BEFORE THE PUBLI C SERVI CE COWM SSI ON
OF THE STATE OF DELAWARE

I N THE MATTER OF THE APPLI CATION )
OF BELL ATLANTI C- DELAWARE, | NC. )
FOR APPROVAL OF | TS STATEMENT OF )
TERVS AND CONDI TI ONS UNDER SECTI ON ) PSC DOCKET NO  96- 324
252(f) OF THE TELECOVMMUNI CATIONS )

)

)

ACT OF 1996
(FI LED DECEMBER 16, 1996)

FI NDI NGS, OPI Nl ON & ORDER NO. 4542

AND NOW TOWT, this 8th day of July, 1997, the

Conmi ssion finds and Orders as foll ows:

BACKGROUND

1. Under the provisions of 47 U S. C 8 251(c)(2) as
added by the Tel ecommuni cations Act of 1996' (the "Act"), | ncunbent
Local Exchange Carriers ("ILECs") including Bell operating
conpanies ("BOCs"), such as Bell Atlantic-Delaware, Inc. ("BA-
Del"), are required to provide any requesting telecommunications
carrier wwth interconnection to the ILEC s network. The |ILECs nust
al so provide to a requesting carrier nondiscrimnatory access to
network el enments on an unbundled basis. 47 U S.C 8§ 251(c)(3).
The rates for such interconnection and unbundl ed el enents nust be
nondi scrim natory and just and reasonable, wunder the pricing
standards set forth in 8 252(d)(1). In addition, the ILECs are
required, under 8§ 251(c)(4), to offer al | requesting
tel econmuni cations carriers wholesale rates for any and all

t el ecommuni cati ons services that the I LEC provides at retail rates

'Pub. L. No. 104-104, 110 Stat. 56, 47 U.S.C. § 251 et seq.



to its subscribers. The other <carrier may then resell the
purchased services on a conpetitive basis. Pursuant to 8
252(d)(3), state regulatory agencies are required to devel op
whol esale rates for resale of teleconmunications services on a
conpetitive basis, under standards set forth in this section of the
Act .

2. Under 47 U S.C. 8§ 252(f), a BOC may file with a
state regulatory comm ssion a Statenent of Generally Avail able
Ternms and Conditions for Interconnection, Unbundled Network
El ements, Ancillary Services, and Resale of Telecomunications
Services ("SGAT" or "Statenent"), which sets forth rates, terns,
and conditions for all of the services and capabilities that it is
required to offer to requesting carriers under the Act and
i mpl enenting regul ati ons pronul gated by the Federal Conmunications
Comm ssion ("FCC"). Under 47 U S.C. 8§ 271(f)(2), the state
conmi ssion may not approve such a Statenent unless the Statenent
conplies with the pricing provisions set forth in 8 252(d) and with
8§ 251 and the regul ati ons pronul gated t hereunder. Moreover, except
as provided in 8 253, nothing in 8 251 prohibits a state
conmi ssion, in its review of the Statenent, from establishing or
enforcing other requirenents of state |aw, including conpliance
with intrastate teleconmunications service quality standards or
requirenments.

3. On Decenber 16, 1996, BA-Del filed with the Del anare
Public Service Conmm ssion (the "Conmm ssion”) an Application, with

supporting testinmony and material, seeking approval of an SGAT to



govern interconnection to its network. Under 8§ 252(f)(3), the
state comm ssion nust normally either conplete its review of the
SGAT within sixty (60) days of the BOCs filing or allow the
Statenment to take effect. However, a BOC may agree to a |onger
revi ew period. In this docket, BA-Del initially agreed not to
i npl enment the SGAT for at |east 140 days after filing and |ater
agreed to forego inplenmention until the conclusion of this
proceedi ng. See, Order No. 4371, Decenber 30, 1996.°

4. By Order No. 4371, dated Decenber 30, 1996, the
Conmi ssion determ ned, pursuant to 47 U S.C. 8§ 252(f), to review
BA-Del's SGAT and, under the authority granted by 26 Del. C 8
704(3), initiated this docket, scheduled proceedings, and
designated two Hearing Examiners to conduct such proceedings to
i nvestigate and report to the Conm ssion in an expeditious manner
whet her BA-Del’s Statenent conplies with the requirenents of the
Act .

5. Pursuant to the Conmm ssion's Order, BA-Del published
notice of the filing of its application. On or before the
January 10, 1997 deadline established by the Comm ssion's Order,
AT&T Communi cations of Delaware, Inc. ("AT&T"), Cable Tel evision
Associ ation of Maryland, Delaware & the District of Colunbia

‘Under & 252(f)(3), a Commission which neither accepts nor
rejects the SGAT during the sixty (60) day (or otherw se extended)
review period may nonet hel ess continue its review and approve or
reject the SGAT even after it has gone into effect.



("CTA"), Conectiv Conmunications, Inc. ("CCl"), Eastern Tel eLogic
Corporation ("ETC'), M-S Intelenet of Delaware, Inc. ("MS"),
Sprint Comruni cations Conpany ("Sprint"), and Tel ecommuni cations
Resellers Association ("TRA') filed petitions for leave to
intervene in this docket. These petitions were granted by the
Heari ng Exam ners, pursuant to authority granted by O der No. 4371
The Public Advocate filed her Notice of Intervention in this
proceedi ng on January 13, 1997.

6. In all, 24 witnesses filed direct testinony. BA-Del
filed the direct testinony of nine wtnesses, and the rebuttal
testinmony of eight. AT&T filed testinony fromtwelve w tnesses.
Staff, the OPA, and MFS each filed the testinony of one w tness.
By agreenent of the parties and with the Hearing Exam ners'
approval, w tnesses for AT&T, Staff, OPA, and M-S presented brief
oral surrebuttal to BA-Del's rebuttal testinony.

7. In accordance with the procedural schedule, duly
noticed public evidentiary hearings were conducted in WI m ngton
from February 18 through 21, 1997. Wtnesses were cross-exam ned
by parties wishing to do so. Although present at the hearings,
neither ETC, CTA, CC, nor Sprint presented any w tnesses. ETC and
Sprint conducted Ilimted cross-examnation of sonme of the
wi tnesses. CC and CTA did not participate in the proceedings. No
menber of the public appeared at, or otherw se participated in,
t hese proceedi ngs.

8. At the conclusion of the hearings, the Hearing

Exam ners closed the evidentiary record, which then consisted of 93



exhibits and a verbati mtranscript of the proceedi ngs. The parties
then filed post-hearing briefs.

9. The Hearing Examiners, on April 7, 1997, issued a
118 page Report with their findings and recomendati ons based on
the testinony, evidence and argunents. (the "April 7 Report"). As
permtted under the schedule established by Oder 4371, BA-Del
CTAC, CCl, ETC, Sprint, Staff and the OPA filed exceptions to the
Heari ng Exam ners' Report.

10. The Conmi ssion considered the April 7 Report, the
exceptions filed, and the oral argunment of the parties at its duly
noticed public nmeeting of April 22, 1997. At that neeting, the
Conmi ssion determ ned to adopt several of the Hearing Exam ners
recomendati ons but to defer consideration of other issues, and any

final decision on adoption, rejection or nodification of the
proposed SGAT, pending a remand to the Hearing Exam ners. During
the remand, the Hearing Exami ners were to consider several issues
rai sed by the parties but not previously addressed by the Hearing
Exam ners, as well as additional cost nodel data to be filed by
various parties. The Conm ssion fornmalized these determ nations by
Interl ocutory Order 4488, issued April 29, 1997.

11. On April 29, BA-Del, AT&T and Staff submtted to the
Hearing Exam ners the result of "rate runs" which the Conm ssion
had requested at its April 22 neeting. These rate runs devel oped
the prices of various Unbundled Network El ements (“UNES”) using the
different cost nodels sponsored by these parties but using the

i nputs recommended by the Hearing Examiners. On May 9, 1997, the



Hearing Examners issued a Report meking findings and
reconmendations as to specific UNE rates as well as the issues the
Comm ssion remanded by Interlocutory O-der 4488. (the "May 9
Report").

12. At its public neeting of May 13, the Conmmi ssion
determ ned to adopt several nore of the recommendati ons nade in the
April 7 Report. It heard argunent on, but did not decide, the
i ssues remanded to the Hearing Exam ners by Order 4488 and i nstead
again remanded the matter to the Hearing Examiners for their
reconsideration of «certain |imted issues. The Conmm ssi on
formalized these determnations by Interlocutory Order 4508, issued
May 27, 1997.

13. The Hearing Exam ners allowed interested parties to
submt supplenmental briefs or nenoranda concerning the issues on
second remand and BA-Del, AT&T, and CCl did so. On May 27, the
Hearing Exam ners issued a Report containing their Findings and
Recommendati ons on the issues remanded by Interlocutory O der 4508
(the "May 27 Report").

14. At its public neeting of June 3, 1997, the
Conmi ssi on considered the April 7, May 9, and May 27 Reports of the
Hearing Exam ners as well as the subm ssions and argunents of the
parties. After deliberations, the Conm ssion determ ned the issues
not previously decided. This Final Oder announces the
Conmi ssion's final determnation on all substantive issues

consi dered by the Comm ssion during its deliberations of April 22,



May 13 and June 3, sunmmarizes the rel evant evidence; and provides

t he Conm ssion's factual findings and | egal concl usions.

. DI SCUSSI ON

A The Commi ssion Declines To Approve BA-Del's
SGAT As Filed

15. The Hearing Exam ners characterized this docket as
"one of the nost crucial ever to conme before this Comm ssion.”
April 7 Report at 7. Under 47 U . S. C. 8§ 252(f)(1), an approved SGAT
functions simlarly to a tariff; that is, it sets out the rates,
ternms, and conditions wunder which a conpetitor may obtain
i nterconnection, unbundled elenents and/or services from BA-De
wi t hout further negotiation. | nevitably, an approved SGAT wil |
establish a benchmark for the future negotiation of interconnection
agreenments. Thus, it is of critical inportance that the Comm ssion
determ ne that the SGAT contains rates, terns and conditions that
will allow conpetition to flourish in Delaware. The Hearing
Exam ners described the Conmi ssion's tasks as foll ows:

First, the Conm ssion nust insure that prices

under the SGAT for interconnection, unbundled

el enents, and transport and termnation are

just and reasonable in accordance with the

Act. Second, the Conm ssion nust determ ne,

pursuant to 47 U S.C. 8252(d)(4), that the

| evel of discount for resale from BA-Del's

retail service rates excludes the portion of
such rates that are "attributable to any

mar keting, billing, collection, and other
costs that wll be avoided by the |ocal
exchange carrier." Third, in accordance with
the provisions of 8251, the Conm ssion nust
i nsure t hat t he remai ni ng, non-price

provi sions of the SGAT conformto the Act and
to the FCC s regul ations thereunder. Lastly,
this Comm ssion nust al so ensure that the SGAT
now under review also neets all of the
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requirenments of Delaware law as well as

conplies with intrastate telecomunications

service quality standards or requirenents.

16. Under 47 U S.C. 8 252(f)(2), this Comm ssion may not
approve BA-Del's SGAT unless it nmeets the first three of these four
standards. The Conm ssion would be failing in its duties under
state law if it did not require conpliance with the final standard.

17. As the ensuing discussions will show, the Comm ssion
concludes that the SGAT, as filed by BA-Del on Decenber 16, 1996
does not neet the foregoing standards. The Comm ssion accordi ngly
does not approve the SGAT as filed. (5-0) The subsequent sections
of this Final Order address particular issues concerning the SGAT
and describe the nodifications necessary should BA-Del choose to

resubmt an SGAT for Conm ssion approval

B. Rat es For Unbundl ed Network El enents

18. BA-Del's proposed SGAT included the rates it
proposed to charge for the UNEs it wll make avail able under 47
U S C 8 251(c)(3). The Hearing Exam ners identified a nunber of
sub-issues relating to UNE rate setting which they categorized into
five general subject areas: (a) costing principles; (b) cost
nodels; (c) major inputs to cost nodels; (d) de-averaging; and
(e) specific rates for unbundled services. W find this
classification appropriate and will followit in the Conm ssion's
di scussi on.

(1) Costing Principles

19. The costing principles appropriate for the setting

of just and reasonable rates for interconnection and for unbundl ed



network el enents are derived frompricing standards set forth in 47
US C 8§ 252(d). Subsection 252(d) (1) mandates that charges for
i nterconnection of facilities and network elenments (i) be "based on
the cost (determ ned without reference to a rate-of-return or other
rat e- based proceedi ng) of providing the interconnection or network
el ement (whichever is applicable);" (ii) be "nondiscrimnatory;"
and (iii) "may include a reasonable profit."”

20. On August 8, 1996, the FCC issued an Oder
pronmul gating rules and regul ations to inplenent the provisions of
the Act.® The FCC s Order purported to interpret the statutory
requirenents set forth above and also sought to inpose its
interpretation of the Act's mandates on state conmm ssions as they
set rates for interconnection and unbundl ed network el enents. The
FCC Order found that prices for interconnection and unbundl ed
el ements should be "based on the | ocal tel ephone conpanies' Total
Servi ce Long-Run Increnmental Cost of a particular network el ement,
which the Conmission calls 'Total Elenent Long-Run |Increnenta
Cost' ("TELRIC'), plus a reasonable share of forward-|ooking joint
and comon costs.” FCC Order Y 29. The FCC concluded that the
appropriate costing nethodology should be based on a forward-

| ooki ng net hodol ogy for "the nost efficient technol ogy deployed in

First Report and Order, In The Matter O The Local Conpetition
Provisions In The Telecomunications Act of 1996, CC Dkt.
No. 96-98, FCC 96-325 (rel. August 8, 1996) ("Order"™ or "FCC
O der").




t he i ncunbent Local Exchange Carriers (“LECS”) current wire center
| ocations.” FCC Order § 685.

21. On Cctober 15, 1996, the Court of Appeals for the
Eighth Grcuit issued an Oder that stayed the operation and effect
of the pricing regulations (including the wholesale discount
provi sions) and the "pick and choose" rule contained in the FCC

Oder. lowa Uilities Board v. FCC, No. 96-3321, Oder Ganting

Stay Pending Judicial Review at 18-21 (8th Gr. Oct. 15, 1996).
The Court of Appeals based its decision on a finding that the
appealing ILECs and state utility comm ssions would |ikely prevail
in their argunment that the FCC has no jurisdiction under the Act to
establish pricing regulations regarding intrastate telephone
services. 1d. The primary consequence of the Court of Appeals’
stay action is that the pricing decisions under the Act are now
within the control of state conm ssions.

22. Notwi thstanding the stay, for the purposes of this
proceeding, all parties to this proceeding agreed that the FCC s
TELRI C pricing standard is the appropriate one by which to neasure
the justness and reasonabl eness of the rates for interconnection
and unbundl ed network el enents. In particular, although BA-De
recogni zes that the Conm ssion is not required strictly to adhere
to the FCC Order when establishing rates for interconnection and
unbundl| ed el ement s, BA-Del ' s cost st udi es and pricing
recommendati ons "adhere[ ] as closely as possible" with the FCC
O der. BA-Del, however, seeks to preserve the ability to file

revised cost studies (and revised rates) for the Conm ssion' s
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review and approval, if the FCC O der subsequently is nodified
(BA-Del SGAT Petition at n. 2.)

23. The Hearing Examners recommended that the
Comm ssi on i ndependently adopt the TELRI C net hodol ogy for use in
Del aware, regardless of whether the FCCs Oder is eventually
uphel d. The Comm ssion agrees with the Hearing Exam ners. The
Comm ssion finds that the "TELRI C' net hodol ogy, as described by the
FCC, is appropriate as the standard for determining just and
reasonabl e rates under 8 252(d)(1) for unbundl ed network el enents
and i nterconnection in Delaware, and that this is so regardl ess of
whet her the FCC acted within its powers in inposing this standard
on the states. (5-0)

24. Al parties agree in principal that the TELRC
nmet hodol ogy requires "forward-I| ooking", "l ong-run"  costing.
However, BA-Del's w tnesses argued that these phrases should be
given different neanings than those understood by the other
parties. In particular, the BA-Del w tnesses contended that | ong-
run costing principles do not require the cost analysis to assune a
| east cost, nost efficient network as it would be constructed at a
single hypothetical point in the future. Rather, BA-Del asserts
that cost analysis should reflect the aggregate costs of |ikely
i nprovenents to the real network. The Hearing Exam ners' April 7
Report sunmmarizes the evidence and argunents submtted by the
parties on this issue at 124-32. The Hearing Exam ners concl uded
t hat :

BA-Del ' s cost anal ysi s IS, general ly,
deficient in that it does not reflect a | ong-

11



run approach, but rather a series of short-run

cost estimates, aggregated to produce a total.
At the tinme of the April 7 Report, the Hearing Exam ners did not
have the benefit of having before +them particular rate
recommendations for particular UNEs. Rather, they were faced with
the necessity of identifying an appropriate nethodol ogy under which
just and reasonable rates mght be determ ned. Subsequent | y,
however, at the Comm ssion’s direction, the parties were given the
opportunity to submt specific rates, and the Hearing Exam ners
were able to recommend rates to us from anong those submtted.
Because we adopt the Hearings Exam ners’ reconmendati ons concerni ng
specific rates (and do not adopt any party’ s cost study), it is not
necessary for us to reach the issue of whether BA-Del’s cost study
was conducted in conformance with TELRIC Rat her, we sinply
determne that the rates we are adopting, regardless of the cost
study by which they were generated, appear to be within the range

of just and reasonabl e TELRI C- based rat es.
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(2) Cost Mbddels

25. Three parties presented cost nodels for pricing
unbundl ed network elenents for consideration in this proceeding.
BA-Del used a series of seven proprietary Bell Atlantic and/or
Bell core cost nodels to determne its proposed prices for UNES.
AT&T witness Murray used the Hatfield Mdel, Release 2.2.2, to
determ ne AT&T' s proposed prices for BA-Del’s unbundl ed network
el ement s. Staff w tness Johnson used the Tel ecom Econom c Cost
Model ("TECM'), devel oped by his firm as an aid to determning his
recommended prices for BA-Del’s unbundl ed network el enents.

26. The Hearing Exam ners summarized the testinony and
evi dence concerning the strengths and weaknesses of these various
cost nodels at 91 35-54 of the April 7 Report. The Hearing
Exam ners concluded that it was unnecessary to endorse any one
nodel because, despite their differences, the nodels operate to
produce generally simlar results if given simlar inputs. The
Conmi ssion agrees with this reasoning and does not explicitly
endorse any specific cost nodel presented in this proceeding. (5-
0) To the extent that the results generated by the nodels vary
even when the inputs are conforned, the Comm ssion believes it may
exercise its discretion to determne a just and reasonable rate
fromthe range of results.

(3) Mjor lnputs

27. As noted above, the real questions concerning costs
revolve around the inputs to be plugged into the forward-I|ooking

nodel s. The Hearing Exam ners identified seven major areas of
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di spute concerning nodel input values: (a) cost of capital;
(b) depreciation rates; (c) fill factors; (d) copper/fiber mx;
(e) switch purchase discount; (f) comon overhead factor; and (g)
digital loop carrier ("DLC') cost.

(a) Cost O Capital

28. The Hearing Exam ners summarized the evidence and
argunents concerning the cost of capital in the April 7 Report at
1M1 59-67. The Comm ssion incorporates the Hearing Exam ner's
sunmary by reference as if fully set forth herein.® In sum the
Heari ng Exam ners recomended that the Commi ssion find an overal
cost of capital of 10.28% based on a cost of debt of 7.7% a cost
of equity of 12% and a capital structure of 40% debt and 60%
equity.

29. W find these recommendati ons to be reasonable. The
Comm ssion concludes that a cost of equity of 12% is reasonable
given current low interest rates and econom c conditions. (5-0)
Simlarly, a cost of debt of 7.7% appears reasonable to us for the
reasons articulated by the Hearing Exam ners. (5-0) An assuned
capital structure of 40% debt and 60%equity is |ikew se reasonabl e

and appropriate for this jurisdiction. (4-1, Hartley opposed). An

‘I'n numerous places throughout this Oder, the Conmi ssion
references the Hearing Exam ners’ Reports, incorporating the
Hearing Exam ners’ summaries of the evidence, findings and
reasoni ng, and adopting their recommendati ons. Each such reference
is intended to, and hereby does, incorporate and adopt the rel evant
portion of the Hearing Exam ners’ Reports as the Conm ssion’s own,
as if fully set forth herein. Accordingly, the April 7, May 9, and
May 27 Reports are attached to the original hereof as Exhibits A
B, and C, respectively, and are hereby nmade a part hereof.
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overal|l cost of capital thus derived, and now approved, is 10.28%

(5-0)

(b) Depreciation Rates
30. The Hearing Exam ners summarized the evidence and

argunents of the parties concerning the appropriate depreciation
rate in the April 7 Report at 1Y 69-80, which the Conm ssion
i ncorporates by reference.® The Hearing Examiners concl uded that
the depreciation values advocated by BA-Del are unrealistically
short. They recommended instead that the Conmm ssion adopt the
forward-1ooking plant lives and depreciation rates prescribed by
the FCC for BA-Del, as advocated by AT&T. The Conm ssion agrees
that BA-Del's suggested depreciation lives are unrealistically
short, and that the FCC |lives are the nore reasonable ones on this
record. (5-0)

(c) FEill Factors

31. Fill factors are a neasure of the utilization of a
given network elenment. The evidence and argunents of the parties
concerning fill factors is summarized at Y 82-101 of the April 7
Report . The Comm ssion incorporates this summary by reference
herein. Based on this evidence and these argunents, the Hearing

Exam ners recommended that the Conmm ssion adopt a copper feeder

°BA-Del contends that the Hearing Examiners’ conclusion, in
9 78 of the April 7 Report; that “prior to the instant case, BA-Del
has relied upon the FCC s prescribed depreciation lives in its
TSLRI C cost studies” is factually in error, at least with respect
to cost studies submtted on and after August, 1995. The
Comm ssion’s determnation to use the FCC lives is not based upon
this disputed finding.
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fill factor of [BA-DEL PROPRI ETARY BEG NS] 79% [ BA- DEL PROPRI ETARY
ENDS], an F2/Fl1 ratio of [BA-DEL PROPRI ETARY BEG NS] 2 [ BA-DEL
PROPRI ETARY ENDS], a distribution factor of 50%to 75% and a fi ber
electronics fill factor of [BA-DEL PROPRI ETARY BEG NS] 90% [ BA- DEL
PRCOPRI ETARY ENDS]. We find the Hearing Exam ners' analysis of fill
factor issues at 1Y 102-112 of the April 7 Report to be persuasive
and we now adopt the Hearing Exam ners' recommendations. (5-0)

(d) Copper/Fiber Mx

32. The copper/fiber breakpoint is the point at which
fiber, rather than copper, will be placed in the outside plant
network. The Hearing Exam ners summari zed the evi dence concerning
the appropriate breakpoint at {7 113-125 of the April 7 Report.
The Hearing Exam ners recomended that the Conm ssion adopt a
copper/fiber breakpoint of [BEG N BA-DEL PROPRI ETARY] 12 kft [END
BA- DEL PROPRI ETARY] . The Hearing Examiners further recomended
that the maxi mum di stance that a custonmer can be from a digital
loop carrier ("DLC') [BEG N BA-DEL PROPRI ETARY] 9 kft, [BA-DEL
PROPRI ETARY ENDS] . Based on our understanding that the
copper/fiber breakpoint applies to | oop |l ength, not feeder |ength,
we find these recommendations to be appropriate and adopt the
findings and reasoning of the Hearing Exam ners concerning these

i ssues set forth in the April 7 Report at T 113-127. (5-0)

(e) Switch Purchase Di scount
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33. In its cost studies for switches, BA-Del used the
purchase discount available for "add on" equipnment rather than
repl acenent switches. The evidence showed that the di scount which
switch vendors offer for replacenent swtches is much higher than
the di scount for “add on” equipnent. The other parties argued that
t he TELRI C net hodol ogy required use of a replacenent discount rate
rather than the “add on” rate, resulting in | ower swtching costs.

The Hearing Exam ners sunmmari zed the evidence and the argunents of
the parties concerning the switch purchase discount at Y 129-134
of the April 7 Report. That summary is incorporated herein by
reference. The Hearing Exam ners reconmended a wei ghted average
swi tch di scount cal cul ated as [ BA-DEL PROPRI ETARY BEGQ NS] 90% BA-
DEL PROPRI ETARY ENDS] replacenent discount rate and [BA-DEL
PROPRI ETARY BEG NS] 10% [ BA- DEL PROPRI ETARY ENDS] add on di scount
rate. The Conmm ssion finds this recommendation to be reasonabl e
based on the evidence. The Comm ssion adopts the Hearing
Exam ners' reasoning as set forth at Y 135-137. (5-0)

(f) Common Overhead Factor

34. Inits August 8 Order, the FCC stated that the rates
for network el enents should recover a reasonabl e share of forward-
| ooking joint and commbn costs. Oder at § 694; 47 C F.R
8 51.505(a)(2) and (c). BA-Del, AT&T and Staff each proposed an
across-the-board factor of sonme stated percent over directly
attributable costs for recovery of joint and comobn costs. Thus,
BA-Del proposed a mark-up of [BA-DEL PROPRI ETARY BEG NS| 19% [ BA-
DEL PROPRI ETARY ENDS], while AT&T and Staff both proposed mark-ups

17



of 10% However, Staff further recommended that the Conmm ssion add
further mark-ups in various anmounts over the 10% flat mark-up.
Staff argued that such discretionary mark-ups woul d be appropriate
to achieve certain policy objectives the Conm ssion mght wish to
pursue. Thus, Staff suggested that a proportionally higher mark-up
could be inposed on | oop costs in urban density cells than in rural
density cells in an effort to mtigate the inhibitory effect that
de- averagi ng may have on the introduction of conpetition in higher
cost areas and to offset the proportionally higher contribution
made to common costs in higher cost areas when a flat percentage
al l ocation is used.

35. The evidence and the positions of the parties
concerning the common overhead factor is summari zed in nore detai
at Y 138-149 of the April 7 Report, which the Conm ssion hereby
adopts by reference. The Hearing Exam ners concluded that the
common overhead factor of 10% advocated by Staff and AT&T was
appropriate. The Hearing Exam ners concluded that the additional
di scretionary mark-up advocated by Staff was not warranted.

36. The Conm ssion agrees with the Hearing Exam ners
that a common cost recovery factor of approximately 10% of the
directly attributable forward-looking cost of an elenent is
appropriate in this proceeding and adopts the Hearing Exam ners
reasoning therefor. However, the Comm ssion agrees with Staff that
the Conm ssion retains the discretion to vary the level of the

mar k-up in furtherance of public policy objectives. (5-0)
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(g) Next Generation Digital Loop Carrier Cost

37. In those instances where fiber and digital |oop
carriers ("DLCs") are to be deployed to serve custoners beyond the
fiber/copper breakpoint, the BA-Del |oop cost studies assune the
depl oyment of Next Generation Digital Loop Carrier ("NGDLC")
equi pnent. BA-Del currently utilizes both Integrated Digital Loop
Carrier ("IDLC') and Universal Digital Loop Carrier ("UDLC")
equi pnent. For its cost studies, BA-Del priced the NGDLC systens
exactly m dway between |IDLC and UDLC costs. O her parties argued
that instead of this average, only the cost of |IDLC should be used.
Using IDLC results in a |ower cost for the unbundled | oop el enent.

38. The evidence and the argunents of the parties are
summari zed at 1Y 151-156 of the April 7 Report. Evaluating this
evi dence, the Hearing Exam ners were "unconvi nced" that use of IDLC
cost only would best represent NGDLC cost. They therefore
reconmended adoption of BA-Del's proposed 50-50 split between IDLC
and UDLC cost. The Conm ssion adopts this recommendation. (5-0).

(4) De-averaging

39. The FCC Order expressly requires geographically de-
averaged rates for interconnection and network elenments and
requires state conm ssions to adopt at |east three separate rate
zones. Order at Y 797. BA-Del 's SGAT used the three existing
density zones which the Conm ssion first approved in 1983 in PSC
Docket 82-32. (Qher parties argued that the existing density zones
do not accurately reflect true geographic cost variations and

recommended restructuring the rate zones.
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40. The parties' evidence and argunments concerning rate
de-averaging are summarized in Y 158-163 of the April 7 Report.
The Conm ssion incorporates this summary herein by reference. The
Heari ng Exam ners concl uded t hat none of the de-averagi ng proposal s
(including the use of existing density cells) had been shown to
accurately reflect actual geographic cost differentials. However,
the Hearing Examners further concluded that developing a
satisfactory record denonstrating such actual cost differentials
woul d unduly delay BA-Del's opportunity to refile an SGAT in this
docket . Therefore, the Hearing Exam ners recomended that the
Comm ssion permt BA-Del to refile its rates for unbundl ed el enents
using the existing density zones, but that the Conm ssion should
also direct BA-Del to present to the Conmm ssion by March 31, 1998:

current information regarding its density

zones and how they relate to the causation of

cost differentials bet ween di fferent

geogr aphi cal areas in Del awnare.

The Hearing Exam ners suggested the Comm ssion, with such
information, could then nodify the density zones and direct BA-Del
to revise its UNE rates to reflect such nodified zones. W find
t hese recommendati ons reasonabl e and adopt them (5-0)

(5) Specific Rates For Unbundl ed El enents

41. The Hearing Examners' April 7 Report did not
recommend adoption of particular rates for unbundled network
el enents. Instead, it recommended approval of fourteen specific
inputs to the cost nodels and recommended that these inputs be used

in devel oping specific rates. In the preceding portions of this
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Order, we have adopted the Hearing Exam ners' recomrended inputs.
By Order 4488, we directed BA-Del, AT&T, and Staff to run the
conpeting cost nodels wusing these inputs and to submt the
resulting rates to the Hearing Examners for their wuse in
recommendi ng particular rates for unbundl ed network el ements to the
Conmi ssion. These parties did so and, accordingly, the Hearing
Exam ners' My 9 Report contains recommended rates for specific
unbundl ed network el enents.

42. The My 9 Report summarizes the results of the
parties' runs and the Hearing Exam ners' reasoning in recomendi ng
particular rates at 91 9-31. The Commi ssion incorporates this
summary herein by reference. The Hearing Exam ners' recomended
rates for network elenents are set forth in Attachnent A to the
May 9 Report. By Interlocutory Order 4488, the Comm ssion directed
t he Hearing Exam ners:

to consider flexibility in applying the comon

cost recovery factor in furtherance of public

policy objectives, including the Public

Advocate's concern about the cost and prices

applicable to rural areas of the State.

Thus, for certain elenents, Attachment A sets forth two alternative
rate reconmendati ons: the first colum represents the rates
derived using a flat 10% common cost recovery allocation while the
second colum represents a slightly varied allocation. In
particular, the rates recormmended in the second colum include a

$1.10 contribution per line for basic unbundl ed | oops for all three

density cells. This equates to a 12% 9% and 7% contri bution

21



toward common costs for unbundled |oops in density cells 1, 2 and
3, respectively. The Hearing Exam ners concl uded that:

W believe that varying the percentage
contribution towards conmon cost recovery in
this flexible manner would produce a nore
equitable result between the different density
cells. Moreover, under this "flexible"
approach to common cost recovery, t he
objective that having sone comon cost

recovery for loops in each density cell is
mai ntai ned, and the prices of |oops in each of
the three density cells still includes an

el ement for conmon cost recovery.

May 9 Report at  19.
43. Like the Hearing Exam ners, the Conm ssion concl udes

that it is in the public interest to inpose no greater cost
di sparity than necessary by reason of density zones. Previously in
this Order we determned that the Conm ssion has discretion to
approve a conmmon cost recovery mechani smwhich varies froma fl at
per cent age over direct costs, in furtherance of public policy goals
such as this. Supra, at 9§ 35-37. Thus, we approve the rates
recommended by the Hearing Exam ners shown in Attachnment A to the
May 9 Report. W adopt the "flexible" comobn cost recoveries shown
in the second colum of that attachnment for those elements for
whi ch the Hearing Exam ners nade alternative recommendations. (5-
0) to this Oder sets forth the rates hereby adopt ed.
C. Resal e Rates

44. U. S.C. 8§ 251(c)(4)(A) requires the ILECs, such as
BA- Del

to offer for resale at wholesale rates any

tel econmuni cation service that the carrier

provides at retail to subscribers who are not
t el ecomruni cation carriers.
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Section 252(d)(3) specifies that prices for such resold services

nmust be determ ned:

on the basis of retail rates charged to

subscribers for the tel econmmuni cations service

requested, excluding the portion thereof
attributable to any nmarketing, billing,
collection or other costs that wll be avoi ded

by the | ocal exchange carrier.

Al though the FCC established certain guidelines for determ ning
what costs are to be considered avoi ded, the choice of an avoided
cost study nethodology is left up to the state comm ssion. FCC
Order at 1 15.

45. The evidence and argunents of the parties are
summarized by the Hearing Examners in the April 7 Report at
19 169-191. That discussion is incorporated herein by reference.
The Hearing Exam ners recommended a whol esal e di scount rate of 20%
for resellers who do not use BA-Del operator services and a
discount rate of 16% for resellers who use BA-Del operator
servi ces. We adopt this recommendation, finding persuasive the
Hearing Exam ners' analysis of the issue found at Y 192-197 of the
April 7 Report. (5-0)

D. O her Cost and Rate |ssues

(1) Non-Recurring Charges
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46. Non-recurring costs are the one-tine expenses
incurred by an ILEC swtching a custoner's service over to a new
entrant. The Hearing Examners' April 7 Report nmade no
recomendati on concerni ng BA-Del's proposed non-recurring charges.

By Order 4488, the Comm ssion directed the Hearing Examiners to
consider this issue on remand. The Hearing Exam ners' My 9 Report

recomrended that the Comm ssion approve BA-Del's proposed non-

recurring charges. By Order 4508, we directed the Hearing
Exam ners to reconsider this issue in nore detail. The Hearing
Exam ners' My 27 Report accordingly analyzes in detail the

evidence submtted by the parties and their argunents on this
i ssue. The Hearing Exam ners again concluded that:

BA-Del has supported its estimtes,

whereas the estimates of  AT&T

W tness Miurray appear to be overly

aggressive and wthout adequate

support.
Thus, the Hearing Exam ners agai n recomended adoption of BA-Del's
proposed non-recurring charges.

47. The Hearing Exam ners' summary of the evidence on
this issue, found in Y 45-47 of the May 9 Report and Y 13-20 of
the May 27 Report, are incorporated herein by reference. W find
the Hearing Exam ners' analysis of the evidence, and assignnments of
credibility, to be reasonable based on the record. e,
accordingly, adopt their recommendations. (5-0) Attachnent B to
the Hearing Examners' My 9 Report, setting forth the non-

recurring charges which we now adopt, is attached hereto as Exhibit

E
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(2) Assessnment of Operations Support Systens
Char ges on Resal e

48. BA-Del's proposed SGAT includes certain Qperations
Support Systens ("OSS') <charges for pre-ordering, ordering,
provi sioni ng, mai ntenance and repair, and billing. AT&T took issue
with these proposed OSS charges arguing: (1) that the cost
cal cul ations contain various errors; and (2) that the OSS charges
shoul d not be assessed on resellers because resellers would then be
required to pay twice for the sane service (first as a separate OSS
charge and again in the wholesale rate). The Hearing Exam ners did
not address this issue in the April 7 Report. By Order 4488, the
Conmi ssion directed the Hearing Exam ners to exam ne the issue and
make recomendati ons to the Conmm ssion. The Hearing Exam ners did
so by their May 9 Report. AT&T then asserted that the Hearing
Exam ners' recommendati ons were based on a m staken understandi ng
of the facts. W again required the Hearing Exam ners to consi der
the issue again on remand by Order 4508. The results of this
reconsi deration are set forth in the May 27 Report.

49. The evidence and argunents of the parties on this
issue are sumarized in the May 9 Report at Y 33-35 and in the My
27 Report at 17 5-10. Those discussions are incorporated herein by
ref erence. In both the May 9 and May 27 Reports, the Hearing
Exami ners concluded that BA-Del's OSS charges should be
recal culated to reflect three revisions proposed by AT&T but that
AT&T s contention that assessnent of OSS charges against resellers

woul d result in a "double count” was unsupported by the record.
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50. The Hearing Exam ners have carefully reviewed the
evidence in the argunents on this issue. The Comm ssion accepts
their analysis and their assignnents of credibility of w tnesses.
Accordingly, the Conmm ssion adopts the recommendations of the
Hearing Examiners that BA-Del's OSS charges be recalculated to
reflect the follow ng three revisions:

(a) Elimnate the investnent costs associated with
the ordering and 3-ordering elenents for all but the first year of
i npl enent ati on;

(b) Treat the start-up expense for the ordering
el enment as an investnent and limt expense dollars to a reasonabl e
f orwar d- | ooki ng | evel ; and

(c) Elimnate the costs for land and buil di ngs,
because BA-Del has not proven that it wll incur new |and and
bui | ding costs associated with provision of access to OSS.

51. The Conmmission further accepts the Hearing
Exam ners' recomendation that no further nodifications or
alterations to the OSS charge or the whol esal e discount rate are
necessary to renove a “doubl e count” of these charges to resellers.

(5-0).

(3) Custom zed Routing Charges

52. In its exceptions, AT&T argued that BA-Del's
proposed prices for the custom zed routing of operator services and
directory assistance ("OS/DA") calls to a CLEC s OS5/ DA platformare
excessive and should be rejected. |In particular, AT&T objected to

BA-Del ' s proposed cost for the devel opnent of a specialized routing

26



network ("SRN'). Further, AT&T argued that the separate OS/ DA re-
routing charge applies only in a resale environnent, and that when
a CLEC purchases unbundl ed elenents, the re-routing function is
included as part of the unbundl ed swi tching function. On remand,
the Hearing Examiners agreed with AT&T that the rates BA-Del has
proposed for the SRN are unreasonable and concluded that it was
i nprudent for BA-Del to have incurred such a cost to neet an AT&T
"demand” without first obtaining AT&T's prior agreenent. By the
May 9 Report, the Hearing Exam ners recommended that the custom zed
routing charge should be reduced by 47% which, they reasoned,
woul d renove half of the cost associated with the SRN. W agree
and adopt a per-line rate of $0.073942 for custom zed routing.

(5-0)
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(4) Cross-Connect Rate

53. Using the Comm ssion-approved i nput val ues, BA-De

subm tted recalculated rates for cross-connects which are 29 to 39%
bel ow t hose presented in its initial filing. AT&T, however, urged
on remand that the total cross-connect cost presented by its
w tness, Terry Mirray, be adopted. In the May 9 Report, the
Hearing Exam ners concluded that their second review of the
testinmony, briefs and exceptions on this issue still left them
unper suaded that further reductions to the cross-connect rates were
war r ant ed. The Conmmi ssion agrees and approves the recal cul ated
cross-connect rates determned by BA-Del wusing the Comm ssion
approved inputs. (5-0)

E. Policy |ssues

(1) Reduction of BA-Del's Retail Rates

54. The OPA argues that 8§ 707(c)(6) of t he
Tel econmuni cati ons Technol ogy I nvestnent Act ("TTIA') 26 Del. C 8§
704 et seq., requires a downward adjustnment to rates for basic
intrastate service as a result of BA-Del’s expected sale of
unbundl ed el enments. The OPA asserts that BA-Del's new
interconnection rates for UNEs are, in effect, new separations
rules, which represent a shift of separate costs out of the
intrastate revenue requirenent. The OPA contends that, since there
is no mechanismto recapture the resulting "earnings" in intrastate
rates, the "excess revenues" represent an exogenous change in costs
favoring the conpany and requiring a reduction in basic rates under

§ 707(c)(6). BA-Del denies that there is a “duplicative” cost
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recovery or “wndfall” and clains that it wll |lose retail revenues
as conpetitors begin to serve custoners now served by BA-Del
Mor eover, BA-Del argues that this is not the appropriate forumto
consider the OPA's claim and that under 26 Del. C 8 707(c)(6),
rates for basic services may only be changed “upon the application
by any ratepayer or the service provider,” and no such application
has been nade.

The Hearing Exam ners concluded that the OPA had not
shown the necessity of a downward adjustnment to rates for basic
services and that this proceeding is not the proper forumin which
to consider the OPA's clains. The Conm ssion agrees that this
proceeding is not the appropriate one to determ ne argunents of
this nature. The OPA remains free to raise its assertions in a
di fferent proceeding, should it choose. (5-0)

(2) Requirement That BA-Del Establish A Separate
Subsi di ary

55. MFS recomends that the Comm ssion require BA-Del to
establish a separate subsidiary for the sale of unbundled el enents
as a condition to approving any SGAT. The Hearing Exam ners
concl uded that the issue is beyond the scope of this proceedi ng and
t hat establishnent of such a separate subsidiary is not required by
the Act or the FCC Order. The Conmmi ssion agrees with the Hearing
Exam ners' conclusions and will not require BA-Del to establish a
separate subsidiary for the sale of unbundled network elenents.
(5-0)

(3) Resolution of Section 271 |Issues
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56. The Hearing Examners recomended that t he
Conmi ssion decline to make any findings in this proceeding
regarding BA-Del's conpliance with 47 U S.C. § 271. The Conmm ssi on
agrees. (5-0) The Conmm ssion has established PSC Docket 96-234,
currently pending, to investigate the status of BA-Del's conpliance
with 8 271 when BA-Del seeks interLATA authorization.

F. Techni cal | ssues

(1) Nunber Portability

57. AT&T and Sprint contend that the SGAT does not
satisfactorily address BA-Del's obligation to provide interim
nunber portability. The argunents of the parties concerning this
i ssue are summari zed by the Hearing Exam ners at {1 207-209 of the
April 7 Report.

58. The Hearing Exam ners concluded that the proposed
SGAT, as filed, neets the requirements of the Act concerning
interi mnunber portability. The Hearing Exam ners recomrended t hat
consi deration of the adequacy of the neans by whi ch BA-Del proposes
to provide nunber portability should be deferred to the
Comm ssion's currently pending nunber portability docket, PSC
Regul ati on Docket No. 46. However, they also recommended that the
Commi ssion require any refiled SGAT to fully conply with all rules
and regulations pronmulgated in that docket. W agree with the
Heari ng Exam ners and adopt their recomendations in all respects.

(5-0)
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(2) Daling Parity

59. A nunber of parties, including AT&T and Sprint, take
the position that BA-Del has not met its obligation to provide
intraLATA toll dialing parity. These parties assert that no SGAT
shoul d be approved until dialing parity is actually available to
conpeting providers of intralLATA toll service. By Order 4491
May 13, 1997, PSC Docket No. 42, Phase |1, the Comm ssion required
BA-Del to inplenent intralLATA toll dialing parity no later than
Sept enber 15, 1997.

The Hearing Exam ners found nerit in Sprint's contention
that, in the event that the proposed SGAT m ght be approved as
filed prior to the dialing parity inplenentation date, the SGAT
woul d not conport with the requirements of 47 U . S.C. 8§ 251(b)(3).
By this Order the Comm ssion declines to approve the SGAT as fil ed.

However, the Comm ssion determines that in the event BA-Del
chooses to refile an SGAT, the provisions thereof nust fully conply
with all rules and regulations pronmul gated i n Regul ati on Docket 42.
(5-0)

(3) Poles, Ducts, Conduits and Ri ghts-of-Wy

60. Section 251(b)(4) requires all incunbent LECs to
afford access to poles, ducts, conduits, and rights-of-way to
conpeting providers of teleconmunications services on rates, terns,
and conditions that are consistent with 47 U S.C. 8§ 224. In PSC
Regul ati on Docket 16, this Comm ssion issued regulations entitled
"Regul ations Governing Tariffs Wiich Set Forth Rates, Terms, And
Condi ti ons For The Attachnment To Any Pole, Duct, Conduit, R ght-of-
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Way, O Oher Simlar Facilities O Any Public Wility." (PSC
Regul ati on Docket No. 16, Order No. 3092, Nov. 11, 1989). BA-Del's
ri ght-of -way agreenents are nmade pursuant to those regul ations, and
because Del aware has chosen to regul ate access to rights-of-way,
the Del aware regulations will continue to govern under 47 U S. C
19 224 and 251(b)(4).

The argunents of the parties concerning access to poles,
ducts, conduits, and rights-of-way under the proposed SGAT are
summari zed at 91 213-216 of the April 7 Report. The Hearing
Exam ners concluded that BA-Del's proposed SGAT provides for
nondi scrim natory access to poles, ducts, conduits, and rights-of-
way in a manner which is consistent with the Act and with the
Regul ati on Docket 16 Rules. The Conm ssion agrees and wll not
require nodifications to the SGAT on this issue. (5-0)

(4) Reciprocal Conpensation

61. AT&T argues that the Conmm ssion should inpose a
"bill-and-keep" nethod of reciprocal conpensation as part of
BA-Del "s SGAT. BA-Del and M-S opposed mandatory provision of bill-
and- keep. The Hearing Exam ners concluded that bill-and-keep, an
arrangenment wunder which no conpensation is exchanged for the
termnation of traffic, is appropriate only where the affected
carriers agree between thenselves to inplenment it. Mreover, they
concluded that the evidence did not show that traffic will be in
bal ance between carriers. Wthout approxi mate balance in traffic,

bill-and-keep may result in inequities. W agree and adopt the
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Heari ng Exam ners' recommendation to not nandate bill and keep.

(5-0)
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(5) Rebundling Unbundl ed El enents

62. 47 U S.C 8§ 251(c)(3) requires ILECs to provide UNEs
"in a manner that allows requesting carriers to conbine such
elenments in order to provide such teleconmunications service."
Despite this provision, section 11.1 of the proposed SGAT provi des
t hat :

Requesting CLEC shall not reconbine Network

El ements purchased from BA-Del for use as a

substitute for the purchase at whol esal e rates

of Tel econmuni cations Services that BA-Del

provi des unl ess ot herw se mandated by the FCC

or the Comm ssion or agreed to by BA-Del with

ot her carriers.
Several parties asserted that this proposed provision violates
8§ 251(c)(3). The Hearing Exam ners agreed. The Conm ssion adopts
t he Hearing Exam ners' recomendation and directs BA-Del to omt
this provision from the SGAT, in the event BA-Del chooses to
refile. (5-0)

(6) Unbundl ed El enent Warranties

63. Section 11.9.4 of BA-Del's SGAT states that "BA-Del
makes no warranty that [unbundled |ocal |oops] or unbundled ports
supplied by BA-Del . . . will be conpatible with the service .
CLEC will offer to its custoners.” AT&T argues that this
provision, if allowed to stand, would renove from BA-Del any
incentive to cooperate with AT&T and other conpetitive |ocal
exchange carriers ("CLECs") to ensure conpatibility of unbundled
| oops and ports. BA-Del argues that it is prepared to provide
unbundl ed | oops and ports neeting the standards and specifications
included in Bell Atlantic's Technical Reference Docunents, but that
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it cannot guarantee the performance or conpatibility of an end-user
or CLEC custoner service. BA-Del clains that the FCC O der does
not require a warranty of conpatibility. The Hearing Exam ners
were persuaded by BA-Del's position, as is the Conm ssion. The
Comm ssion will not require BA-Del to nodify this termin the event
it refiles an SGAT. (5-0)

(7) BA-Del Notification OfF New Unbundl ed El enents

64. Under Section 11.10.3 of the SGAT, BA-Del undertakes
to notify requesting CLECs of the availability of new network
elements on an annual Dbasis. Staff asserted that annual
notification is insufficient in the teleconmmunications industry
where technol ogical change is occurring at a rapid pace. The
Hearing Exam ners concurred and recomended that the Conmm ssion
require BA-Del to revise this provision of its SGAT. The
Conmmi ssi on agr ees. If BA-Del elects to refile an SGAT, this
provi sion must be revised to provide for nonthly notification to
requesting CLECs of new network el ements. (5-0)

(8) Loops Conditioned For ADSL and HDSL

65. The MFS witness presented testinony advocating that
BA-Del be required to provide MFS with |oops conditioned for
asymmetric digital subscriber line ("ADSL") and high bit rate
digital subscriber line ("HDSL"). However, M-S did not pursue this
issue in its brief and the Hearing Exam ners concluded that the
record does not support requiring any change to BA-Del's SGAT in

this regard. W concur. (5-0)

35



(9) Tandem Rate For Non- Tandem Switch

66. MFS and AT&T contended that CLECs should be able to
charge BA-Del a tandemrate even though the CLEC may not enploy a
tandem switch for calls termnated on the CLEC s network. The
parties' argunents concerning this issue and BA-Del's response are
summarized in the April 7 Report at {1 230-233. The Hearing
Exam ners concl uded that BA-Del should not be required to pay the
hi gher tandemterm nation rate where the CLEC is not using a tandem
switch. Instead, the Hearing Exam ners found reasonable BA-Del's
proposal to base the rate for term nation at each CLEC s switch on
the wei ghted average rate charged by BA-Del to the CLEC for cal
termnation during the previous cal endar quarter. W concur and
adopt the Hearing Exam ners' recommendations. (5-0)
(10) Additional White Page Listings And G her Wite

Page Servi ces

67. AT&T argued that BA-Del should be required to nmake
additional white page listings and related services available to
resellers at the normal whol esal e discount or, alternatively, at
TELRI C rates as unbundl ed network el ements. The Hearing Exam ners
concluded that this issue is outside the scope of this proceeding
and should be resolved in the arbitration of the AT&T/BA-Del
| nt erconnecti on Agreenent. W accept this recomendati on and
decline to require BA-Del to make the requested change. (5-0)

(11) Reciprocal Unbundling And Collocation

68. Section 11.1 of the proposed SGAT attenpts to inpose

on CLEGCs reciprocal unbundling and resale requirenents. Simlarly,
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at Section 13.2, the SGAT states that "[a]lthough not required to
do so by . . . the Act, by this Statenent Requesting CLEC agrees to
offer BA Collocation.” The Hearing Exam ners recommended t hat
BA-Del should be directed to omt these provisions in any refiled
SGAT since the Act does not inpose such reciprocal obligations.
The Hearing Exam ners further observed that this issue should be
left to negotiations and/or arbitration. W concur and concl ude
that, in the event BA-Del chooses to refile its SGAT, this
provi sion shall be omtted therefrom (5-0)

(12) Collocation O Renote Switch Mdul es

69. Section 13.0 of the proposed SGAT provides that
coll ocation of equipnment is permtted solely to interconnect with
BA-Del facilities or services or to access BA-Del’s unbundled
net wor k el enents. AT&T seeks to collocate sw tching equipnent,
including renote switching nodels ("RSMs"), and asks that the
Statenment be nodified to allow collocation of RSMs for swtching
pur poses. The Hearing Exam ners concluded that this was an issue
nore appropriately dealt with in arbitration. W agree and decline
to require the requested nodification. (5-0)

(13) Network Interface Devices

70. AT&T seeks to have the Conmmi ssion determne the
technical feasibility of directly connecting its distribution plant
to BA-Del's network interface devices ("NIDs"). BA-Del responds
that the FCC Order requires only that BA-Del permt CLECs to
connect to BA-Del's NIDs via its owmm NID and that this is what

BA-Del's statenent offers. The Hearing Exam ners concluded that
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BA-Del's position is consistent with the FCC Order. The Conm ssi on
agrees and declines to determne the technical feasibility of

directly connecting AT&T's distribution plant to BA-Del's N Ds.

(5-0)
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(14) Rental of Copper or Fiber

71. Staff recommrended that BA-Del be directed to include
a provision in the SGAT permtting CLECs to rent copper, rather
than fiber, distribution cable where copper is available. Staff
contended that where BA-Del is in the process of converting to
optical fiber (thereby causing circuit electronics to becone
necessary), the existing copper cable may soon becone surplus. In
t hose situations, Staff argued, copper cabling should be offered on
an unbundl ed basis, wi thout requiring the purchaser to acquire any
unwanted facilities or services, like circuit electronics. Staff
contended that such a requirenent would ensure conpatibility
between the carrier's own equi prment and the rented | oop and w ||
provide the carrier with the option of installing its own circuit
el ectronics if it chooses. The Hearing Exam ners found Staff's
position reasonable and reconmmended it to the Comm ssion. The
Comm ssi on agr ees. If BA-Del chooses to refile an SGAT, it is
directed to include a provision permtting CLECs to rent copper,
rather than fiber distribution cable, where copper is avail able.
(5-0)

(15) Further Sub-Loop Unbundling

72. AT&T asked that the Conm ssion endorse a policy of
subl oop unbundling. The Hearing Exam ners concurred with BA-De
and Staff that further sub-l1oop unbundling is not required at this
time. We agree. (5-0)

(16) Operations Support Systens
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73. AT&T asserts that the Operations Support Systens
("OSS") interface that BA-Del proposes to provide to CLECs is
inferior to that which BA-Del provides itself and, thus, is in
violation of the Act and FCC O der. 0SS are the systens and
dat abases that provide the essential information and functionality
required to perform the pre-ordering, ordering, provisioning,
mai nt enance and repair, and billing functions for the sale of
unbundl ed elenments or the resale of teleconmunications service.
The Hearing Exam ners recommended that the Conm ssion direct BA-Del
to revise Section 9.5 and Section 2.3 of Schedule 12.3 of the SGAT
to provide for CLEC access to OSS functions which are the
equi valent to the functionalities that BA-Del provides for itself.
The Comm ssion adopts this recomendation. (5-0) The Conm ssion
al so accepts the Hearing Exam ners' recomendation that the
Comm ssion refuse AT&T's request that it "conpel BA-Del to nove
forward quickly with the necessary upgrades to its systens that are
required for fully electronic interfacing with CLEC systens" as

beyond t he scope of this proceeding.
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(17) Residual Interconnection Charge

74. AT&T asks that BA-Del be required to elimnate the
residual interconnection charge ("RIC') included in the |ocal
transport rate structure. The Hearing Exam ners concluded that
this issue is outside the scope of this proceeding. W concur.
(5-0)

(18) AIN Switch Triggers

75. AT&T requested that the Conmssion require BA-Del to
give CLECs access to Advanced Intelligent Network ("AIN') swtch
triggers in BA-Del's switches by connecting their Service Control
Points directly to BA-Del's Signal Transfer Points. The Hearing
Exam ners recomended that the Conm ssion decline to i npose such a
requi renment and we concur. (5-0)

(19) Witten Authorization For Carrier Changes

76. The proposed SGAT would require CLECs to obtain
witten authorization froma custonmer to change carriers. BA-Del
contended that this provision is consistent with the rules recently
pronul gated by the Comm ssion in Regul ation Docket No. 45. AT&T
asserted that BA-Del and nost other telephone conpanies take
service orders by telephone and that the requirenent would
t herefore i npose an unequal burden only on CLECs, thereby deterring
conpetitive entry. The Hearing Exam ners concl uded that the BA-Del
provision is consistent with the Commssion's determnation in
Regul ati on Docket 45 and recomended no nodification.

77. The Conm ssion continues to believe that witten

aut horization is an inportant protection against the practice of
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"slamm ng." However, the Conm ssion believes that anti-slanm ng
nmeasures nust be inposed on all carriers equally. Thus, the
Comm ssi on accepts the Hearing Exam ners' recomendation on the
explicit condition that the requirenment of a witten authorization
shall apply to all custoner changes between | ocal exchange service
provi ders, including a change froma conpetitive provider to the
i ncunbent LEC. The Conmi ssion directs Staff to pronptly commence
t he process of anmending the Conm ssion's rules or regulations to
ensure that a witten authorization requirenent applies equally to
all carriers, including BA-Del, in the event the Commssion’s rul es
or regulations do not already clearly so reflect. (5-0)

(20) Service Quality Measures

78. MFS contends that the Comm ssion nust ensure that
systens are in place to provide all requesting carriers with the
| evel of service quality and responsiveness that the incunbent LEC
provides to its own custoners and to itself. MFS thus suggests
establ i shnment of "generic service quality reporting and nonitoring
mechani sns." The Hearing Exam ners observed that the Comm ssion
has already established service quality standards and that MS' s
recomendati on | acks specifics concerning what nodifications to the
SGAT should be required to acconplish its recomendation
Accordingly, they reconmmended no change be required to the SGAT in
connection with service quality neasures. W concur. (5-0)

(21) Dispute Resolution Mechani sm

79. MFS urges the Commission to "adopt effective and

rapid dispute resolution procedures to resolve the inevitable
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problems that wll arise wth inplenmentation of the |ocal
conpetition provisions of the Act." However, it did not recomend
any specific procedures. AT&T asserted that the "bona fide
request"” process advocated by BA-Del, together with the absence of
an established dispute resolution nechanism is fraught with anti-
conpetitive opportunities and should be rejected. AT&T suggested
t hat the SGAT include the follow ng provision

Any di sputes should be comunicated by the

concerned party, in witing, to the other

party. If resolution through negotiations

cannot be achieved within thirty days, either

party may request arbitration or nediation

through the Conm ssion, which should be

resolved in thirty days. |If a party believes

the issue to be so critical that it is of an

energency nature, then it may forego the

thirty-day negotiation period, file its

request for nediation or arbitration at the

same time the conplaint is filed with the

ot her party, and request expedited resol ution

by the Conm ssi on.
The Hearing Exam ners found this provision to be reasonable and
consistent with the objectives of the Act, particularly in |light of
the fact that AT&T and BA-Del have agreed to support the
establ i shnent of an expedited dispute resolution process. W agree
and accept the Hearing Exam ners' recommendation that BA-Del's
SGAT, shoul d BA-Del choose to refile, shall incorporate the above-
stated provision establishing a dispute resolution nechanism
(5-0)

(22) Equivalent Standards For Installation And

Mai nt enance Perfornance Levels
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80. AT&T requested that BA-Del's standards for
installation and maintenance performance should mrror those
est abl i shed for service provided to its own customers. According
to AT&T, unless BA-Del agrees to deliver the sane | evel of service
regardl ess of the identity of the custoner, custoners of CLECs w ||
not be assured the sanme treatnent both in terns of tineliness and
accuracy. The Hearing Exami ners agreed with AT&T and reconmended
that BA-Del be directed to expressly commt to establish equival ent
standards for installation and maintenance perfornmance | evels. The
Conmi ssion agrees and directs BA-Del to include such a provision
should it refile the SGAT. (5-0)

(23) CLEC Access To Custoner Guide

81. AT&T asserted that BA-Del's SGAT "unfairly seeks to
retain editorial control and a veto-like power over the substance
of a CLEC s custoner service information contained in BA-Del's
Custoner Quide." AT&T argued that BA-Del will have an incentive to
be uncooperative with the CLECs in dictating the paraneters of the
information to be included in the Customer CGuide portion of the
t el ephone directory published by BA-Del or its affiliate.

82. The Hearing Exam ners concluded that AT&T' s concerns
were reasonable and that access by new entrants to the BA-De
tel ephone directory is an inportant and necessary elenent of a
conpetitive environment. Thus, the Hearing Exam ners reconmended
that the Commi ssion require BA-Del, in any subsequently filed SGAT,
to include a general provision enabling CLECs to provide custoner-

oriented service information of their choosing, with a designated
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page limt of four pages per CLEC. BA-Del took exception to this
recommendati on, asserting that a four-page mninumis excessive and
woul d nmake the tel ephone directory cunbersonme and conf usi ng.

83. The Commi ssion shares the Hearing Exam ner's concern
that CLECs be given reasonable access to BA-Del's telephone
directory. However, the Comm ssion believes that the Hearing
Exam ners’ suggestion of a four-page limt may be subject to abuse.

Accordingly, we direct BA-Del, should it choose to refile the
SGAT, to include a provision affording CLECs the opportunity to
di spl ay equi val ent information concerning custoner service in the
BA-Del directory as is displayed by BA-Del itself, and that both
CLECs and BA-Del will have the opportunity to purchase additional

advertising space should they choose. (5-0)

NOW THEREFORE:

A The Conmi ssion finds that the BA-Del Statenent of
Generally Available Ternms and Conditions, as filed in this
proceedi ng, does not neet the statutory requirenents set forth in
47 U.S.C. 88 251 and 252 and, accordingly, it is not approved.

B. The Conmmi ssion finds and adopts as appropriate for
determining the justness and reasonableness of SGAT rates in
Del aware the FCC s Total Element Long Increnental Cost ("TELRIC")
pricing nethodol ogy, regardless of whether or not the states are
ultimately required to use the TELRIC standard by the Act or FCC
regul ati on.

C. The Conmmi ssion declines to adopt any of the cost
nodel s presented in this proceeding.
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D.

appropri at e:

The Conmi ssion adopts the follow ng input val ues as

(1)
(2)
(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

(12)

A Cost of Debt of 7.7%
A Cost of Equity of 12%
A Capital Structure consisting of 40% debt and
60% equi ty;
An overall Cost of Capital of 10.28%
The Depreciation Rates prescribed by the FCC
for BA-Del;
A Copper Feeder Fill Factor of [BA-DEL
PROPRI ETARY BEGQ NS] 79% [ BA- DEL
PROPRI ETARY ENDS] ;
An F2/F1 ratio of [BA-DEL PROPRI ETARY BEGQ NS]
2 [ BA- DEL PROPRI ETARY ENDS] ;
A Distribution Fill Factor of 50%to 75%
A Fiber Electronics Fill Factor of [BA-DEL
PROPRI ETARY BEGQ NS] 90% [ BA- DEL
PROPRI ETARY ENDS] ;
A fiber/copper breakpoint of [BA-DEL
PROPRI ETARY BEG NS] 12 kft [ BA-DEL
PROPRI ETARY ENDS] ;
A maxi num di stance that a custoner can be from
a DLC of [BA-DEL PROPRI ETARY
BEA NS] 9 kft [ BA-DEL PROPRI ETARY ENDS];
A switch discount that is weighted [ BA- DEL
PROPRI ETARY BEG NS] 90% [ BA- DEL
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PROPRI ETARY  ENDS] on the "replacenent”
di scount rate and [ BA- DEL PROPRI ETARY BEG NS]
10% [ BA- DEL PROPRI ETARY ENDS] on the "add-on"
di scount rate;
(13) Common over head cost recovery of approxi mately
10% of all corporate overhead
retail costs (other than retail only costs),
t hough the Commi ssion retains discretion to
vary the |l evel of overhead cost recovery as it
deens appropriate in furtherance of public
policy objectives; and

(14) For NGDLC Cost, BA-Del's proposed 50% 50%

split between |1DLC and UDLC
costs.
E. The Comm ssion determ nes that, should BA-Del el ect

tore-fileits SGAT, it may do so using the existing density zones
i n Del awar e.

F. The Comm ssion directs BA-Del to present to the
Conmi ssion, no later than March 31, 1998, then current information
regarding BA-Del's density zones and how they relate to the
causation of cost differentials between different geographical
areas in Delaware so that the Commssion may, if it deens
appropriate, consider revising rates for unbundl ed network el ements
to reflect updated or different density zones.

G The Conmmi ssion finds the just and reasonable rates

for BA-Del's unbundled network elenents to be as set forth in
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Exhibit Dto this Oder. In the event BA-Del chooses to refile an
SGAT, BA-Del is directed to incorporate these rates therein.

H. The Conmi ssion finds and adopts as reasonable and
appropriate a whol esal e discount rate of 20%for resellers who do
not use BA-Del operator services and a whol esal e di scount rate of
16% for resellers who use BA-Del operator services.

l. The Conmi ssion finds the just and reasonable |evel
of BA-Del's non-recurring charges to be as set forth in Exhibit E
hereto. In the event BA-Del chooses to refile an SGAT, BA-Del is
directed to incorporate these rates therein.

J. The Comm ssion finds that the cal cul ati ons submtted
by BA-Del for the proposed OSS charges do not result in a "double
count"” as alleged by AT&T and that, consequently, no nodifications
or alterations to the OSS rate are necessary to renove such doubl e
counti ng.

K. Not wi t hst andi ng Paragraph J above, in the event BA-
Del chooses to refile an SGAT, the Conm ssion directs it to
recalculate its OSS charges to reflect the three revisions set
forth in 9 50 of this Order

L. The Conmi ssion finds the just and reasonabl e per-
line rate for custom zed routing of operator services and directory
assistance calls to a CLEC s OS/DA platformto be $0.073942. I n
the event BA-Del chooses to refile an SGAT, this rate shall be

i ncor porated therein.
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M The Comm ssion will not require further nodification
to the cross-connect rates as recalculated by BA-Del wusing
Comm ssi on approved inputs.

N. The Commission rejects the OPA's retail rate
reduction proposal in this proceeding.

O The Conmi ssion does not require BA-Del to establish
a separate subsidiary for the sale of unbundled network el enents.

P. The Conmm ssion declines to nake any findings in this
proceedi ng regardi ng BA-Del’s conpliance with the requirenents of
47 U.S.C. § 271.

Q Due to the ongoing status of PSC Regul ati on Dockets
Nos. 42 and 46, the Conm ssion finds and concludes that issues
relating to IntraLATA Toll Dialing Parity and Interim Nunber
Portability are best decided in those dockets. The Conmi ssion
requires any re-filed Statenent to fully conply with all rules and
regul ati ons promul gated in these dockets.

R The Conmi ssion finds that, as filed, BA-Del's SGAT
provi des for nondi scrimnatory access to poles, ducts, conduits and
ri ghts-of-way, consistent with the Act and PSC Regul ati on Docket
No. 16 Rules and, therefore, need not be nodified in this regard.

S. The Commi ssion will not mandate a "bill and keep"
arrangenment for the conpensation of exchanged traffic.

T. The Conmmi ssion rejects BA-Del's provision which may
be read to restrict the rebundling of wunbundled elenents as
contrary to the Act and the FCC Order. In the event BA-Del refiles,

such a provision shall be renmoved fromthe refil ed SGAT.
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u. The Comm ssion will not require BA-Del to strike the
"no warranty" provision fromthe SGAT.

V. The Commission wll require BA-Del, wunder any
refiled SGAT, to provide nonthly notification of new network
el ements to requesting CLEGCs.

wW The Conmi ssion will not require BA-Del to provide
| oops conditioned for asymretric digital subscriber line ("ASDL")
and high bit rate digital subscriber [ine ("HDSL").

X. The Comm ssion will not require BA-Del to pay a CLEC
the higher tandem termnation rate if the CLEC is not using a
tandemswitch. The rate for termnation at each CLECs switch shal
i nstead be derived fromthe wei ghted average rate charged by BA-Del
to the CLEC for call termnation during the previous cal endar
quarter.

Y. The Conmi ssion declines to adopt AT&T' s position
regardi ng additional white pages services.

Z. The Comm ssion directs BA-Del to omt fromany re-
filed SGAT any provision that seeks to inpose reciprocal unbundling
and col |l ocation obligations on CLECs.

AA.  The Conmmi ssion finds that issues relating to the
collocation of Renote Switching Mdules are best decided in
i ndi vidual arbitration proceedi ngs between carriers.

BB. The Conmi ssion rejects AT&T's request to determ ne
the technical feasibility of directly connecting AT&T' s

distribution plant to BA-Del's network interface devices;
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CC. The Commission directs BA-Del to include in any
refiled SGAT a provision that will permt CLECs to rent copper
rather than fiber, distribution cable where copper is avail able.

DD. The Comm ssion wll not mnmandate any additional
sub-1 oop unbundling at this tine.

EE. The Comm ssion requires BA-Del to include in any
refiled SGAT a requirenent that specifically provides for CLEC
access to OSS functionalities which are equivalent to the
functionalities that BA-Del provides itself.

FF. The Comm ssion finds that issues relating to the
Resi dual Interconnection Charge are outside the scope of this
proceedi ng and do not present a reason for rejecting BA-Del's SGAT.

GG The Conm ssion denies the AT&T request that, as part
of this proceeding, CLECs be given access to AIN switch triggers in
BA- Del swi tches by connecting their Service Control Points directly
to BA-Del's Signal Transfer Points.

HH.  The Comm ssion will not require BA-Del to nodify the
SGAT provision relating to witten authorization for «carrier
changes on the explicit condition that the requirenment of a witten
aut hori zation shall apply to all customer changes between | oca
exchange service providers, including a change between a
conpetitive service provider and the incunbent LEC. The Comm ssion
directs Staff to pronptly investigate whether the Conmmi ssion's
existing rules and regulations inpose a witten authorization

requi renent even-handedly on all carriers including BA-Del, and, if
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not , to comence proceedings to inplement the necessary
nodi fications to such rules and regul ati ons.

1. The Conm ssion requires no changes to BA-Del's SGAT
in connection with service quality measures.

JJ. The Comm ssion requires BA-Del to incorporate AT&T' s
recommended di spute resolution provision, set forth in § 79, supra.

KK. In the event BA-Del chooses to refile an SGAT, it
shall include a provision establishing equival ent standards for
installation and maintenance performance for CLECs as those
established for service provided to its own customners.

LL. In the event BA-Del chooses to refile an SGAT, it is
directed to include a provision affording CLECs the opportunity to
di spl ay equival ent information concerning custoner service in the
BA-Del directory as is displayed by BA-Del itself and providing
that CLECs w Il have the opportunity to purchase additional
advertising space on the sanme ternms and conditions as BA-Del, or
its directory publishing subsidiary or affiliate, provides to
BA- Del .

MM In the event BA-Del chooses to refile an SGAT, the
Comm ssi on shall determ ne whether the refiled SGAT confornms with
the terns of this Order. The Conm ssion nmay consider the comments
of interested persons to assist it in this determnation. [If, in
the discretion of the Conmm ssion, it is necessary or helpful to
devel op an evidentiary record, the Conm ssion may, on its own
notion or at the request of any interested party, commence

appropriate proceedi ngs.
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NN. The Conmi ssion reserves the jurisdiction and
authority to enter such further Orders in this matter as may be
deened necessary or proper.

BY ORDER OF THE COWM SSI ON:

s/ Robert J. MWMahon

Chai r man

/s/ Joshua M Twill ey
Vi ce Chair man

/s/ Robert W Hartl ey
Conmi ssi oner

ATTEST: Conmi ssi oner

/s/ Linda A. MIls

Secretary Comm ssi oner
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