CLECs are sophigticated telecommunications carriers, who have every
commercid interest in presenting service order information to Bell Atlantic eectronicaly
on aschedule, in aformat, and with such accuracy designed to achieve the highest
possibleleve of flow-through. As Dr. Sdwyn tedtified, "it should, if anything, be easier
for Bdl Atlantic to reduce manud intervention and achieve highly efficient automated
processng when the customer is another large and sophigticated provider” (Exh. AT&T
OSS/NRC-11, at 51). In contrast, Bell Atlantic's witness testified: "We just assumed that
we would be able to get to the same level a some point in the future at the wholesale
levd that we arein theretall level” (Tr. 22, at 83-84). Wefind this unpersuasive: Bdll
Atlantic's NRCs are too high because they include amuch higher level of labor cogts than
is appropriate.

In regard to thisissue, too, we are unpersuaded of the utility of afalout figure based on
the Bell Atlantic legacy retail service order systems as representative of the sate-of-the-
art OSS ingtalled to process CLEC orders. In support of the point (to be discussed later in
this Order) that OSS investment costs are incremental to those costs required for Bell
Atlantic's own operations, Mr. Kdly has provided an extensive description of the
enhancementsin OSSinddled by Bl Atlantic on behdf of the CLECs (Exh. BA-
OSS/NRC-7, at 1-10). Such systems are capable of a higher level of flow-through than
the ingdled base of retall sysems.

Thus, we agree with AT& T that, in this respect, the NRC model presented by Bell
Atlantic is not a proper TELRIC modd . It does not reflect the most efficient available
technology, asit fails to take into account the efficiencies that will result from CLECs
placing eectronic orders for UNEs a wholesde.

We therefore turn to the evidence presented by the CLECs on this point. Mr. Walsh
testified that some OSS currently in place have falout rates of one percent and offered
his opinion that this level of falout should be achievable when OSS are operated and
maintained efficiently. He cited in support of thisfigure the experience of Southwestern
Bdl Telephone Company ("SWBT") in operating and maintaining its Easy Access Sde
Environment ("EASE") system for transfer of resdle customers and that company's
projections of achieving smilar falout rates for UNE provisoning. He offered his

opinion that the Department should rely on the fallout experience of OSS thet currently
are avalableto dl ILECs, as opposed to focusng on Bell Atlantic's experience. That
broader experience, he offered, would be more indicative of forward-looking fallout rates
in the range of two percent (Exh. AT& T OSS/NRC-2, at 30-31, 41-42). Mr. Wash dso
digtinguished between the falout that resultsin the day-to-day functioning of OSS - the
figure in quegtion here -- and the falout that would result from improper maintenance of
databases and other maintenance activities that should properly be carried out by the
ILEC and whose cost is aready captured in the recurring cost rates (Tr. 32, at 98-107).
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Dr. Sewyn concurred with thisanalysis, noting that "it is reasonable to assume that, in
generd, if the various OSS components are functioning properly and have been
appropriaey integrated and synchronized, ‘flow-through rates are sgnificantly

improved, and ‘fallout' rates should approach zero and in no event exceed the one percent
to two percent leve .. ." (Exh. AT& T OSSNRC-11, at 51). Dr. Sdwyn's testimony cited
an earlier exhibit, in which he presented a comparative analyss of the

telecommunications industry and other industries in which eectronic operating systems

are required to handle alarge number of customer orders and accurately processthemin
red time. The falout rates in that analysis were in the one to two percent range (Exh.
AT&T OSS/NRC-1, Attachment at 28-34).

In response, Bl Atlantic has argued that inter-industry comparisons are not useful or
relevant and has o offered evidence which it uses to contend that the SWBT
experience is not relevant for the case at hand and that the OSS for processing UNE
orderswill be more complex and sophisticated both now and in the long term (Bell
Atlantic Reply Brief a 24). An affidavit submitted by SWBT employeesis offered by
Bdl Atlantic to demongtrate that the flow-rate achieved by SWBT was for ordering only
ample resdentid service and did not include business sarvice. Neither did it include
provisoning and hilling systems, focusing instead on the mechanized transcription of
service-order requests from an eectronic interface into SWBT's internal service order
format. The affiants dso offer their opinion that it isimprobable that atwo percent falout
rate for wholesale servicesislikdly to be achievable in the foreseesble future (Exh. BA-
OSS/NRC-7, at 17-18; Attachment 1).

The Department has reviewed the affidavit submitted by SWBT employeesin support of
Bdl Atlantic's argument thet a drametically lower fallout rate is unredigtic. The

concluding paragraph of that affidavit isingructive in providing the context for the
anaysis presented. The affidavit, sgned on December 15, 1997, concludes, "[I]t would
be improbable that a one percent or two percent fallout rateislikdy to be achievable for
ordering Resold Services or UNEs in the foreseegble future, and certainly not by the end
of 1998" (Exh. BA-OSS/NRC-7, Attachment 1, at 9-10). Because these individuas were
not presented in person, it is difficult to know what to make of this statement. The issue
before the Department is not whether atwo percent falout rate was achievable by the end
of 1998. Our purposeis to establish arate based on the application of forward-looking
technologies. Perhaps the "foreseesable future' term used by the affiants is equivaent to
the term that would be appropriate for a TELRIC andys's in Massachusetts, and perhaps
it is not. We cannot be sure. In any event, we must look more deeply to determineif the
affidavit is digoostive of the issue.

The affiants cite the experience of SWBT in processing orders from interexchange

cariers ("IXCs'), which have "been in existence since divedtiture in 1984." They note

that, "even with these mature systems, there is still a30-50 percent fallout rate for access
service requests. . . prepared by IXCs' (Exh. BA-OSS/NRC-7, Attachment 1, at 9). This
experience isirrdevant to our determination in this case. The legacy OSS and procedures
that have been in effect for IXCsfor 15 years cannot be considered the kind of forward-
looking systems gppropriate for modeling in a TELRIC study in 1999. Thisis proven by
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the very next sentences in the affidavit, in which the affiants explain that access service
orders are less complex than many of the orders for Resold Service or UNES. By the
logic of this affidavit, SWBT should never have been able to achieve a one percent
fdlout rate with EASE, and yet it has achieved just this result.

In contrast, Dr. Selwyn has made a persuasive case that many of the sources of falout

can be addressed and largely iminated in integrated OSS. He explains that input errors
aretypicaly made by the service representative and can be checked for interna
consstency at the time of entry and can be corrected on the spot. Facilities assgnment
errors, he notes, can result from alack of accurate and synchronized databases, which can
be corrected when the problem is detected. Dr. Selwyn states that physical connection
and configuration errors will be reduced by the use of digital cross-connect and digital
loop carrier systems, systems which we note are consistent with the technology we have
assumed, above, is present in the TELRIC network (Exh. AT& T OSSNRC-1,
Attachment at 31-32).

Wefind that Dr. Sdwyn's andogy to Electronic Data Interchange ("EDI") protocolsis
a0 quite relevant to the current question. EDI, he explains, "is a set of standard
electronic formatting protocols that alow data to be passed between different companies
and computer systems dectronicaly, without human intervention.” He gives examples of
firmsthat have used EDI to manage transactions with other firms, with aminimum of
fallout. He asserts that ILEC operations are comparable in overal complexity to other
large industrial processes characteristic of network-based industries, and he gives specific
examples of such indugtries (Exh. AT& T OSSNRC-1, Attachment at 33-34). This
description is persuasive that the fallout projections proposed by the CLECs for the Bell
Atlantic OSS have support in the experience of comparable industrid systems.

We conclude that Bell Atlantic has not met its burden of proof that the 15 percent falout
rate assumed in its NRC modd is an appropriate reflection of forward-looking
technology that will be in place to process service orders. We conclude that the CLECs
have presented substantia evidence in support of alower fdlout rate in thisindustry,
basing their andysis on a description of the gppropriate use of forwarding-looking
technologies. Their conclusions, too, are given credibility by their reference to
comparable systemsin other industries. We therefore conclude that the two percent
fdlout rate offered by the CLECsisindicative of likely experience with forward-1ooking
technologiesin thisindustry. (We discuss, below, a further required adjustment to the
Bdl Atlantic NRC modd -- related to the Coordination Bureau -- thet follows from this
concluson. See Section [1.C.2.b.)

ii. Fiber Feeder

We agree with AT& T and MCI that the NRC model presented by Bell Atlanticis
unacceptably inconsstent with the TELRIC mode approved by the Department for the
recurring costs associated with UNES. In earlier stages of this proceeding, Bl Atlantic
forcefully argued that the appropriate forward-1ooking technology was a network with
100 percent fiber feeder in the loop portion of the network. We addressed this point in
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detail and overrode the CLECS objections to this construct in the Phase 4 Order, noting
"that the Structure of the [Bdll Atlantic] mode provides a good representation of a
recongtructed local network that will employ the most efficient technology for reasonably
foreseeable capacity requirements.” Phase 4 Order at 16-17.

Here, though, Bell Atlantic proposesto use a 90 percent copper feeder network, the result
of which is to increase the NRCs associated with the loop UNE. Dr. Taylor argues that
this inconsgtency is warranted in the following summeation.

[N]onrecurring costs are largely driven by expenses (e.g., labor), while recurring UNE
costs (eg., loops) are largdy invesment-driven. Since technologicd changeis generdly
embedded in new capita equipment, UNE costs can be more sengtive to technological
assumptions than non-recurring costs. Second, recurring costs of UNES are recovered
over time asthe UNE is used, s0 that if forecasts of future technology and investment
prove to be wrong, adjustments to costs and prices can be made which will apply to the
agent that caused the cost. In contragt, transactiona and non-recurring costs, by
definition, occur just once in afirm's relationship with its cost-causing customer. Once
past, that opportunity does not come again, and errors in prediction cannot be corrected
insofar astheindividua customers are concerned. These relationships suggest that
different, more conservative technologica forecasts can be used to measure forward-
looking . . . non-recurring costs compared with the recurring costs of UNEs.

(Exh. BA OSSINRC-6, at 20-21).

We quote thisinterpretation of the case as areference point to make clear that we do not
agree with this concluson. Firgt, we differ from the witness on the factual contention that
technology assumptions are somewhat removed from the NRC charges developed in the
Bdl Atlantic modd. Those assumptions directly influence the level of labor costs

incurred to carry out loop-related provisioning functions. The time and labor inputs
inherent in the Bell Atlantic NRC mode are based precisdy on the technology that the
internd panels of estimators were told to assume (Exh. BA NRC-1, at 4-6; and
Attachment A).

Mr. Globerson persuasively documents that the technology assumption is quite important
to the level of NRCs derived. He provides a specific example, noting thet the Bell
Atlantic NRC study setsforth acost of $21.12 to ingtall and remove a piece of centra
office wiring when "Plain Old Telephone Service® ("POTS") service™ is ordered. He
assarts that there should be no need for centrd office wiring for POTS if thereis 100
percent fiber in the feeder plant because such fiber would terminate in a centrd office
into digital loop carrier ("DLC") technology that does not require centra office wiring.
He notesthat it is the Bell Atlantic assumption of copper in the feeder plant that results
directly in this extralabor expense (Exh. AT& T OSSNRC-6, at 10). Thisexampleis
representative of othersinterspersed throughout the NRC study, and it supports our
conclusion that the technology assumption isimportant to the level of NRCs derived in
the cost study.
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Second, Dr. Taylor mixes the rate design function of the TELRIC method with the cost
recovery function that might be found in other aspects of state regulation of the
incumbent. The TELRIC method, as we have stated repeatedly, is based on a
hypothetica, forward-1ooking telecommunications network. It is not meant to be related
to the embedded or historic cogts of the incumbent or the application of those cogsto a
particular customer. Thus, Dr. Taylor's concern that the "agent that caused the cost™

might have been charged a price that is "wrong" based on misplaced technological
assumptionsis not on point in this proceeding. The job of the Department is to use our
best judgment in determining the full range of forward-looking costs at various pointsin
time. If, a sometime in the future, the Department’'s technology judgment is found to be
in error, new forward-looking costs may be established at that time for application to
subsequent transactions. As noted by Dr. Taylor, subsequent methodological changes that
might occur in UNE recurring costs would not gpply retroactively to those customers
who might have benefitted from a previoudy determined lower UNE charge (Tr. 35, at
29-32). Thus, thereisapardle trestment of customers who face the "wrong" NRC and to
those who face the "wrong" recurring charge. Findly, as noted by Dr. Selwyn, the
distinction between recurring and nonrecurring functionsis somewhat arbitrary, and it
"makes no sense to suggest that different network assumptions should be gpplied for each
'type of cost” (Exh. AT&T OSSNRC-11, at 48). In light of these facts, thereis no reason
to apply adifferent set of technology assumptions to the development of NRCs from
recurring charges.

In fact, we agree with AT& T that this assumption invites undue selectivity or "cherry-
picking," i.e., producing the higher recurring costs associated with dl fiber feeder and the
higher NRCs associated with a network composed primarily of copper feeder (AT& T
Brief at 36). Our goal, as noted above, isto model aforward-looking telecommunications
network. Bell Atlantic's argumentsin support of a 100 percent fiber network were
persuasive to us many months ago, and they remain so today. The NRC study must
therefore incorporate this assumption.

iii. Centrd Office Wiring

AT&T arguesthat Bl Atlantic, by basing its NRC study on the current network, rejects
the use of forward-looking integrated digita loop carrier ("IDLC") technology because
that technology is not currently deployed by Bell Atlantic. AT& T states that this hasthe
result of reflecting asubgtantid increasein centrd office wiring. IDLC technology isa
currently available technology which the Litespan DLC units dready deployed in the Bell
Atlantic network can support, assarts AT& T, and the fact that Bell Atlantic has not
chosen to deploy it should not preclude its use in the TELRIC cost study network (AT& T
Brief at 37-38).

Bdl Atlantic responds that it based its centra office wiring activity on universal digital
loop carrier ("UDLC") loop technology because this technology reflects the vast mgority
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of Bell Atlantic'sloop network architecture that will be in place for the foreseeable
future. The technology assumed by AT& T, says Bdll Atlantic, is not technology thet it is
currently deploying in Massachusetts (Bell Atlantic Brief a 69-70). Bdl Atlantic

explains that the difference between IDLC and UDL C isthat the former provides a direct
interface between the loop and the centrd office digita switch. The latter, in contrast,
requires a step to wire and terminate aloop on the Main Didtribution Frame. However,
says Bell Atlantic, IDLC's use would require additiona upgrades to the Bell Atlantic
network that would add additiona recurring costs, costs which have not been considered
by AT&T (id. at 71-73). Further, Bdll Atlantic notes that the recurring cost sudy
approved by the Department in the Phase 4 Order employed the UDL C technology (Bell
Atlantic Reply Brief a 16). Findly, Bell Atlantic notes that even the IDL C technology
proposed by AT& T and MCI will not prevent the need for manua cross connectionsin
the centrd officein an environment of multiple carriers rather than asingle carrier (Bell
Atlantic Reply Brief a 18-19).

Our goa here, as above, isto maintain a congstency between the recurring cost TELRIC
sudy and the NRC TELRIC study. Thereis no disagreement that Bell Atlantic's
assumption regarding the digital loop carrier technology in the NRC study isthe same as
that used in the Department-approved TELRIC recurring cost method; yet, the CLECs
urge that different technology assumptions be used. In the section above, we declined to
permit Bell Atlantic to include such adjustments, and here we decline to adopt the
CLECs proposals.

c. Disconnection Costs

The issue surrounding disconnection costs is not whether such costs should be estimated
and charged to CLECs. The issue is whether the CLEC which has ordered a service
should be charged for disconnection of that service at the time serviceis ordered or upon
disconnection. Bell Atlantic, in parald with its policies and Department-approved NRCs
for retail customers, has proposed to include these charges in the wholesdle service
ordering rate dement. AT& T arguesthat this palicy isingppropriate when it comesto the
CLECs AT&T draws anumber of digtinctions between the CLECs and theretail arenas.

Fird, notes AT& T, disconnection costs are not incurred merely because a CLEC's end-
user customer may terminate service. So long asthe CLEC continues to lease UNEs from
Bdl Atlantic, they will not be disconnected no matter how many end-user customers may
succeed one another at the service location. Thus, says AT& T, the actud likelihood of a
disconnection islessthan in Bell Atlantic's retall service offerings. Second, AT& T

argues, unlike the retal customer, from whom a disconnect fee may be difficult to

collect, CLECs will not disappear and can be charged for any reasonable and appropriate
feed thetimeit isincurred. Third, permitting the collection of an up-front disconnection
charge would provide Bell Atlantic asource of cost-free capital from its competitors. The
effect of al of these points, argues AT& T, isan atificid barrier to competitive entry
(AT&T Brief a 39-40). MCI joinsin these arguments (MCI Brief a 11-12).
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Bdl Atlantic expresses concern that separating disconnection cogts from up-front NRCs
for provisoning UNEs would offer no assurance that Bell Atlantic would recover
disconnection cogts that will inevitably be incurred in the future. Bell Atlantic argues thet
neither AT&T nor MCI offer any evidence that CLECs will behave differently in their
remittance practices from Bl Atlantic'sretall cusomers. Findly, inresponseto AT&T's
argument that the up-front disconnection fee would provide a source of cogt-free capitd,
Bdl Atlantic says that thisignores the long-term effect of inflation on the actua
disconnection cogts thet it will incur in the future (Bell Atlantic Reply Brief at 27-28).

Theincluson of disconnection costs has long been a standard practice for the Department
in the caculation of retail ingdlation NRCs. This has been the case because the ultimate
collection of disconnection costs from retail customers is more difficult than the

collection of ingdlation costs, and Bdl Atlantic is entitled to a reasonable assurance that
such costs will be recovered from customers. Their inclusion at the time of service
ordering has provided an appropriate dlowance for Bell Atlantic, in anticipation of
whenever the ultimate disconnections might take place.

While the CLECs have argued that they represent adifferent class of customers from

retail customers, the parties did not persuade us that a CLEC would be more available
and willing to pay disconnection cogts than retall customers. Thus, an alowance for these
costsin the TELRIC-based NRCsis gppropriate. We recognize that the inclusion of these
costs does, as noted by the CLECs, provide Bell Atlantic with a source of fundsthat is
available for other purposes between the time of ingalation and the time of

disconnection, but, as noted by Bell Atlantic, there is no assurance that the funds so
collected will ultimately be sufficient to cover the actud costs of disconnection.

We have considered other mechanisms to assure collection of these costs at the actud
time of disconnection. For example, we could order that the interconnection agreements
contain a provison that would give Bell Atlantic aclam on aCLEC's assets to satisy
this obligation; but any such mechanism would be complicated and could ultimately
interfere with other commercid and legd obligations of the two companies (for example,
the obligations of a CLEC to other creditors in the event of a bankruptcy.) Therefore, we
maintain our longstanding policy of including disconnection codsin the caculation of
ingdlaion NRCs.

d. Work Time Egimates

AT&T arguesthat Bl Atlantic has not met its burden of proving that itswork time
esimates are credible. Firs, says AT& T, Bell Atlantic did not estimate the time to
perform individua functions but instead made an aggregate estimate of the entire
involvement of whole work groups. This concern is amplified because Bdl Atlantic time
estimators were biased because they were told that the estimates were going to be used to
establish charges that would be assessed against CLECs. Second, the time estimates
solicited by Bell Atlantic came from such smal samples of respondents, and were so

wide ranging, thet there is no basis for finding them to be reliable. In any event, Bell
Atlantic did not perform a datistical andysis or make any attempt to eiminate obvious
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outliers. Third, there is no bags for the arbitrary weights assigned by Bell Atlantic to the
individud time estimatesin order to derive weighted averages for the purpose of
cdculatiing NRCs. The decison to weight the estimates by assigning aweight of one-
gxth to the "minimum’” time, one-gixth to the "maximum,” and four-sixths to the "most
likely" was, in AT&T's opinion, unsupported. Finaly, argues AT& T, Bdl Atlantic failed
to verify its time estimates by any reliable means, even where the work it expectsto
perform for CLECsisidenticd to the work it performsfor retail cussomerstoday. AT& T
notes that Bell Atlantic refused to reved the professond qudlifications or even the names
of its subject matter experts, those who were involved in vaideting the results. These
experts, in any event, were not ingtructed to take into account the effect of projected
developmentsin Bl Atlantic's operating systems in the near future, and so their opinions
are not based on forward-looking technologies (AT& T Brief at 41-45).

Bdl Atlantic argues that its work time estimates were based on reasonable and well-
documented methods (Bell Atlantic Brief at 75-91; Bell Atlantic Reply Brief at 19). It
argues, in contrast, that the work estimates supplied by the CLECs witnesses are totaly
unsupported and biased (Bell Atlantic Reply Brief a 20).

The Department agreeswith AT& T that there are serious flaws in the Bell Atlantic
method. These flaws include the smallness of the sample sizes, the wide ranges of
estimates produced by the Bell Atlantic employees, and the fact that employees were not
awaysinformed of and instructed to assume forward-looking technologies in meking
their assessments. These flaws introduce an eement of biasinto the estimation process
and impair its reliability. We have not been presented with a coherent explanation of why
the weighting system used by Bdll Atlantic is gppropriate. Thereis dso astrong
likelihood of bias when employees are indiructed to provide estimates that they are told
will be used to derive charges for their employer's competitors. Bell Atlantic hasfailed to
demondtrate that it acted to reduce the probability of such bias. Findly, we note the
anonymity and lack of qualifications presented for the subject matter experts used by Bell
Atlantic to validate these estimates.

Nonetheless, as we discuss below, (see Section 11.C.), the NRC model offered by the
CLECs aso contains many flaws in the development of work time estimates, and we are
aso reluctant to use those results. We could choose to send Bdll Atlantic back to the
drawing board to conduct new studies, but we are reluctant to do so because we are not
convinced that such studies would be a productive use of company time or the regulatory
process or that they could be completed in a period frame appropriate for these
proceedings. Accordingly, we are left with no choice but to modify the numbers
presented by Bdl Atlantic to offset, to the extent possible, the biases in its gpproach. We
choose to do so by adopting a set of numbers produced by Bell Atlantic that isleast likely
to be biased, the "minimum” figures produced by its employees. We therefore direct Bell
Atlantic to resubmit its cost Sudy using the "minimum" work time estimates in deriving
the NRCs.
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e. Applicability of Charges

AT&T arguesthat the Bdl Atlantic NRC modd fails to demonstrate how CLECswill
actualy be charged when ordering UNES and thus cannot form the basis for reasonable
and appropriate non-recurring charges. AT& T cites Bdll Atlantic withesses as being
contradictory, stating on the one hand that Bell Atlantic would seek to recover each and
every cod identified in the study in its UNE charges, and then retracting that statement
and acknowledging that certain cogts set forth in the study will not be charged to CLECs.
Likewise, AT&T citesaBel Atlantic witness as sating that the NRC cost study did not
identify dl of the charges Bdll Atlantic might impose on CLECs for provisoning UNES,
while not indicating when such charges will be identified. AT& T dso notes that the Bell
Atlantic witness was unable to explain how the costs of provisoning an order for two or
more links would be charged where not dl the links were to be provisoned a asingle
cross-box. These and other examples, say AT& T, render the NRC study uselessin
determining the reasonable and appropriate rates to be charged to CLECs (AT& T Brief at
47).

Bdl Atlantic responds that it submitted on June 19, 1998, a detailed description of how
the non-recurring charges for UNEswould be gpplied. Bell Atlantic asserts that the fact
that the filing has yet to be examined by the Department provides no basisfor rgecting
itsNRC study (Bdll Atlantic Reply Brief a 21-22). This portion of the proceeding has
focused dmost exclusively on the method of the NRC study. The specific application of
the study results, as noted by Bell Atlantic, has received little attention in the
Department's hearings. The Department will address the questions and concerns raised by
AT&T inthe next phase of this proceeding, when Bell Atlantic submitsits NRC study
compliancefiling.

C. The AT&T/MCI Non-Recurring Cost Moded

1. Description of the Modd

AT&T and MCI have offered a competing NRC mode ("NRCM") for congderation by
the Department (Exh. AT& T OSS/NRC-2). They characterize that mode asusing
forward-1ooking costs and being based on "bottoms up” estimates of NRCs, using the
fallowing mgor assumptions: (1) a TELRIC engineered network using forward-1ooking
technologies and efficient processes; (2) an eectronic ordering interface between the
CLEC and Bdll Atlantic that incorporates front-end edits to minimize service order errors
and the ability of those errors to be returned dectronicaly; (3) an efficient OSS
environment with unpolluted databases to minimize falout; (4) dectronic provisoning
where possible; (5) POTS services that are treated as non-designed services, (6) connect
and disconnect charges that are caculated separately; and (7) OSS investment codts that
are recovered in recurring rates (MCI Brief at 4-14; AT&T Brief a 49-52).

2. Critique of the NRCM
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Bdl Atlantic has offered a critique of the NRCM, gtating that it is neither reasonable nor
appropriate for setting UNE rates (Bdll Atlantic Brief a 100). In our discussion above,
the Department has aready addressed some of the areas of disagreement between the
parties. the use of next generation integrated loop carrier; the use of 100 percent fiber in
the feeder network; and the two percent falout rate. In addition, Bell Atlantic cites
additiond flaws.

a. Cross-Connection Costs

Thefirg criticism isthat the NRCM assumes that there are no incremental NRCs
associated with cross-connections at the feeder digtribution interface. According to Bell
Atlantic, the NRCM assumes 100 percent Dedicated Outsde Plant ("DOP"), thus causing
no incremental cost to be incurred to perform cross-connections at the Feeder
Digribution Interface ("FDI") for the unbundled loop. The costs of these cross-connects
are assumed in the NRCM to be included in the recurring rates for unbundled loops.

Bdl Atlantic points out that these assumptions are unwarranted because, by design, the
number of distribution pairs exceeds the number of feeder pairs at each cross-connect
point. Also, Bell Atlantic does not wire dl customers through the FDI with initid
construction because loop facilities are constructed prior to customer demand. The result
isthat cross-connection costs are incurred on an "as needed” basis. Bell Atlantic States
that, if no crosswiring is necessary at the serving areainterface, the charge for this
activity will not apply (Bdl Atlantic Brief a 105-106).

The CLECs do not respond to this specific criticism. We find merit in Bell Atlantic's
presentation, and agree that the NRCM's assumptions are flawed in this area

b. Coordination Bureau

The second criticiam leveled by Bell Atlantic is that the NRCM improperly diminates al
costs associated with the Coordination Bureau. The work performed by the Coordination
Bureau, says Bell Atlantic, is criticd to the efficient ingdlation of new links, the trandfer

of working links (hot cuts), and CLEC-to-CLEC link transfers® (Bell Atlantic Brief a
106-107).

MCI responds that none of the activities of the Coordination Bureau are necessary if Bell
Atlantic had a properly functioning OSS which would automatically notify the CLEC that
indalation had been completed. MCl also arguesthat, in fact, the Coordination Bureau
has played no noticegble role in resolving any of the problems that MCI has encountered
when purchasing loops from Bl Atlantic (MCl Reply Brief a 12-14).

Bdl Atlantic responds thet the activities of the Coordination Bureau are critica to
meseting service commitments to the CLECs. Bell Atlantic argues that the non-recurring
Coordination Bureau costs associated with provisoning UNES are based on physica
work activities that will continue to be required even with technologically advanced
architecture (Bdl Atlantic Reply Brief at 22-23).
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For purposes of the Department's analysis, we put aside MCl's current complaints about
the efficacy of the Coordination Bureau in handling recent orders. We assume that these
are start-up problems that will be resolved over time. We accept Bell Atlantic's argument
that the Coordination Bureau provides an important function in those cases requiring
manud intervention. Indeed, we imagine that the absence of such a bureau would be
quickly lamented by the CLECsif it did not exist to help with certain problems.
Accordingly, the exclusion of dl such cogtsin the NRCM is not warranted.

Nonetheless, we must recognize that the costsincluded in the Bell Atlantic NRC model
for the Coordination Bureau are based on the amount of manua intervention associated
with afallout rate of 15 percent, rather than the two percent rate we have adopted. Thus,
the ongoing cogts of that Bureau must be related in some way to the likely leve of
activity it will carry out. Because we have assumed that a forward-1ooking network will
require less manud intervention, some adjustment must be made to the costs assumed for
the Coordination Bureau included in the Bell Atlantic study. Bell Atlantic istherefore
ingructed to modify the Coordination Bureau cogts included in its NRC study to reflect a
lower level of activity, congstent with the two percent falout rate we have adopted. In
the absence of a persuasive presentation on thisissue in its compliance filing, we will
exclude dl such costs from the NRC study.

c. Work Time Esimates

Bdl Atlantic'sthird area of criticisam is that the NRCM adopts unreasonable work times.
Bdl Atlantic gates that the work times used by the CLECs are provided without
supporting rationale or documentation (Bell Atlantic Brief a 108-109).

AT&T responds by noting that each of 200 individua work functions are evaluated to
develop its NRC egtimates, and the specific steps involved to perform each of these
separate functions have been spelled out, alowing for an independent evaluation of the
time estimates used in the NRCM (AT&T Brief at 51-52).

Bdl Atlantic offers such an evauation on a number of work time estimates. For example,
it notes that the NRCM dlows only one minute for ingalation of a 2-wire cross-connect
on amain digribution frame. In contragt, its sudies, provided by people involved in this
activity, show that a cross-connect for anew loop takes 14 minutes, and 21 minutes for a
hot cut (Bdll Atlantic Reply Brief & 26-27).

The Department has reviewed the NRCM work time estimates. We gppreciate the fact
that the CLECs have dearly set forth the functions they have employed in the model, but
they have offered little in the way of documentation or vaidation of these estimates. We
cannot accept these estimates in the absence of adequate support for the inputs. As noted
above, we have recognized the flaws in the Bell Atlantic approach, but we can not be
agnostic with respect to the flaws pointed out by Bell Atlantic with regard to the NRCM
estimates, flaws which essentialy go unanswered by the CLECs. Accordingly, we do not
accept the work time estimates employed in the NRCM.
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D. Concluson

The CLECs have provided a useful service to the Department in presenting a competing
NRC modd. In particular, we appreciate the transparency of the modd, i.e., itsclear
presentation of structure, assumptions and variables. We have noted above our resolution
of criticiams of that modd by Bell Atlantic. Because we cannot adopt the work time
estimates used in the NRCM and because we have no dternative set of numbersto insert
into the modd for these items, we must rely on the Bell Atlantic mode -- with the
adjustments we have ordered -- for purposes of establishing NRCs. Accordingly, Bell
Atlantic is directed to make the adjustments we have ordered to its model and to submit
those revisons in its compliance filing. The Department directs Bdll Atlantic to submit its
NRC compliance filing within 28 days of the date of this Order.

1. HOUSE AND RISER CABLE

A. Introduction

A component of Bell Atlantic's presentation dedlt with the issue of house and riser cable
("HARC"), the portion of the loca distribution plant thet islocated ingde multi- tenant
buildings, either commercid or resdentid. Bell Atlantic has proposed rates for house and
riser service to address the stuation in which a CLEC provides its own link to its end-
user customer but requests that Bell Atlantic provide the house and riser cable withina
multi-story building. Because this portion of the Bell Atlantic filing raisesissues distinct
from the general NRC study discussed above, we tredt it here in a separate section.

Bdl Atlantic undertook the HARC cost study to determine the one-time and recurring
cogts of establishing interconnection of another carrier's facilitiesto HARC owned by
Bdl Atlantic. The HARC is terminated on 50-pair connecting blocks, usudly in one of
the lower floors of the building. From these connecting blocks, 50-pair sheathed cable
"jumper wires' would be used to connect the end user ether to Bell Atlanticsor a
CLEC's outsde plant.

Bdl Atlantic has defined the one-time cogts associated with this type of interconnection

as those reated to the "building set-up,” ingtaling a backboard and connecting block, for
atota of $142.19. The recurring costs are based on the use of the HARC itsdlf. The costs
are divided between (1) afixed ement -- which covers the cost of the basement

terminas, the point- of-termination on an upper floor, and 30 feet of horizonta cabling in

the basement -- and (2) avariable eement, which coversthe riser cabling between floors
and includes ten feet of vertica cabling per floor. Bell Atlantic Sates that the recurring

costs are based on the Department-approved TELRIC method and are presented on a per-
pair basis, $.77 for the fixed portion and $.02 per floor for the varigble portion (Exh. BA-
NRC-1, at 22-24; Appendix D, Exhibit I1).
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B. Postions of the Parties

AT&T hasraised anumber of objections with regard to the HARC study and to the terms
and conditionsimplicit in that study. In short, AT& T argues that the Department should
rgect Bell Atlantic's proposed mandatory charges for HARC and should instead alow
CLECsto gain access to HARC in the mogt efficient manner possble.

Fire, saysAT& T, a CLEC should be dlowed to ingdl its own termind block and
connect it directly to Bell Atlantic's termina. Under the Bell Atlantic proposd, athird
terminal block would be instaled between the CLEC termind block and the Bell Atlantic
termind block. AT& T terms this third block "superfluous’ and resulting inan
unnecessary cost to the CLEC. AT& T asserts that there is no dispute that a cross-
connection could be made directly from the CLEC termind to the Bell Atlantic termind
(AT&T Brief a 52-54).

Second, AT& T arguesthat a CLEC should be able to complete its own cross-connects to
Bdl Atlantic's termina and to do its own HARC repairs. There is no reason, asserts
AT&T, that atrained CLEC technician could not adequately perform the cross-
connection. The gpproach suggested by Bell Atlantic, in which its technician would have
to make the cross-connection would, according to AT& T, be cumbersome, requiring
extra coordination between Bell Atlantic and the CLEC to ensure that a customer's
service was transferred at the appropriate time and efficiently maintained in the event of
trouble reports, in addition to adding unnecessary cods. AT& T clamsthat Bell Atlantic
has offered no substantive support for its requirements, atributing them only to a policy
decison made by Bdl Atlantic (id. at 54-62).

Findly, AT&T arguesthat Bell Atlantic should be required to tel CLECs what HARC
fadlities it owns. The existence of a comprehensive list of such facilities would avoid a
CLEC's having to perform unnecessary and burdensome research each time it plansto
market servicesin aparticular building (id. at 62).

On thefirg two points, Bell Atlantic Sates that the ingtalation of a 50-pair termina block
to serve asthe CLEC's point of interface is not superfluous. Rather, it provides an
important means to isolate troubles between Bl Atlantic and CLEC facilities, serving as
atest-access point to sectiondize any maintenance problems between facilities. Bell
Atlantic aso responds that AT& T's proposd to alow CLEC technicians to carry out
cross-connects would cause Bell Atlantic to "forfeit a secure network” by unnecessarily
increasing the chance of third-party human errors and significant operational ad
maintenance problems. Bell Atlantic draws an andogy in this Stuation to that addressed
by the Department in its arbitration with Covad Communications Company, in which
Covad was denied the right to ingal collocation equipment in the midst of Bell Atlantic's
equipment in central offices!? Covad/Bell Atlantic Interconnection Agreement, D.T.E.
98-21 (1998) ("Covad"). Bdl Atlantic sates that the added costs of its proposa are
inggnificant compared to the risks of outage that might affect the CLECSs customers and
Bdl Atlantic's cusomers (Bell Atlantic Brief & 98-100; Bdll Atlantic Reply Brief at 30-
31).
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Bdl Atlantic does not respond to the third point regarding providing a comprehensive list
of facilities.

C. Andyssand Findings

We dart, first, by noting that no parties have questioned the congruence between Bell
Atlantic's HARC cogt studies and the requirements of the Department-approved TELRIC
method. We have reviewed the HARC study and find it in compliance with that method
and therefore gpproveiit.

We turn now to the terms and conditions surrounding the provison of HARC service
which have been raised by AT& T. We find no basis for arequirement that a separate
termina block be ingtalled between the Bell Atlantic termina block and the CLEC
termina block. Smilarly, we find no basis for arequirement that Bell Atlantic
technicians have the exclusive right to make the cross-connection between the Bell
Atlantic termina block and the CLEC termina block. On these issues, Bl Atlantic's
testimony issSmply not convincing. Bell Atlantic's repetition of the need to "standardize’
the interface by having an additiona termind block carrieslittle weight. For example,

Bdl Atlantic points to the need to have atest point to sectiondize any maintenance
problems between facilities (Exh. BA OSS/INRC-10, at 9). This statement ignores the fact
the each of the termina blocks provides exactly that cgpability. From the Bell Atlantic
terminal block, one can test the HARC facilities leading up to the end-user. Likewise,
from the CLEC termina block, one can test the CLEC outside plant facilities. Thisonly
leaves the jumper cable between the two blocks, which can be tested by placing sensors
on either or both termina blocks (see, Tr. 35, at 134-140; Tr. 36, at 5).

Likewise, Bdll Atlantic's statement that CLEC technicians should not be permitted to
make cross-connections because "it's very easy to put other people out of service if you're
careless’ (Tr. 23, & 51) may betrue, but it is not dispostive of thisissue. Thereisno
evidence on this record, and smply no reason to believe, that trained CLEC technicians
will be any more or less careful than trained Bell Atlantic technicians. Bdll Atlantic's
reliance on the Department's Order in the Covad arbitration is misplaced. There, our
concern was the introduction of multiple third- party techniciansin the highly complex
environment of the main digtribution frame of the centra office, where the security of
service to tens of thousands of customers was at stake. Here, the andogy is more closdy
tied to the arrivd of third-party technician in ingaling customer premises equipment.

The Bdl Atlantic HARC -- while obvioudy tied to the network -- serves alimited
number of cusomersin agiven building. If atechnician -- whether Bell Atlantic or
CLEC - makes aningdlation error, it may surely affect one or more customersin that
building, but the potentia problem is orders of magnitude less significant than the
problem of sabotage or error in a central office. If experience refutes this conclusion,
there are remedies available.

Bdl Atlantic's proposdsin these two areas would add costs and logistical complexity to

the connection of CLEC customersto Bdll Atlantic-owned HARC. Bdll Atlantic has
offered insufficient countervailing arguments to those presented by AT&T. Accordingly,
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we eiminate the requirement for athird termination block and for Bdll Atlantic to
perform cross-connection activities. To the extent that a CLEC chooses to have Bell
Atlantic perform those activities, the relevant charges contained in the HARC cost study
will apply.

On the third issue, Bell Atlantic's witness tedtified that Bell Atlantic could provide a
liging of the buildingsin which it owns HARC (Tr. 23, & 46). AT& T has made a
compelling case that the provison of thisinformation would be important to the CLECs
by permitting them to avoid the cost of conducting unnecessary research when planning
to market servicesto aparticular building (Exh. TCG OSSINRC-1, at 14-15).
Accordingly, we direct Bdll Atlantic to provide this information to requesting CLECs. In
conclusion, the Department directs Bdll Atlantic to submit its house and riser cable
compliancefiling within 28 days of the date of this Order.IV. OPERATION SUPPORT
SYSTEMS

A. Introduction

Bell Atlantic has proposed to establish rates to recover a portion of approximately

$108 million in expenditures and approximately $18 million in ongoing costs which it
states were incurred to modify and provide CLECs with access to OSS covering New

Y ork and New England. Bell Atlantic assarts that these expenditures reflect the direct
costs of compliance with the requirement to provide access to OSS and further asserts
that the recovery of such cogtsis specificaly provided for in the Act and the FCC's Loca
Compstition Order (Exh. BA-OSS-1, at 2; Bell Atlantic Brief at 4).

1. Description of OSS Functions and Expenses

Mr. Kelly provided a detailed explanation of the types of expensesincluded in Bell
Atlantic'sfiling. These expensesinclude: (1) the cods to develop and implement the
Direct Customer Access System ("DCAS'), which provides the interface which CLECs
use to interact with Bdll Atlantic for pre-ordering, ordering, maintenance, provisoning,
and billing; (2) the costs to modify Bell Atlantic's ordering, provisoning, and billing
systems to accommodate the ordering, provisioning, and billing of resold services and
UNEs; and (3) the cost to establish aresde service center and a service center for UNES.
Mr. Kelly stated that Bell Atlantic took these steps to accommodate the FCC's
requirementsin the Local Competition Order and to meet the requests of CLECsin
collaborative sessions and in discusson with individua carriers (Exh. BA-OSS-1, at 2-3,
8). Mr. Kdly further asserts that the systems and processes chosen by Bell Atlantic to
carry out these functions are the most advanced and efficient available (id. at 7).

To provide a context for these costs, Mr. Kelly explained the functions provided by the
OSS. Pre-ordering is the process whereby CLECs and Bdll Atlantic interactively
exchange information about current and proposed customer products and services and
UNEs. The functiondities included in these processes include access to customer service
records; access to telephone number selection; the ability to determine the availability of
featuresin a particular centra office or for a particular NXX code; the ability, while the
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end-user in on the line, to select an order date and to determine whether resources are
available to schedule any outside work; the ability to validate addresses, the ability to
check dl channdson aT1 or T3 facility to determine whether they are working or spare;
the ability to determineif aloop is conditioned for ISDN service; and the ability to
determine the common language location identification code for a given switch. Mr.
Kely noted that severa different systems and databases provide these pre-ordering
functions. They are the premisesinformation system ("PREMIS"); the customer record
information sysem ("CRIS"); the BMEX/REX System, which maintains an inventory of
the tariffed features and products available at each switch; SMARTS, which isused to
determine order due dates in a given geographic region; the trunk inventory record
keeping systems ("TIRKS"); and Phoenix, which facilitates ISDN ordering. He explained
that even where these systems needed no modification themselves, there was a need for
new "gateway" or interface systems to provide CLECs with access to them. This ability
was developed in the DCAS interface (id. at 4, 9-12).

Ordering is the process whereby CLECs submit requests for products, services, and
UNEs. DCAS provides the front end vehicle for a CLEC to submit an order to Bell
Atlantic. Then the service order processor ("SOP") system performs a series of editsto
determine if an order's format is correct; distributes the order to other OSS and work
groups, and then updates the status of the service order based on updates from the
provisoning and billing sysems. The SOP system was modified by Bl Atlantic to
accept, identify, and process orders from resellers and UNE purchasers (id. at 4, 12-13,
18-21).

Provisoning isthe step in which Bell Atlantic executes CLEC requests for products,
services, and UNES. The provisoning process involves systems that determine which
facilities to assign to an order, update switch trandations, perform manua processing,
and dispatch technicians. The primary systems used in the provisoning process are the
service order andysis and control ("SOAC") system; the loop facility assignment and
control system ("LFACS"); MARCH/ASAP, which formats the switch trandations and
sends them to the switch; SWITCH, which inventories, maintains, and assigns centra
office facilities, and TIRKS. Mr. Kely said that minor modifications of these sysems
were required to use these systems for resdllers, but major modifications were needed to
handle UNEs (id. at 4, 13-14).

Maintenance is the process by which CLECs request and receive acknowledgments and
status reports on repairs of products, services, and UNEs. The functionsinvolved in
maintenance and repair are testing, screening of test results, creation of trouble tickets,
dispatch of technicians, status reporting, trouble ticket close-out, and trouble history
reporting. These functiondities are contained in the work and force adminigration system
("WFA"); the mechanized loop testing system ("MLT"); the specid access remote tester
gystem ("SARTS"); DELPHI, which andyzesMLT and SARTS results to isolate trouble
locations; and the loop maintenance operations system ("LMOS"). These systems, said
Mr. Kdly, required modifications to identify the carrier making the maintenance request
and to permit notification to that carrier as work progresses. Further, as noted above,
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there was a need to establish access to these maintenance systems through DCAS (id. at
4,14-16).

Billing is the process by which Bell Atlantic provides the data needed by a CLEC for
end-user billing and wherein CLECs and Bdll Atlantic interactively process daims and
adjusments. This process requires an inventory of billable products and services,
callection of usage information, rating, bill formatting, transmission of data, processing
of payment, and a process for handling clams. The rdevant sysems are CRIS and the
carier access billing system ("CABS"), both of which were extensvely modified, stated
Mr. Kelly. Modifications offer CLECs access to the systems; provide the ability to rate
Bdl Atlantic's service on the discounted wholesde price, rather than on the retall price;
include rate elements for UNES, and generate billsin aformat requested by the CLECs.
In addition, a new system called the claims adjudications record management and
adjusment ("CARMA") system was developed to provide an ectronic means for
CLECsto submit billing clamsto Bell Atlantic for processing and to provide CLECs
with daily reports on the status of submitted clams (id. at 4, 16-17).

Mr. Kdly explained that the costs associated with making OSS accessible to the CLECs
include both one-time devel opment costs and ongoing cogts, which fal into the following
categories. expenses incurred to develop new system interfaces and functionaities;
expensesincurred to change the pre-existing support systems to permit access by third
parties; expenses incurred to define the methods and procedures for OSS access; capital
requirements and other expenses rdated to investmentsin additiona memory,
workstations, processors, and other computer equipment; and ongoing mai ntenance and
upgrade costs associated with the new system interfaces and functiondity. Costs were
recorded along the functiona lines discussed above -- pre-ordering, ordering,
provisioning, maintenance, and hilling -- adong with three other categories -- other
(project management of the OSS project, training for CLECs and Bdl Atlantic personnel,
the establishment of the resale service center), credit/collections, and operator services
(id. at 21-24).

2. Development of Totd Costs

Mr. Kelly stated that the OSS cost information was used by Mr. Minion, who added
loadings for benefits and payroll taxes, adjusted the expensesin timeto bring coststo a
1996 time frame; levelized those codts over afive- or seven-year recovery period; and
assigned them to the two categories of transaction -- per account and ongoing. He aso
provided capitd costs and other added cogts for the service management line information
database, call usage detail, and customer service record retrieva (id. at 3).

Mr. Minion testified that Bell Atlantic's cost studies used a forward-looking, incrementa
cost construct that is consstent with the TEL RIC method. He asserted that the studies are
forward-looking in that they cdculate Bdl Atlantic's best estimate of the costs to

edtablish the OSS functiondities and interfaces and ongoing cogts to maintain those new

or modified system functiondities and interfaces. That best estimate of codts, he sated, is
provided by the costs actudly incurred by Bell Atlantic. Further, he cited Mr. Kelly's
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testimony to support the proposition that the new OSS are the most efficient currently
avalable (Exh. BA-OSS-2, a 5-6). Mr. Minion dso explained that Bell Atlantic has
presented region-wide OSS costs (i.e., for the combined New Y ork and New England
dtates) because the underlying costs are common to that region and are not segregable by
sate. They reflect costs of processes and systems which are centraized and service
customers from al of the sates (id. at 6-7).

Mr. Minion developed three categories of costs: (1) one-time devel opment costs assigned
to transactions; (2) other one-time costs to be assigned to each CLEC account; and

(3) ongoing cogts assigned to transactions. The firgt category included amounts allocated
to the development of the pre-ordering, ordering, billing, and maintenance functiondities.
These included the actua 1996 dollars expended and the budgeted 1997 dollars for three
organizations within Bell Atlantic: process re-enginesring and assurance; engineering,
science, and technology; and information services. The second category of one-time costs
assigned to "per account” included the estimated cost of the resde service center; the
costs associated with provisioning; operator services, and project management and
training. Thirdly, ongoing cogts assgned to transactions included the annua ongoing

capita costs associated with the OSS-rdated investments and an estimated annud
ongoing mantenance cog of the billing and provisoning syslems. The latter was

assumed to be equd to 15 percent of theinitia billing and provisioning development

expense (id. at 17-19).

3. Rate Devdopment

Mr. Kelly explained that Mr. Orosz then developed rates for the elements in each of those
categories usng the cost information provided by Mr. Minion and demand estimates
developed by Mr. Orosz (Exh. BA-OSS-1, a 3). Mr. Orosz testified that a rate structure
conggting of monthly recurring charges for CLECs and uniform per-transaction charges
was desirable in that it would reflect the benefits that CLECs will derive from the OSS
interfaces. A portion of that benefit, he said, can reasonably be attributed to the existence
and avallability of the interfaces on awhen-and-as-needed basis. This component is
reflected in the monthly recurring charge. Another portion of the benefit, he asserted, is
reflected in the extent to which the systems are used, and this isreflected in the per-
transaction charge. A transaction is defined as an event that causes or triggers some

action by Bdll Atlantic at the request of a CLEC. Examples of transactions are "address
vaidation" and "order satus query” (Exh. BA-OSS-4, at 5, 8, Workpapers Part J). Under
Bdl Atlantic's proposed rate structure, a CLEC would pay a monthly recurring charge of
$2,557 if it offered resde service and $4,907 if it offered UNESs. This charge would stay
in place for a"recovery period” of five years. The cost charged per transaction would be
$1.19, until development costs are fully recovered -- in seven years -- after which it
would drop to $0.38. There are aso separate charges for use of databases (Exh. BA-OSS-
5, Workpapers Part I). Since the rate elements presented are based on estimated levels of
demand, Bell Atlantic proposes to track total OSS revenues to ensure that, once the total
and alowed development costs have been recovered, the portion of those rate eements
that recover one-time system devel opment costs will be diminated. The tracking
mechanism, states Mr. Orosz, will dso enable mid-course rate adjustments to be made,
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with the god of spreading recovery of total development costs as nearly as possible over
the proposed recovery period (Exh. BA-OSS-3, at 10).

B. Postions of the Parties

We provide here an abbreviated description of the parties positions, with more detail to
follow below on those issues on which werule. AT& T argues that the Department should
rgject Bell Atlantic's proposed charges for recovery of OSS costs, for severa reasons.
Firg, states AT& T, the proposed OSS charges are based on backward-1ooking cost
estimates of historic expenses that were dready reflected in retail rates and access
charges, aready incorporated in the Department-approved UNE and resale rates, or both.
Second, saysAT& T, the CLECs are not the causes of Bdll Atlantic's OSS costs, and Bell
Atlantic should not be alowed to shift its competition onset costs to its competitors.
Third, AT& T asserts that, if the Department were to adopt Bell Atlantic's OSS study,

M assachusetts could bear a disproportionete share and possibly dl of region-wide OSS
cods (AT&T Brief at 5-26).

MCI joinsin many of the same argumentsraised by AT& T, aswel as an additiona one.
MCI assarts that the CLECs are not the cause of the costs of Bell Atlantic's OSS
investments; thet each carrier including Bell Atlantic should bear its own cogts of
developing OSS; that these codts, if the result of state and federad mandates, should be
included as part of Bdll Atlantic's annua price cap compliance and not in the present
proceeding; and that if Bell Atlantic is permitted to recover competition onset costs, they
should be imposed on dl carriersincluding Bell Atlantic (MCI Brief a 18-24).

Bdl Atlantic disputes al of these points, claiming that the cogts of syssem modification

and additions were necessary to permit CLEC access to OSS and that the rate structure it
has proposed is congstent with the FCC's defining OSS to be UNEs (Bdll Atlantic Brief
at 23-43; Bdl Atlantic Reply Brief & 3-13).

C. Andyssand Findings

1. Appropriate Forum

The threshold issue we must address is whether this arbitration proceeding is the proper
forum for applying OSS-related costs as fees to be paid by the CLECs. MCI has argued,
that if, as Bell Atlantic contends, the aleged OSS codts are a result of various state and
federa regulatory mandates, then the only place in which recovery of these costs can be
considered is under the price cap regulatory regime adopted by the Department in D.P.U.
94-50. Ms. Badwin testified that the types of cogtsincluded by Bdl Atlantic in the
current filing would be consdered as exogenous under that regime in that they would
result from "regulatory, judicid, or legidative changes uniquely affecting the
telecommunications industry.” Accordingly, she argues, Bell Atlantic should request
recovery of such cogtsin an annud price cap filing, where it would bear the burden of
proving the propriety of such expenses (Exh. MCI-OSS/NRC-3, at 23-24, Exh. AT&T-
OSS/NRC-3, at 7-8).
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Bdl Atlantic repliesthat the recovery of OSS costs are governed by the Act and therefore
it isentirely gppropriate to treat the recovery of such costs separately from those costs
subject to the Department's price cap Order. Thisis so, says Bell Atlantic, because OSS
are UNEs under the Act and the FCC's regulations. As such, Bell Atlantic hasaright to
recover the cogts for those UNEs under the pricing rules of the Act. Bell Atlantic argues
that it would beillogical to recover the costs of OSS UNES as exogenous costs while
other UNEs are priced according to the terms of the Act (Bell Atlantic Brief at 37-38;

Bdl Atlantic Reply Brief at 13).

Bdl Atlantic misconstrues our obligations under the Act and the FCC rules. The pricing

of UNES, per the TELRIC method, is hot an exercise in cost recovery. Its purpose, as
dtated by the FCC, it to provide an estimate of forward-looking costs of a hypothetical
telecommunications network using efficient technology to serve current and reasonably
expected levels of demand and customers, assuming the same geographic digtribution of
central offices as are currently in place. Loca Competition Order at 9 685; Phase 4 Order
at 14-15. Bd| Atlantic has clearly included hitoric cogtsin its OSS pricing. A TELRIC
proceeding is not the place to enable or ensure that an incumbent local exchange carrier
recoversits historic costs. To the extent that our ruling in this case does not permit Bell
Atlantic to include in UNE rates the number of dollarsit asserts are properly the result of
exogenous factors -- like the Act and the FCC rules -- its forum for attempted recovery of
those cogtsis the annua price cap filing.

Because OSS have been defined as UNEs by the FCC, it is appropriate to carry out a
TELRIC study for determination of rates to be assigned to the CLECs2! It isto the
design of Bl Atlantic's TELRIC study that we now turn.

2. TELRIC Study

Although the CLECs have raised issues concerning the propriety of including certain
portions of OSS cogtsin thisandyss-- dating that many of those cost would have been
incurred by Bell Atlantic on its own, or that many of those codts create benefit for Bell
Atlantic -- we defer those topics for the moment. Instead, the Department focuses on the
another point raised by AT& T, which assertsthat Bell Atlantic's proposa would result in
double-counting of cogts. The reason, says AT& T, isthat the OSS cogts Bell Atlantic is
seeking to recover were placed in certain Part 32 USOA accounts for financia reporting
purposes. However, amounts from the same USOA accounts were used to develop the
joint and common cost factors for Bell Atlantic's recurring chargesin the earlier phases
of this arbitration proceeding (AT& T Brief at 14).

Bdl Atlantic replies that this contention is groundless, arguing that its development of

OSS was incrementa to any development work it had performed in the past and was
designed soldly to meet the requirement of the Act for accessto OSS UNEs. Bdll Atlantic
describes AT& T as "confused” between the costs Bell Atlantic incurred in the past for
development and maintenance of its OSS needed to operate its business with the cost of
UNE access, anew federd requirement (Bdll Atlantic Reply Brief at 6-7).
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Wefind that AT& T's argument has merit. When we approved Bell Atlantics TELRIC
method in the Phase 4 Order, we accepted its use of historic OSS devel opment and

mai ntenance cogts to create an index to measure and assign forward-1ooking joint and
common costs to UNE recurring rates. In that Order, we constructed a ratio between
current (i.e., 1995) joint and common costs and historic investment costs, to create a
factor that would be applied to facilities investments to determine an overdl forward-
looking recurring cost for UNESs like loops, switching, and transport. We then modified
that ratio modestly to reflect the potentid for likely future improvement in the efficiency

of Bell Atlantic's operations. Phase 4 Order at 58-61. That cost factor was based, in part,
on Bdl Atlantic's expensesin the same categories of expenses for which it now seeks
recovery in this proceeding (Tr. 27 a 54-56, 59; Exh. BA-NRC-2, Attachment E (reprint
of Bdl Atlantic TELRIC compliance filing of March 14, 1997)).

Mr. Minion offered his opinion that this point is not relevant because the recurring cost
TELRIC studies and the OSS cost sudies involve the use of different base years (1995
versus 1996-1997, respectively.) He stated, "[s]ince the two sets of expenses belong to
digoint universes and the intersection of disjoint satsisthe null set, the expenses

reflected in the [OSS cost study] exhibit cannot have been included in the devel opment of
the annual charge factors or fully assigned labor rates’ (Tr. 12, a 56-58). However, as
properly noted by AT&T, in the context of aforward-looking cost study, that digtinction
is without merit. For purposes of aforward-looking cost study, the choice of a particular
base year is of limited sgnificance (AT&T Brief at 14). Indeed, it would be a matter of
chance that the revenues collected by TEL RIC-based rateswould, in any particular year,
equal the actua operating expenses of the incumbent carrier. The purpose of the TELRIC
study is not cost recovery. It is assgnment of forward-looking codts as rate e ements for
the provison of UNES. In the Department's Phase 4 Order, we have already assigned the
categories of cogts sought by Bell Atlantic in this proceeding to the recurring rates
established for UNEs. Further, those joint and common cost factors were also used in the
development of the resde rates in the Phase 2 Order. Thus, to permit Bdll Atlantic to now
assign these same costs to OSS would result in a double-counting of these costs. We
cannot permit thisto occur. Accordingly, the OSS cost study and the resultant rates
proposed by Bell Atlantic in this proceeding are not approved.

3. Other Issues

Although the Department has ruled on the genera propriety of Bell Atlantic's OSS cost
method and found it lacking, there are other issues raised by the parties that warrant
further comment. These issues are sufficiently important thet, even if we had found Bell
Atlantic's cost study method to be sound, they would foreclose the possibility of our
approving the rates proposed in this proceeding. We therefore address these issues now in
order to offer advice to Bdl Atlantic for future filings.

a. Nature and Benefits of OSS |mprovements

The CLECs have argued that many of the improvements ingtaled by Bell Atlanticin its
OSS are of the type and nature that would be likely to have been ingdled by Bell
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Atlantic in the norma course of system upgrades and improvements, especidly asthe
telecommuni cations market has become more competitive. They further assert that Bell
Atlantic regps benefits from these improvements that should be factored into any attempt
to recover the codts of such systems exclusively from the CLECs.

Dr. Sdwyn, in providing a thorough and extensve higtory of the evolution of
telecommunications OSS, testified that the improvements of Bdll Atlantic's OSS were not
driven by regulatory or legidative mandates. Instead, efforts to mechanize, automate,
integrate, and unify OSS wereinitiated as part of an effort by the telecommunications
industry in response to the incumbent carriers concerns about their own efficiency and
competitiveness. He explained that such efforts would permit increased utilizetion of
plant resources through improved inventory management; reduce fallout; improve the
rapidity and accuracy with which network faults can be identified and corrected; reduce
the need for on-dte ingpections and repairs, improve labor productivity; and improve
demand forecasting and congtruction planning. Dr. Selwyn noted that modern integrated
OSSimprove an incumbent's service quaity by enabling it to offer customers more rapid
fulfillment of service orders and other requests and aso reduce the interval between
receipt of aservice complaint and its correction. These improvements have even led to
the ability of large customers to be provided with direct on-line access to incumbents
databases and other resources for entering service orders, performing testing operations,
and other transactions that reduce the need for intermediate customer service contacts.
Dr. Sdwyn concludes that, with very few modifications, the same advanced OSS will
facilitate regulatory compliance with the Act and FCC rules but that the underlying
motivation for Bell Atlantic's OSS changes are consstent with its own business interests
and plans and would be prudently pursued by Bl Atlantic without any regulatory
requirement whatsoever (Exh. AT& T-OSSNRC-1, at 13-18).

Bdl Atlantic strongly disputes Dr. Sdwyn'sinterpretation of the moving force behind
OSSimprovements (Bdll Atlantic Brief a 7). Mr. Kelly testified that no expenditures for
which recovery was being sought in this proceeding were directed towards improving the
basic functioning of Bdll Atlantic's underlying OSS themsdves (Exh. BA-OSS-1, at 7).
He further asserted that, dthough Bell Atlantic is continualy implementing process
improvement programs, the OSS modifications included in Bell Atlantic's filing would

not have been made but for the requirements of the Act and the FCC's determination that
OSS are UNEs. He tedtified that the modifications do not increase the efficiency of Bell
Atlantic's exigting, underlying processes, and in some cases actualy make the Bell
Atlantic OSS less efficient. Mr. Kelly asserts that Dr. Sewyn has over-amplified the
case; relies on globd, not Bl Atlantic- gpecific information; and ignores the fact that the
gpecific OSS improvements included in this filing were those that resulted from
collaborative meetings between Bell Atlantic and severd CLECs. Mr. Kelly then
provides severd specific examples of such system changes (Exh. BA-OSS/NRC-7, at 2-
16).

While not addressing the specific examples cited by Mr. Kdly, Dr. Sdwyn responds that
the kinds of improvements made by Bell Atlantic to its OSS enhance Bl Atlantic's own
competitiveness in amulti-carrier local service environment. In such a competitive



environment, Dr. Selwyn asserts, Bdll Atlantic can be expected to compete aggressively
both to retain its existing customer base and to win back customers who have switched to
aCLEC. Inthis environment, OSS upgrades would be necessary to process increased
volumes of transactions and to process win-back orders, even if they were not dso
required to accommodate and process orders initiated by the CLECs (Exh. AT& T-
NRC/OSS-11, at 22-23).

Thefact that there are shared benefits from OSS upgrades, state the CLECs, also argues
for adifferent ratemaking trestment of any costs associated with those modifications.
Instead, the costs should be imposed in a competitively neutra manner on al carriers,
including Bell Atlantic. This could be done, for example, by assessing such charges upon
al carriers based on the proportion to their total number of accesslines (Exh. AT& T-
OSS/NRC-5, a 37; AT&T Brief at 20-21; MCI Brief a 19).

Bdl Atlantic disputes this assertion, stating that the CLECs are the true causes of its OSS
upgrade costs and, under basic economic principles, should be solely responsible for
bearing the burden of these costs going forward. There is nothing inequitable, says Bell
Atlantic, inimposing on anew entrant (a CLEC) a cost that another competitor (Bell
Atlantic) is not required to bear where the costs are caused only by the former. Requiring
firmsto absorb their competitors codts, it asserts, will distort economic decision-making
by forcing atificidly high cost structures and therefore high prices on the firms

providing the subsidy (Exh. BA-OSS-6, at 3; Bell Atlantic Brief a 36; Bell Atlantic
Reply Brief at 9).

The Department appreciates the "chickenand-egg” aspect of this debate. Putting asde
one or two examples of areduction in operaing efficiency, it is clear that the kinds of
improvements made to the OSS enhance both the ability of the CLECsto carry out their
business and the ability of Bdll Atlantic to remain competitivein argpidly changing
telecommunications environment. As Dr. Sewyn notes, for example, Bell Atlantic's
attempt to win back customers from other carriersis enhanced by an integrated OSS,
permitting Bell Atlantic to quickly and efficiently locate the facilities used by the
customer, process the service order, and provison any facilities needed to return the
customer to Bell Atlantic. We cannot know whether, absent the Act, Bell Atlantic would
have made dl of the specific OSS changes it included in this proceeding; but we can
conclude that, absent the Act, naturaly occurring increases in telecommunications
competition would have likely provoked Bell Atlantic to make some Smilar changesto
maintain its competitive posture in the marketplace.

In light of this conclusion, if and when Bell Atlantic seeks cost recovery for OSS
improvementsin afuture price cap filing, it should be prepared to demondtrate why the
CLECS characterization of these sysemsisincorrect. Bell Atlantic must offer the
Department a clear distinction between those costs which are truly exogenous and those
which would be consdered good business practice by Bell Atlantic notwithstanding the
existence of federa regulatory requirements.
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Als0, because the CLECs have made a persuasive presentation that many of the OSS
improvements bring benefits to Bell Atlantic, aswell asthe CLECs, arate design that
assigns al of the costs of OSS upgrades to the CLECs does not appear appropriate. A
better approach may be to allocate costs with reference to the total number of access
lines. We share the CLECs concern about the anticompetitive aspects of Bdll Atlantic's
proposed pricing regime that alocates al costs to CLECs, and we direct Bell Atlantic to
offer an dternative gpproach to pricing if it chooses to attempt recovery of OSS
modification cogts in a price cap proceeding.

Regarding recovery of OSS cogtsin a price cap proceeding, the Department recognizes
that exogenous cost adjustments normally are made to the price cap indices, and not to
any specific rate eement, as we suggest here. However, adjusting the price indices only
would in effect mean that Bell Atlantic's retail customers pick up dl of the OSS codts,
since network element and interconnection rates are not subject to change pursuant to the
price cap. Accordingly, we believe that it is gppropriate for Bell Atlantic to develop a
targeted exogenous adjustment and new rate element for any share of OSS costs alocated
to CLECs, and direct Bell Atlantic to do so if it chooses to seek recovery of OSS cogtsin
aprice cap proceeding.

b. Region-Wide Rate Structure

We now turn to express our concerns about Bell Atlantic's rate design. As best we can
understand, if Massachusetts were to approve the per-account recurring OSS charges
proposed by Bell Atlantic, but no other state did so, any CLEC engaged in businessin

M assachusetts would be charged a share of the region's cogts, as though that company
were engaged in service throughout the region. In contrast, a CLEC providing servicein a
state without a state-approved OSS charge would face no such monthly recurring fee (Tr.
28, at 37-47). In essence, Bell Atlantic is attempting to assign region-wide OSS
development costs to the carriers in those states who first act to approve its proposed OSS
rates.

This gpproach to assgning costsis a such variance with traditional rate-making
principles that, even had we approved the cost sudies in this proceeding, and even if we
had determined that all such costs should be assigned to CLECs, there is no way we
could have authorized Bell Atlantic's proposed rate design. There has generdly been an
dlocation or assgnment of costs -- even company-wide joint and common costs -- that
aigned with the rdlevant rate-making jurisdictions. In its desire to ensure collection of its
regiona costs, Bell Atlantic has adopted aratemaking principle that "rewards' a state by
potentidly assigning the entire region's OSS devel opment costs when that state adopts
Bdl Atlantic's costing and pricing premises. We are prepared to cooperate with other
dates regulatory bodiesin thisarena, but only if Bell Atlantic offers aproposd that has
some basisin commonly accepted regulatory practice.

4. Other Rate Design Issues
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The CLECs argue that, should dl or a portion of the OSS cost study be approved, arate
design that is based in part on imposing transaction charges has no basis because the OSS
cods at issue are not transaction based. They assert that, with the minor exceptions of the
costs of computer processing and transaction data storage, the mgjor portion of OSS costs
identified in the Bell Atlantic Sudy are sysem devel opment and ongoing maintenance

and capital costs (AT& T Brief at 17-18). Dr. Sdwyn testified thet the rate design
developed by Bdl Atlantic substantialy overdtates the transaction-sendtive systems costs
associated with processing individua service order transactions. He notes that OSS
development costs are not affected by the volume of transactions and should not be
recovered on a per-transaction basis (Exh. AT& T-OSS/NRC-1, at 15). Mr. Ordover
expresses concern that misallocation of competition onset costs to the transaction cost
category would create an artificid entry barrier and harm competition because, the higher
the transaction costs, the more costly it will be for anew carrier to enter and to switch a
cugtomer from the incumbent (Exh. AT& T-OSS/NRC-5, at 20-21).

Bdl Atlantic repests that the costs it has presented are incrementd to those required to
meet its own OSS requirements and that charging OSS UNE users on a per-transaction
badsisthefarest way to ensure that the cost causer paysitsfar share (Bell Atlantic
Reply Brief at 7).

We need not decide on the detailed rate design issue here, given the other conclusions we
have reached above. However, we offer Bell Atlantic guidance that, in futurefilings it
should distinguish carefully between costs that are related to the level of usage of OSS
and those that are not. The CLECs have made a persuasive case that at least some of the
fixed cogts associated with OSS upgrades have been assgned on a transaction-sendtive
bass. The Department's generd principles of rate design are to price a company's
services in such away asto reflect the fixed and variable cost components of those codts.

Thereis aso a particular component of the transaction-based pricing regime proposed by
Bdl Atlantic that warrants comment. In an earlier sage of this arbitration proceeding,
when we were congdering performance standards for Bell Atlantic's service ordering,
provisioning, and maintenance and repair functions, Bell Atlantic made a commitment

that it would not charge CLECs to query the OSS to obtain order status reports on these
items (Tr. 13, at 66-73; Bdll Atlantic Record Response LD-3; Tr. 14, at 74-76, 81-82;
Bdl Atlantic Record Response LD-9). The context of the discussion at thetimewas a
request by the CLECs to receive ongoing order status and completion reports from Bell
Atlantic. Bell Atlantic responded thet it did not produce those reports for its own
customers, and so parity did not require smilar reports for the CLECSs; but it promised to
alow CLECs no-charge access to the OSS to obtain thisinformation. In light of this
commitment by Bell Atlantic, its proposa now to charge CLECs on a per-transaction
basis for such queries cannot be permitted. Mr. Orosz included at least three examples of
such charges in histestimony: providing a CLEC with confirmation that avalid order has
been placed; providing a CLEC with the ability to query the current status of agiven
order; providing a CLEC with the ability to query the current status of a given trouble
ticket (Exh. BA-OSS-4, Workpaper Part J). When asked about this issue during his
testimony, Mr. Orosz stated that there would be no charge for notification of service
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order completions by Bell Atlantic to a CLEC (Bell Atlantic Record Response OSS-7).
That answer, however, does not correspond to the earlier commitment made by Bell
Atlantic. Any future filing should reflect Bell Atlantic's earlier commitment and must
exempt order-gtatus queries from any transaction charges.

5. Concluson

In conclusion, Bell Atlantic has misconstrued this arbitration proceeding as the forum
within which to seek cost recovery for exogenous costs related to changes in federd
telecommunications regulation. Further, Bell Atlantic has not met its burden of proof in
demondtrating that its proposed OSS cost sudies properly comply with the TELRIC
costing method. If and when Bell Atlantic seeksto refileits TELRIC study and/or seeks
recovery of the exogenous costs in a price cap filing, it must be prepared to distinguish
which portion of OSS upgrade costs are properly defined as exogenous, from those
upgrade costs that are consstent with Bell Atlantic's own commercia operations. At that
time, too, Bell Atlantic should propose a competitively neutrd rate design under which
cods are born by every carier that benefits from OSS, including Bell Atlantic, and offer
aproposd which is generdly consstent with multi-jurisdictiona regulatory practice. As
to other rate design issues, Bell Atlantic should distinguish usage sensitive costs and
capacity sendtive costs, and exempt order- status queries from any transaction charges.

V. ORDER
Accordingly, after hearing and due condderation, it is

ORDERED: That Bell Atlantic's NRC proposd is hereby approved as amended herein;
anditis

FURTHER ORDERED: That the NRCM proposd of AT&T and MCI is hereby denied;
and itis

FURTHER ORDERED: That Bell Atlantic file with the Department within 28 days from

the date of this Order aNRC compliance filing that incorporates the directives herein;
anditis

FURTHER ORDERED: That Bell Atlantics HARC study is gpproved as amended
herein; and it is

FURTHER ORDERED: That Bl Atlantic file with the Department within 28 days from
the date of this Order aHARC compliance filing that incorporates the directives herein;
anditis

FURTHER ORDERED: That Bell Atlantic's OSS cogt study is hereby denied.
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By Order of the Department,

Janet Gall Bessar, Chair

James Conndly, Commissioner

W. Robert Keating, Commissioner

Paul B. Vasngton, Commissoner
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Eugene J. Sullivan, ., Commissioner

1. Sincethe gart of these arbitrations, AT& T acquired Teleport, and MCI WorldCom
acquired Brooks. AT& T assumed representation for Teleport and MCl WorldCom
assumed representation for Brooks. Thus, the remaining parties are Bell Atlantic, AT&T,
MCI WorldCom, and Sprint.

2. UNEs are parts of the telephone network that one carrier leases from another carrier to
provide telecommunications services. See 47 U.S.C. 88 153(29), 251(c)(3).

3. Implementation of the Local Competition Provisions in the Telecommunications
Act of 1996, CC Docket No. 96-98, First Report and Order, FCC 96-325, released
August 8, 1996.

4. In light of the merger of TCG into AT&T, we will henceforth refer to the briefs
and arguments of both parties as originating from AT&T.

5. POTS is basic telephone service, without special features.

6. Bell Atlantic states that the Coordination Bureau oversees departments that
must do work to provision links, including accepting changes and directions from
the CLECs (Bell Atlantic Brief at 107-108).

7. A decision issued by the FCC reverses our findings in Covad in which we found
that the security risks of unsecured cageless collocation to the public-switched
network outweighed any efficiency gains. See Deployment of Wireline Services
Offering Advanced Telecommunications Capability, CC Docket No. 98-147, First
Report and Order and Further Notice of Proposed Rulemaking, FCC 99-48 at | 19
n.27, adopted March 18, 1999.

8. On January 25, 1999, the Supreme Court vacated the FCC's Rule 319, which
designated the range of UNEs to be provided to CLECs. AT&T Corp. et d. v. lowa
Utilities Board et d., No. 97-826, dip op. (U.S. January 25, 1999). On April 16, 1999, the
FCC issued a notice of proposed rulemaking to redefine those network elements which
must be unbundled by ILECs. Implementation of the Locad Competition Provisonsin the
Telecommunications Act of 1996, CC Docket No. 96-98, Second Further Notice of
Proposed Rulemaking, FCC 99-70, released April 16, 1999.
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