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l. | NTRODUCTI ON

1. The Nebraska Public Service Conmi ssion (Comr ssion)
after considering the testinony and argunents of the parties,
enters its final order covering all phases of this proceeding
and all stipulations of the parties as foll ows:

I'l. BACKGROUND

A H story of Docket No. C-2516

2. In Septenber 1996, the Conmi ssion opened Application
No. G1415 to investigate cost studies and to establish rates
for interconnection, unbundled elenents, transport and ter-
m nation, and resale services for US West Corporation, now known

as Qnest Corporation (Qnest).
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3. On March 6, 2001, the Commission requested the parties
to comment on whether the evidence provided in Application No.
C- 1415 had becone outdated and stale. After reviewing the
comments of the parties, the Comm ssion concluded that the
information contained in Application No. GC 1415 had, indeed,
becone stale. The Conmission also found that due to the Federal
Communi cati ons Commi ssion’s (FCC) UNE Remand Order, Line Sharing
Order, and Advanced Services Order! new unbundl ed network ele-
ments (UNEs) that were not addressed in Application No. G 1415
needed to be priced.

4, In order to relieve the confusion associated with per-
mtting the parties to supplenment Application No. C-1415, the
Commi ssi on decided to open an entirely new proceeding. On April
17, 2001, the Conmmission formally closed Application No. G 1415
and opened the current, Application No. G 2516, to investigate
cost studies for establishing rates for interconnection, unbun-
dled network elenents, transport and termnation, and resale
servi ces.

5. The Commi ssion allowed any interested party, including
the Conmi ssion staff, to file a cost nodel or nethodol ogy for
Commi ssion review. Parties were permtted to subnmt briefs,

pl ans, or recomendations to the Commission with respect to
pricing the loop UNE. The Commission also pernitted parties to
Application No. G 1415 to transfer certain evidence from that
docket to this docket upon a proper showi ng that such evidence
was rel evant and not stale.

6. On August 3, 2001, the Conmission divided Application
No. G 2516 into three phases, as follows:?

1 I npl ementation of the Local Provisions of the Tel ecommunications
Act of 1996, Third Report and O der, CC Docket No. 96-98, FCC 98-238 (rel.
Novenber 5, 1999) (UNE Remand Order); Depl oynent of Wreline Service Ofering
Advanced Tel ecommuni cati ons Capability, Third Report and Order, CC Docket No.
98- 147 and Inplermentation of the Local Conpetition Provisions of the
Tel ecomuni cati ons Act of 1996, Fourth Report and Order, CC Docket No. 96-98,
FCC 99-355 (rel. Decenber 9, 1999) (Line Sharing Oder); and Deployrment of
Wreline Service Ofering Advanced Teleconmmunications Capability, First
Report and Order, CC Docket No. 98-147, FCC 98-48 (rel. Novenber 5, 1999)
(Advanced Services Order).

2 In the Matter of the Nebraska Public Service Conmission, on its
own notion, to conduct an investigation to investigate cost studies to
establish Qmest Corporation’s rates for interconnection, unbundled network
el enents, transport and termnation and resale services, Application No.
C-2516/ PI- 49, The Conmission, on its own notion, to determ ne the appropriate
price for expanded Interconnection Channel Termination (EITC), Application
No. C-2498/Pl -47, Progression Order No. 2, (August 3, 2001).
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Phase 1 was reserved for the pricing of |oop and subl oop
elements pertaining to intra-building cable and canpus
wire.

Phase 2 was reserved for the pricing of expanded
i nterconnection channel ternination or interconnection tie
pair (EICT/ITP), entrance facilities, extension technol ogy,
direct trunked transport, shared transport, unbundl ed dedi-
cated interoffice transport (UDIT), line and trunk ports,
and | ocal sw tching.

Phase 3 was reserved for the pricing of nonrecurring rates,
collocation (virtual, caged and cagel ess physical, adja-
cent, renote and renote adjacent), signaling, transit traf-
fic, category 11 mechanized record charge, |ine sharing,
DSO UDT Ilow side channelization, DS1/DSO low side
channelization, UD T rearrangenent, unbundled dark fiber
(UDF), unbundl ed custoner controlled rearrangenent el enent,
local switching-vertical features, digital trunk ports-
message trunk group, and whol esal e di scount rates.

7. Subsequent to dividing the proceeding into three
phases, the Commi ssion received evidence and conducted hearings
on August 8 and 9, Septenber 19 and Cctober 16, 2001. The Com
m ssion also received legal briefs from the parties regarding
each phase of the proceeding, which detailed each party’'s
position on Qaest’s proposed rates. Cenerally, the evidence,
hearings, and briefs focused on those rates that the parties
di sputed even though all of Quest’'s proposed rates were before
t he Conmi ssi on. After each phase, the Conmnmi ssion reviewed and
considered the evidence and testinony presented by the parties
in that particul ar phase.

8. During the course of the proceeding, Quest and certain
conpetitive local exchange carriers (CLECs) reached agreenents
regardi ng sone of the disputed rates. On Cctober 4, 2001, Qnest
and Cox Nebraska Telcom LLC (Cox) submitted a stipulation
regarding rates for canmpus wire, intra-building wire, and junper
installation to the Conmission for approval.® On Decenber 4,
2001, Qwest and Alltel Communications of the Mdwest, Inc.
(Al'ltel) submitted a stipulation regarding specific rates for
DSO, basic loop installation, and ITP to the Commission for

3 In the Matter of the Commission, on its own notion, to inves-
tigate cost studies to establish Qwest Corporation’s rates for intercon-
nection, unbundled network elenents, transport and termnation and resale
services, Application No. C-2516/PI-49, Notice of Filing Stipulation,
(Cctober 4, 2001) (Qwest/Cox Stipul ation).
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approval . 4

9. On Decenber 18, 2001, the Conmission entered an order
soliciting coments fromall parties to determine if the prices
agreed to and offered by the parties to the stipulations
menti oned above comply with the FCC s Total Elenment Long Run
Incremental Cost (TELRIC) pricing principles. On January 4,
2002, all parties submitted their comrents.

10. On February 8, 2002, upon due notice to the interested
parties, the parties met before the Conmssion to informally
discuss other UNE rates still at issue. During this neeting,
Dr. David Rosenbaum and Conmission Staff (Staff) presented a
nunber of proposed input nodifications and proposals for
calculation of UNE rates. After discussing these proposals and
certain suggested nodifications to these proposals, the other
parties agreed not to oppose the revised recomendations of
Staff.

B. Legal Standard

11. Section 252(d)(1) of the Telecommunications Act of
1996 (The Act) requires state comm ssions to establish just and
reasonable rates for interconnection and UNEs. Specifically,
Section 252(d)(1)(A) (1) nmandates that these rates be “...based
on the cost (determined without reference to rate-of-return or
ot her rate-based proceeding) of providing the interconnection or
networ k el ement.”

12. In its pricing rules inplenenting the Act, the FCC
stated that interconnection and UNE rates should reflect TELRIC
principles or, in other words, the forward-|ooking total elenent
long run increnental cost of a network facility or elenent.
Courts have recognized that TELRIC rates should reflect the cost
of building and operating a replacenent network using the nost
efficient technol ogy avail able.®

13. Although TELRIC establishes the framework for
calculating rates, TELRIC "...is not a specific formula, but

4 In the Matter of the Commission, on its own nmotion, to
investigate Qwest Corporation’s cost to establish rates for interconnection,
unbundl ed network el ements, transport and termination and resale services,
Application No. G2516/PI-49, Stipulation and Oder Regarding Certain UNE
Rat es, (Decenber 4, 2001) (Qnest/Altel Stipulation).

5 Sprint Communi cations Co., L.P. v. FCC, No. 01-1076, 2001 U.S.
App. Lexis 27292, at *16-17 (D.C. Gr. Dec. 28, 2001).
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rather a collection of nethodol ogical principles."® Because it
is not a specific fornmula, TELRIC does not nandate specific
rates but, instead, allows for a range of rates.” The range nust
be established using inputs and assunptions consistent wth
TELRI C. The ability to establish rates that fall wthin a
reasonable range gives state commissions "...wide latitude to
account for local technological, environnental, regulatory, and
econom ¢ conditions."® The Commi ssion has previously deternined
that TELR C conpliant cost nodels should use realistic inputs as
opposed to inmaginary costs.®

14. Wth respect to stipulated rates, the Court of Appeals
recently found that stipulated rates can satisfy TELRIC pricing
principles.?® Thus, in evaluating the stipulated rates in this
case, the Commission wll not consider whether the proposed
stipulated rates are “the” correct rates, but rather, whether
the proposed rates fall within a range of reasonable TELRIC
rates.

I11. LOOP & SUBLOOP

15. The loop is an essential elenment for the establishment
of meaningful facilities-based conpetition as envisioned by the
Act . It represents the “last mle,” the final network el enent
needed to nake connection with the end user custonmner.

16. The incunmbent |ocal exchange carrier (ILEC) tradi-
tionally owns and operates all the loops within its operating
territory. A CLEC nust purchase the loop as a UNE (Loop UNE)

6 Id. (quotations and citations omtted).

7 See Menorandum Qpinion and Oder, |In the Mtter of Joint
Application by SBC Communi cations Inc., Southwestern Bell Tel ephone Conpany,
and Sout hwestern Bell Conmunications Services, Inc., d/b/a Southwestern Bell
Long Distance for Provision of In-Region, InterLATA Services in Kansas and
Gkl ahoma, CC Docket No. 00-217, FCC 01-29 (Rel. Jan. 22, 2001) (SBC
Kansas/ Gkl ahoma 271 Order) 1 91 (stating that TELRI C-based pri cing can result
in a range of rates).

8 Sprint Communications Co., L.P. v. Federal Conmunications
Conmmi ssion, No. 01-1076, 2001 U.S. App. Lexis 27292, at *16-17 (D.C. Cr.
Dec. 28, 2001) (quotations and citations omtted).

9 In the Matter of the Conm ssion, on its own notion, to conduct an
investigation to determ ne which cost study nodel should be reconmended to
the FCC for determining Federal Universal Service Support Oder, Application
No. C-1633, (May 22, 1998).

10 Sprint Communi cations Co., L.P. v. FCGC, No. 01-1076, 2001 U.S.
App. Lexis 27292, at *28-30 (D.C. Gr. Dec. 28, 2001).
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from the ILEC in order to provide service to its custoners.
UNEs priced at forward-looking rates allow the CLEC access to
the economes enjoyed by the |1LEGCs. Therefore, rmeani ngful
faciliti es-based conpetition depends on an accurate Loop UNE
pricing nmethodology. In addition, this pricing nethod will set
zone rates. As required by the FCC, |oop prices are to be
deaveraged into “...a mninmumof three cost-related zones.”!

17. The Conmission shall deternine, based on the record,
an appropriate methodology with which to determ ne Loop UNE
price and zone nethodol ogies that are both fair and accurate,
while striving to foster an environnent in which conpetition nay
flourish.

A. Position of the Parties

18. The Conmi ssion received testinmony concerning a Loop
UNE price nethodology from Qaest, Alltel, AT&T Comunications
M dwest, Inc. (AT&T) and Dr. David Rosenbaum

1. Loop Model
Qnest

19. Qwest argued the Integrated Cost Mddel (ICM, with all
of its associated default inputs, estinates UNE investnents
usi ng forward-1ooking technol ogi es.® Specifically, Quest stated
the ICM LoopMbd (LoopMbd) program is a nodel designed to esti-
mat e forward-1ooking econonic costs for the Loop UNE. 13

20. Qnest contended the LoopMdd properly calculates the
level of loop investnent because it wuses reasonable and
realistic designs'* and inputs, including: feeder design, dis-
tribution design, and placenment and utilization of plant and
equi prent .

11 47 CFR § 51.507 (f)(2).

12 In the Matter of the Commission, on its own nmotion, to
investigate Qnest Corporation's rates for interconnection, unbundled network
elenents, transport and termination and resale services, Application Nos.
C-2516/PI-49 and G 2498/Pl-47, Transcript, Volune |, (August 8, 2001)
(08/08/01 Tr.) at 6-11.

13 Loop Modul e (LoopMdd) User Manual, Version 2, (April 2000).

14 In the Matter of the Conmssion, on its own nmotion, to
investigate Qwmest Corporation’s rates for interconnection, unbundled network
el enents, transport and termination and resale services Application No.
C-2516/PI-49 Direct Testinony of Garrett Y. Fleming (filed July 20, 2001),
(07/20/01 Flenming Direct) at 6.
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21. In establishing feeder design — the main facility
that runs from a central office to a Serving Area Interface
(SAl) — OQmest argued that LoopMdd uses an econonmic mx of

copper and fiber facilities based on user-selected breakpoints.
The breakpoints determne the distances at which the nodel
transitions between different technol ogies and placenent
assunpti ons. The nodel analyzed each route in each Nebraska
wire center to determne the anount of demand on the route and
the distance that the demand is from the central office. The
nodel wused the information specific to each feeder route in
conjunction with the breakpoint between copper and fiber to size
the el ectronics and cables that are required.®

22. Qmest argued that LoopMod also correctly deternined
|l oop distribution plant —— cables connecting from the end user
to the feeder plant at a SAl. LoopMod incorporated five
distribution designs (DA): (1) high-rise buildings, (2) multi-
buil ding/multi-tenant scenarios, (3) single famly with standard
| ot sizes, (4) single famly with larger lots, and (5) rural
serving areas. LoopMod maps each Nebraska DA to one of the
predet erm ned DA designs, based on the area, in square mles, of
the DA and information relating to the size and type of
termnals included in the DA. LoopMd uses data relating to the
area of DAs to adjust cable length for only those distribution
designs oriented by lot size (D&, DA and DG5). Quest further
clainmed that because of these adjustnents, the DAs reflect the
uni que density that exists within each DA Upon conpl etion of
DA processing, the nodel weights the DA investnents together
based on their proportionate share of total working lines.
Qvest claimed this weighting method allows actual Nebraska-
specific occurrence of distribution designs to be reflected in
| oop i nvestments.®

23. Quest proposed creating zone rates using the ICM Y

24, Qmest opposed the HA nodel, presented by AT&T,
claimng it relies, to a large extent, on proprietary data not

15 In the Matter of the Commission, on its own nmotion, to
investigate Qnest Corporation’s rates for interconnection, unbundled network
elenents, transport and termination and resale services, Application No.
C-2516/PlI-49 Direct Testinony of D ck Buckley (filed July 20, 2001) (07/20/01
Buckley Direct) at 5.

16 Id. at 8.

17 07/20/01 Flemng Direct at 33-34.
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furnished during the proceeding.®® Qnest also argued the HAI
nodel understates costs, by overstating custonmer density, due to
the use of 1997 custoner |ocation data and 2000 |ine counts.?®

AT&T

25. The AT&T-sponsored HAI nodel wutilizes a distribution
desi gn based on geocoded customrer |ocations. AT&T asserted the
HAI  nodel incorporates the location of actual custoners in
Nebraska as well as specific Nebraska geographic data such as
terrain characteristics, rock hardness and water depth.?® The
HAI nodel uses locations of actual customers in Nebraska,?!
Qnest’s own publicly-available wire center specific |ine counts?®
and Quest’s actual switch locations®.  \Wen geocoded custoner
| ocations are not available, customers are distributed through-
out the service territory by placing the prem ses on existing
r oads. % Distribution plant and feeder plant are then estinmated
using a right-angled nni mum spanni ng tree methodol ogy.?®

26. AT&T stated the HAI nodel is “...open, easy to use,
and estimates costs specific to Nebraska...”<® and argues it is
flexible in that all input values and najor assunptions are user

adj ust abl e. Further, AT&T clainmed, the HAI nbdel can easily

18 In the Matter of the Commission, on its own motion, to
investigate Qwmest Corporation’s rates for interconnection unbundled network
elenents, transport and termination and resale services, Application No.
C-2516/PI-49 and G 2498/ Pl -47, Transcript, Volune 11, (August 9, 2001),
(08/09/01 Tr.) at 255 258.

19 08/08/01 Tr. at 22.

20 In the Mtter of the Conmmission, on its own notion, to
investigate Qwest Corporation’s rates for interconnection unbundl ed network
el enents, transport and termination and resale services, Application No.
C-2516/ PI- 49, Testinmony of Douglas Denney (filed July 20, 2001) (07/20/01
Denney Direct) at 1.

21 In the Matter of the Commission, on its own nmotion, to
investigate Qaest Corporation’s rates for interconnection unbundl ed network
el enents, transport and termnation and resale services Application No.

C-2516/PI-49, Rebuttal Testinony of Douglas Denney (filed August 1, 2001)
(08/01/01 Denney Rebuttal) at 13.

22 08/09/01 Tr. at 259.

23 08/ 01/ 01 Denney Rebuttal at 13.
24 08/09/01 Tr. at 236.

25 Id. at 237-238.

26 08/ 01/ 01 Denney Rebuttal at 1.
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i ncorporate updated information on |line counts, expenses and
networ k usage. AT&T contended the HAI nodel cal cul ates the cost
of unbundl ed net wor k el ement s, uni ver sal service and

i nt er connecti on. %’

27. AT&T argued the HAI nodel is non-proprietary. It
utilizes non-proprietary line counts, usage data and over 1,400
user adjustable inputs. The HAI nopdel contains extensive
docunentation describing its operation and input values. The

docunentation on inputs defines the more than 1,400 user
adj ustabl e i nputs and the source from which they were derived.?®

28. Docunentation supporting the HAl nodel indicates it
uses | east-cost, nost-efficient technology. It is fully capable
of supporting voice and data services and uses TELRIC pricing.?®

29. AT&T clained the HAl nodel is the best tool avail able

for the purpose of establishing unbundl ed network elenent costs
in Nebraska.

30. In addition, AT&T argued the nodel produces results at
the wire center, density zone and cluster level, nmaking it
especially suitable for cost-based geographic deaveraging and
proposed creating zone rates using the HAl nodel .3}

31. AT&T argued the Qwest—sponsored |oop nodel is inferior
to the HAI nodel in that it does not use Nebraska-specific
customer location data in designing outside plant facilities.®%
AT&T al so argued that certain aspects of the ICM do not reflect
the least cost forward-looking neans of placing telecommuni-
cations facilities® and the Commission should reject the use of
Qrest’s 1 CM 3

St af f

27 07/20/ 01 Denney Direct at 1

28 07/ 20/ 01 Denney Direct at 1.

29 HAI Mbdel v5.0 docurentation

30 08/ 01/ 01 Denney Rebuttal at 1

31 07/ 20/ 01 Denney Direct at 1; 08/01/01 Denney Rebuttal at 13.
32 08/ 01/ 01 Denney Rebuttal at 2-3.

33 Id. at 4; 9-10

34 Id. at 14.
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32. Staff argued in support of an alternative nethodol ogy
for creating zone rates. Results fromthree of the four nodels
included in this proceeding were used; the HAl, developed by
AT&T, the Synthesis Mdel (HCPM, developed by the FCC, and the
Benchmark  Cost Proxy Model (BCPM , recommended by this
Commi ssion to the FCC for federal universal service.®

33. Al three nodels were run, using the inputs designated
by the developers, to calculate TELRIC plus @mmon |oop costs
for each wire center. A zone price was then cal cul ated for each

nodel . To do this, the cost associated with each wire center in
a particular zone was weighted by the nunber of lines in the
wire center relative to total lines in the zone. Finally, a

sinpl e average, across all three nodels, of the resulting nodel -
specific zone cost is calculated, resulting in Loop UNE rates by
zones. 36

34. Dr. Rosenbaum testified that this approach to setting
rates follows TELRIC pricing principles adopted by the FCC. ¥
Specifically, the Staff’s methodol ogy develops rates that are
non-di scrimnatory, TELRIC based and reflect forward-I|ooking,
efficient technol ogi es. 3

35. Dr. Rosenbaum reasoned that the BCPM HCPM and the
HAI nodel are superior to the |ICM because they first determne
the location of the customers and then design plant to provide
service to those |ocations.® Dr. Rosenbaum opposed the ICM
because it uses standard distribution designs as the starting
point for designing facilities instead of actual custoner

35 In the Matter of the Nebraska Public Service Conmission, on its
own notion, to conduct an investigation to determ ne which cost study nodel
shoul d be recommended to the FCC for determining federal universal service
support, Application No. G 1633, order (May 22, 1998).

36 In the Mtter of the Commssion, on its own nmotion, to
investigate Qaest Corporation’s rates for interconnection unbundl ed network
elenents, transport and termination and resale services, Application No.
C-2516/PI-49, Direct Testinony of Dr. David |I. Rosenbaum (filed July 20,
2001) (07/20/01 Rosenbaum Direct) at 6.

37 In the Matter of the Commission, on its own nmotion, to
i nvestigate Qaest Corporation’s rates for interconnection unbundled network
elenents, transport and termination and resale services, Application No.
C-2516/PI-49, Reply of Dr. David |. Rosenbaum (filed August 1, 2001)
(08/01/01 Rosenbaum Reply) at 4.

38 Id. at 8-9.

39 07/ 20/ 01 Rosenbaum Direct at 3.
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locations.*® This distribution design nethod fails to gain any

econom es associated with actual line volunes and results in
overestimation of plant in denser wire centers.* As investnent
determines cost, msestimating investment will likely lead to

m sestimating cost.*

36. Dr. Rosenbaum argued the three nodels (HCPM BCPM and
HAI') all rely on actual custoner |ocation data to design outside
plant facilities.* Dr. Rosenbaum argued that all three nodels
determine "...an efficient, forward-|ooking design" for costing
loop facilities.* He also cited the HCPM documentation that
states the nodel can be used in a variety of regulatory arenas
as an "...independent source of information about forward-
| ooking costs...."% Based on analysis, Dr. Rosenbaum concl uded
that all three nodels produced forward-1ooking costs.

37. Alltel concurred with Dr. Rosenbaunis Loop UNE pricing
approach, “...using the average of multiple nodels to provide
UNE | oop rates is reasonable and practical....”

2. Loop I nputs

a. Cabl e Placenent Cost

38. Cable placenent costs are the costs of placing cable
in the ground or on pol es.

39. Qmest argued that these costs are the largest single
component of outside plant costs averaging nore than 60 percent
of Qunest’s total investment in buried cable facilities.*® Quest
proposed cable placenent costs are derived from current network
contracts wth vendors that place Quest’'s buried plant
facilities in Nebraska. Each of the categories of buried plant

40 ld. at 3-5.
41 Id. at 4.
42 08/ 01/ 01 Rosenbaum Reply at 1.

43 07/ 20/ 01 Rosenbaum Direct at 3

44 Id. at 5.
45 Id.
46 Id.

47 08/08/01 Tr. at 115.

48 07/ 20/ 01 Buckley Direct at 11
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(Density Goup 1 (DGl), DX, DG, D&, DG, Feeder- U ban and
Feeder-Rural) has its own placenent activity mtrix, and
therefore, reflects the percentage of trenching, boring, cutting
and restoring asphalt, etc. that is reasonable for each density
group.® In densely populated areas, Quest’s |ICM used a higher
percentage of boring than the other nodels.® The conpany
contended this is justified by actual pl ant  repl acenent
experiences in Omaha, Nebraska, and Bismarck, North Dakota. In
Oraha, Qnest placed over 65 percent of the new facilities using
directional boring placement techniques.®® In Bismarck, a cable
tel evision conpany, interviewed by Quest, placed approximtely
50 percent of buried plant using boring techniques.>

40. AT&T's witness, M. Douglas Denney, supported the use
of the HAI nodel placenent costs and explained these are the
costs an efficient carrier that places the plant over the |ong
run would incur.% He showed that the placenent costs used in
the HAI nodel are within a reasonable range of those used in the
HCPM adopt ed by the FCC. %

41. Staff discussed the difficulty of conparing placenent
costs between nodels. As stated by Dr. Rosenbaum "...[e]ven
raw costs are difficult to conpare across nodels. The BCPM uses
the sane value in each density zone. The HCPM and the HAlI nodel
adjust those costs across zones. Hence, the final ‘weighted
average’' cost of any type of placement is difficult to calculate
and al nost inpossible to conpare across nodel s. "®

b. Cost Sharing

42. Cost sharing refers to the sharing of cable placenent
costs anmong multiple wutility conpanies or other entities.
Uilities can share poles for aerial cable, conduit systens for
underground cable and trenches for buried cable. To share in
pl acing cable, nultiple providers must access a certain area at
approxi mately the same tine.

49 Id. at 13.
50 Id. at 21.
51 Id.

52 Id. at 22.

53 08/ 01/ 01 Denney Rebuttal at 3.
54 Id. at 4.

55 08/ 01/ 01 Rosenbaum Reply at 7.
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43. The Qmest-supported LoopMd assunes that the tel ephone
company wll pay 50 percent of the costs of placing aerial
cable, 80 percent of the costs of placing buried cable, and 95
percent of the costs of placing underground cable.% These in-
puts assune that the opportunity to share will occur primrily
i n undevel oped areas where a developer will provide the trench
at no cost to the conpany. In devel oped areas or areas where
there is not a developer, the conpany will bear the cost of
trenching, and there will be little opportunity to share.®
Qnest provided limted evidence suggesting that it was able to
share in placing buried cable approximtely 18 percent of the
ti me between 1995 and 1999. 58

44, The HAlI nodel utilizes wvarious structure sharing
percentages, based on zone density and type of plant.%® M.
Denney supports these assunptions by identifying various sharing
opportunities available to the |ILEGCs. These opportunities
include the use of devel oper-placed trenches,® the placing of
feeder and distribution cables in the same trenches,® and
sharing with other wutilities.® He also cites quotes from
Qnest’ s managenent, which state theg seek to mnimze costs
t hrough vari ous sharing opportunities.®

45. In analyzing the sharing ratios in the different
nodel s, Staff acknow edged the anount of sharing that would
occur in a "scorched node nodel" requires an estimte, as the
rebuilding of an entire tel ephone system has never been done.®
H storic data and «current practices would not necessarily
represent sharing ratios relevant to this new network.

56 07/ 20/ 01 Buckley Direct at 26.
57 1 d.

58 I d.

59 08/09/01 Tr. at 260.

60 Id. at 268-269.

61 08/ 01/ 01 Denney Rebuttal at 5-6
62 08/09/01 Tr. at 264.

63 08/ 01/ 01 Denney Rebuttal at 4.
64 08/ 01/ 01 Rosenbaum Reply at 6.
65 1 d.
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cC. Pl ant M x

46. Plant mx refers to the percentage of cable facilities
that are buried, placed in underground conduit or placed on
t el ephone pol es.

47. Qnest’s nodel assunes the use of underground placenent
for cables within certain distances of the central office. The
di stances vary by size of wre center. This design reflects
that underground placenent techniques are nbst commonly used in
densel y-popul ated areas adjacent to central offices. For the
remai ni ng plant mleage, LoopMd uses an aerial percentage input
to split the cable between buried and aerial.® The default
input for aerial is 14 percent,% significantly greater than the
three percent of actual aerial facilities Qunest purported to
have in the state.®®

48. The HAI nodel determines plant nmix using a starting
poi nt percentage and, subsequently, determining whether it is
more cost effective to shift between aerial and buried.®

49. In response to Qunest’s testinony, M. Denney pointed
out it is incorrect to conpare Qnest’s purported three percent
actual aerial facilities in Nebraska, derived from data recorded
as structure miles, and Qrwest’s aerial plant mix input val ue of
14 percent, typically taken from Automated Reporting Managenent
Informati on System (ARM S) data, reported as “sheath” miles. "™

d. Fill Factors

50. Fill factors represent the relationship between plant
capacity and the amount of the plant used.

51. Qnest uses a design fill factor of 80 percent to 100
percent for feeder facilities.” Distribution facilities are

66 07/ 20/ 01 Buckley Direct at 28.
67 Id.

68 08/08/01 Tr. at 11.

69 08/09/01 Tr. at 283.
70 Id at 284-285.

71 Loop Mdul e (LoopMdd) User Manual, Version 2, (April 2000) at
3.8.
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designed to provide each living unit with access to two or three
l'ines. "

52. The HAlI nodel assumes a design fill factor of 75 per-
cent for distribution plant and 85 percent for feeder facili-
ties.” M. Denney supported high fill factors, reflective of

current demand, not future, “ultimate” demand.’ Cost savings,
due to growmh, should then be realized in a nodel by properly
accounting for growth.”

3. I ntra-Buil di ng Cabl e/ Canpus Cabl e
a. Background
53. Intra-building cable are the facilities that extend

fromthe denmarcation to the end user, in a nulti-tenant environ-
ment (MIE). A MIE represents a high concentration of custoners
in a very limted geographic |ocation. In sone cases the |ILEC
controls the on prem ses, intra-building wring.

54, Canpus <cable is the last portion of an |ILEC s
distribution facilities. Canpus cable extends from an inter-
face, which serves several building locations in a “canpus”
environment, to each individual |ocation.

55. In 1999, the FCC nodified the loop definition to
ensure access to unbundl ed subloop elements. Specifically, the
FCC concluded that |ILECs must provide unbundled access to
subl oops, at technically-feasible points including a point near
the custonmer premses, such as the point of interconnection
between the drop and the distribution cable, the network
interface device (NID), any feeder distribution interface (FDI),
whether the FDI is located at a cabinet, controlled environment
vault (CEV), renote termnal, utility roomin a multi-dwelling
unit, or any other accessible termnal.’® This action allows
conpetitors unbundl ed access to the canpus cabl e subl oop el enent

72 07/ 20/ 01 Buckley Direct at 30.

73 08/ 01/ 01 Denney Rebuttal at 6.

74 Id. at 7-8.
75 Id.
76 In the Matter of Inplenmentation of the Local Conpetition

Provi sions of the Tel ecommunications Act of 1996, CC Docket No. 96-98; Third
Report and Order and Fourth Further Notice of Proposed Rul emaki ng, FCC 99-238
(rel. Novenber 5, 1999) 1Y 209 210.
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and the inside cable subloop elenent, in cases where the
i ncunbent owns and controls wire inside the custoner prenises.

b. The Position of the Parties.
Canpus Wre

56. Qmest proposed a recurring campus wire rate and a
separate nonrecurring charge for installing junpers between a
building termnal, serving as the functional equivalent of a
SAl, and a "detached" term nal. Quest clained these rates are
devel oped by the I1CM and the Enhanced Nonrecurring Cost Model
(ENRC) according to TELRIC principles.”

Intra-Building Wre or Cable

57. Qnest proposed a recurring rate for intra-building
wire. Quest testified that this rate complies with TELRIC
pricing principles because it was developed by the ICM using
reasonabl e and realistic forward-1ooking inputs.”

58. AT&T proposed a conpeting recurring rate for intra-
building wire.” AT&T used the HAl nodel to estinmate an average
rate for intra-building wire and deternine “a proxy of what the
building cable costs would be.”® AT&T based that estimate on
480 feet of cable, from approximately three Nebraska clusters,
each with “at least” 1,300 lines.8® AT&T testified that its
proposed rate conplies with TELRI C pricing principles.?

77 07/20/01 Fleming Direct at 45-46; Exhibit GYF 04.

78 In the Matter of the Conmmission, on its own nmotion, to
investigate Qaest Corporation’'s rates for interconnection unbundl ed network
elenents, transport and termnation and resale services Application No.
C-2516/Pl-49, Rebuttal Testinony of Garrett Y. Flemng (filed Septenber 9,
2001) (09/06/01 Flenming Rebuttal) at 2-3 and Exhibit GYF 1; 07/20/01 Flening
Direct at 2-8.

79 08/08/01 Tr. at 209.

80 Id. at 275.
81 Id. at 274-278.
82 In the WMitter of the Commission, on its own notion, to

investigate Qaest Corporation's rates for interconnection unbundl ed network
el enents, transport and termnation and resale services Application No.
C-2516/PI-49 Direct Testinmony of Natalie J. Baker (filed July 20, 2001)
(07/02/01 Baker Direct) at 19.
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4, Zoni ng

59. Staff enployed a statistical cluster analysis methodo-
|l ogy to group the exchanges into cost-based zones. The analysis
revi ewed the average cost per |line of each exchange and arranged
simlar-cost exchanges into zones.® Dr. Rosenbaunis testinony
included cost-based statistical cluster analysis resulting in
three and four zone scenarios.® Staff notes it is necessary to
include the wire centers, which were previously deleted due to
Quest’s intention to sell them as the transaction was cancel ed.

60. “Alltel concurs with Dr. Rosenbaum s approach of four
zones, wWith one caveat....” That caveat being, the insertion of
the Grand Island exchange in Zone 1, after renoval from Zone 2.%

B. Stipul ated Rates
1. Quest / Cox

61. On COctober 4, 2001, Qwnest and Cox filed a stipulation
with the Commi ssion. Wthin that stipulation, the parties
agreed to recurring rates for canpus wire and intra-building
wire of $3.95 and $0.55, respectively, and a nonrecurring rate
of $80.00 in the cases in which Qaest installs a junper between
a building termnal and a “detached” terminal. Shoul d Cox
install the junper, between its own building termnal and an
inside or outside “attached” Qaest building terminal, no charge
is incurred.?8

62. Qnest argued that the canpus wre recurring rate
complied with TELRIC pricing principles as it falls between a
Qnest-al l eged TELRI C-conpliant rate and a Cox-alleged TELR G
conpliant rate.® Quest also indicated the | CM coul d produce the
stipulated rates using inputs that Qsest agreed are realistic.®

83 07/ 20/ 01 Rosenbaum Direct at 6-7.

84 ld. at 8-9.

85 08/08/01 Tr. at 115.

86 Qnest/ Cox Sti pul ati on.

87 In the Matter of the Commission, on its own nmotion, to
investigate Qnest Corporation’s cost and to establish rates for interconnec-
tion, wunbundled network elenents, transport and termnation, and resale

services, Application No. C-2516/PI-49 Conments (filed January 4, 2002)
(01/04/02 Qrest Stipulation Comments) at 11.

88 Id.
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63. Qwest argued that the canpus wire nonrecurring rate,
agreed upon by Quest and Cox, conports with TELRIC pricing
principles because it is based on the efficient and realistic
cost of providing the service. The rate agreed upon by Qnest
and Cox estimates the efficient costs based on one hour of
travel tine and field work incurred when installing junpers.?®

64. Qmest argued the intra-building wire rate conplied
with TELRIC pricing principles because it falls between
all egedly TELRIC-compliant rate estimtes submitted by Qaest and
AT&T. Additionally, Quest extolled the TELRI C conpliance of the
intra-building wire rate as both Qaest’'s ICM and AT&T' s HAI
nodel can produce a rate of $0.55, if each nodel sinply used
different, but nonethel ess realistic input val ues. %

2. Qnest/ Al l tel

65. On Decenber 4, 2001, Qaest and Alltel filed with the
Conmi ssion, a stipulation regarding certain UNE rates. Wthin
the stipulation, the parties agreed to recurring DS-0 | oop rates
of $15.14, $35.05 and $69.96 for zones one through three,
respectively, consistent with the zone designations included in
Dr. Rosenbaum s three-zone proposal filed August 8, 2001.%

66. The proposed rates were based on the average | oop cost
devel oped by Staff. The lone difference between the stipul ated
rates, and those proposed by Staff, was the selection of the
deaveraged zones. Alltel testified in the proceeding that it
desired a change to the deaveragi ng recomendati on Dr. Rosenbaum
proffers.®® Dr. Rosenbaum proposed two alternate schenes, both
of which group wire centers based on costs.®® He then stated a
preference for the proposal to divide the state into four
zones. % Qnest and Alltel agreed to the schene that used only
three zones. Wiile the four-zone proposal had a |ower rate for
Zone 1 (Onmaha) than the three-zone proposal, it had higher rates
for md-sized cities such as Grand Island and Norfolk. Alltel,
wishing to provide conpetition in many of these cities,

89 Id. at 13.

90 Id. at 12.

91 Qrest/ Al ltel Stipulation.

92 08/08/01 Tr. at 115-116.

93 07/ 20/ 01 Rosenbaum Direct at 8 9.

94 07/ 20/ 01 Rosenbaum Direct at 8.
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preferred a structure that nmade it nore economically viable to
conpete in these nid-sized cities, as well as in najor
metropol i tan areas such as Qmha. %

C. Di scussi on

1. Loop UNE Recurring Rates

67. This Commission finds the ICM LoopMd, presented by
Qrest, is inappropriate for use in the Conmission s calculation
of the Loop UNE rate for the foll ow ng reasons:

68. The I CM LoopMbd does not provide a valid estinmate of
deaveraged |oop costs. The LoopMbd, rather than actually
locating custoners and building appropriate plant to those
| ocations, assigns one of five packages to each service area,
depending on the area’s characteristics. This nethod nmakes no
adjustnments for line counts in service areas that use the sane
package and, therefore, ignores economes of scale and scope
when providing services to higher density areas. The LoopMod
tends to over-invest in dense wire centers and under-invest in
sparse wire centers. These procedures lead to an inaccurate
calculation of investnent and, as investment ultimtely deter-
m nes cost, an inaccurate estimati on of costs.

69. Mreover, the Conm ssion has determ ned that, because
of its assignment process, the LoopMdd’'s investnent devel opnent
is not nore accurate than the other nobdels, and probably |ess
accurate. Since the devel oped investnment is the foundation on
which UNE rates are determined, rates based on inaccurate
i nvestnents are subject to suspicion. Therefore, this Conm s-
sion rejects the use of the ICM LoopMdd related to the pricing
of Loop UNE rates.

70. The Commission finds the remaining nodels, HAl, BCPM
and HCPM all wutilize a reasonable nmethod to |ocate custoners
and build plant. Al are designed to reflect costs an efficient
company would incur in providing facilities, using the |atest
and |east-cost technol ogies. All  design plant to serve
efficiently, custoners at their existing locations. Al enploy
scorched node, TELRIC, forward-Iooking, state-specific designs
to determine | oop investnent and Loop UNE rates. The Conmi ssion
finds these nodels conply with the TELRI C principl es adopted by
the FCC in the First Report and Oder on |Interconnection.
Further, both Qsest and Alltel acknowl edged that the rates
adopted in the Quest/Alltel Stipulation could have been produced

95 08/08/01 Tr. at 115-122 and 140-141.
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by using arguably reasonable TELRIC inputs and the cost nodels
sponsored by both AT&T and Qwest in this proceeding.

71. As seen throughout this proceeding, nodel results can
be sensitive to the choice of inputs. Al tering i nputs can
result in a nunber of possible outcones. Each party’s position
can be essentially advocated by the particular values selected

for the individual inputs in each nodel. The positions of the
parties regarding the nmost critical inputs to the nodels (i.e.,
pl acenent costs, structure sharing, fill factors and plant mx)

were all addressed by Dr. Rosenbaum %

72. In his reply exhibit, Dr. Rosenbaum produced a
conparison o the major inputs into each of the nodels Staff
used to derive its reconmendation.® A review of this exhibit

showed that structure sharing, fill factor and plant mix inputs
vary across the three npdels studied. For sone inputs, one
nmodel will use default values that generate relatively higher
UNE costs. For other inputs, the same nodel nmay use default
values that generate the |owest UNE cost. Al three npdels
provide significant docunentation supporting their default
val ues. Consequently, the Commi ssion is reticent to make spe-

cific findings related to individual inputs in this proceeding
related to Loop UNE rates.

73. The Conmi ssion believes any possible bias contained in
each nodel and its associated inputs, wll be mnimzed by
utilizing the HAI, HCPM, and BCPM each nodel’'s respective
default inputs for cable placenent, cost sharing, plant mx, and

fill factors, Staff’s adjustnments to cost of capital and
depreci ation, where appropriate, and the averaging methodol ogy
presented by Staff. Further, the @mmi ssion agrees with Dr.

Rosenbaum that the Staff’s nethodol ogy devel ops cost-based Loop
UNE rates that are nondiscrimnatory, TELRI C-based, and reflect
forward-1 ooki ng, efficient technol ogies.

74. Therefore, the Commission finds the zone Loop UNE
costing nethodol ogy presented by Staff is consistent with the
TELRI C principles adopted by the FCC and, thus, reasonable and
appropriate to use in the calculation of Loop UNE rates. A
table listing Loop UNE rates, by zone, is included as Appendi x
A

96 08/ 01/ 01 Rosenbaum Reply at 6-9.
97 Id. at Table 1.
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2. I ntra-Buil di ng Cabl e/ Canpus Cabl e

75. AT&T proposed an intra-building cable rate estinmation
met hodol ogy, using the HAI nodel and a sanple consisting of a
total of 480 feet of cable, fromthree Nebraska buil di ngs, each
with greater than 1,300 lines.® The Commission believes the
study sanple chosen by AT&T does not represent a statistically
valid sanpl e of Nebraska MIEs.

76. Further, the Conmission believes AT&T's sanple results
in an estimated intra-building cable rate incorporating rmnuch
greater econom es of scale than can be expected or realized in
Nebr aska. AT&T ultimately testified a 1,300-1ine average Ne-
braska building is doubtful.® Thus, the Comnmission finds AT&T s
argurment wi thout nerit.

77. Upon review, Dr. Rosenbaum testified that the canpus
cable and intra-building cable rates contained in the Quest/Cox
Stipulation fall within a reasonable range of TELRI C-based rates
and recomends the Commission approve those rates.' Further,
Dr. Rosenbaum believed the ICM is capable of producing rates
simlar to the stipulated rates, with variations to the ICM
inputs. Dr. Rosenbaum thus concluded, using range of reasonable
assunptions, that the stipulated rates are TELRI C-based and
supported by a cost nodel .

78. Hence, the Commission finds the stipulated rates of
$0.55 and $3.95, for intra-building cable and canpus cable,
respectively, are within a reasonable range of TELRI C conpliant
rates. Specifically, the Commission finds the stipulated rates
for intra-building cable and canpus cable conply with TELRIC
pricing principles and should be approved. The Conmi ssion fur-
ther finds the rates herein adopted should be nade avail abl e, by
Qnest, to all requesting parties.

3. Zones

79. The Commission is required by the FCC to deaverage
Loop UNE rates into a minimm of three zones. That is, areas
with simlar cost characteristics are to be grouped into no |ess
than three zones, and an average price devel oped for each zone.
A grouping of areas exhibiting simlar cost structures allows

98 08/09/01 Tr. at 274-278.
99 Id at 278.
100 1d. at 146-147.

101 1d. at 300-301.
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for the opportunity to mninmze the cross-subsidization that may
occur when developing averaged prices across regions that
exhi bit cost differences.

80. In order to satisfy the FCCs requirenment that zone
devel opnent be cost related, and to remain consistent and
focused on the Commi ssion’s goal of developing Loop UNE rates
that are both fair and accurate, while striving to foster an
environment in which conpetition may flourish, the Conm ssion
finds zone deaveragi ng nust stand on sound economic principles.

81. Therefore, the Conmission finds Loop UNE prices should
be deaveraged over three zones. The zones should be defined by
the statistical cluster analysis methodol ogy devel oped by Staff.
The anal ysis uses the average cost per |ine of each exchange and
arranges simlar cost exchanges into zones. The Conmi ssi on
feels this nethodology fosters conpetition and is appropriate,
cost-based, economically sound, conpetitively accurate, and
based on TELRIC pricing principles.

82. Al 69 Qnest exchanges have been included in the final
anal ysi s. A table listing the Qwest exchanges, by zones, is
i ncl uded as Appendi x B.

I'V. TELRI C MODEL SELECTI ON

83. The Commission is charged with determining pricing
nmet hodol ogies for setting all UNE prices. Any net hodol ogy
determined by the Commission nust be one that adheres to a
forward-1 ooking economic cost basis and ensures all UNEs are
offered at “...rates, ternms and conditions that are just,
reasonabl e, and nondi scrim nat ory. 102

84. The Conmission received plans and recomendati ons on
the pricing of UNEs other than loop from two outside parties,
AT&T and Qmest. AT&T presented and testified in support of the
HAI nodel and its default inputs. Qmest presented and testified
in support of the ICMand its default inputs.

A. Position of the Parties

85. The parties each clained their respective nodels
enbodi ed the appropriate nethodology with which to determ ne UNE
rates. The parties, in essence, argued that each respective
nmodel is consistent with the requirenents outlined by FCC Rul es
codified at 47 CFR 8§ 51.505 and 51.511.

102 47 CFR § 51.503.
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86. The parties differed, however, with regard to several
i nputs and nethodol ogi es between the ICM and the HAI nodels.
These include, avoidable costs, network operations expense, sup-
port assets, placenent, sharing, plant mx, and fill factors.
The Conmi ssion addresses each nodel below and each input issue
in Section V.

B. Di scussi on

87. As required by FCC rule, and consistent with the in-
tent of the Commission in developing rates for UNEs, a nodel
shoul d be forward-I|ooking, enploy an econom c cost-based pricing
nmet hodol ogy, use scorched node, TELRIC, and efficient network
design, exclude factors such as enbedded costs, retail costs,
opportunity costs, and not cross-subsidize revenues. 1%

88. The Commission finds the intent of each nodel sub-
mtted, the HAI nmbdel and the ICM is to neet the criteria
descri bed above. Each nodel enploys various techniques and
met hodol ogies in an attenpt to develop various UNE rates, wth
essentially the sane goal, that is UNE rates that are forward-
| ooki ng, and TELRI C- based.

89. The Commission's refusal to wuse the ICM in the
calculation of the Loop UNE rate revolves around the ICMs use
of “distribution areas,” and an inaccurate devel opnent of |oop
i nvest ment anounts. These nethodol ogi es are unique to the cal-
culation of the Loop UNE. Li kewi se, the inputs; placenent,
sharing, and plant mx, all issues of contention between the
parties, relate solely to the determ nation of Loop UNE rates.
Thus, the Commission finds these Loop UNE i ssues are not gernane
to the determination of the remaining UNE rates and are, there-
fore, not considered when deternining the remaining UNE rates.

90. The Conmission finds the HAI nodel is linmted in its
ability to determ ne ubiquitous UNE rates. The ICM on the
other hand, has the ability to calculate rates for a mnyriad of
el enents.

91. The Commission finds, based on the infornation
available in the record and the goals of this Comrission in
setting rates for various rate elenents, the ICM presented by
Qrvest, is currently the npst appropriate nodel for this
Conmission to use in the development of all interconnection,
UNE, and transport and termnation rates, excluding the Loop

103 47 CFR § 51.505.
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UNE, and building cable and canpus wire UNEs, as discussed
above. 104

V. I CM | NPUTS

92. Qmest’s ICM a nodel intended to cal culate and produce
TELRI C-based UNE rates, utilizes a plethora of data inputs. The
ultimate inmpact realized in resulting UNE rates may vary
depending on the relative inpact each individual input has in
the creation of the UNE rates.

93. Parties sought various adjustments to Qaest’s proposed
factors and inputs, to nore accurately reflect the expense of an
efficient forward-1ooking carrier

94. Thus, for the remaining UNE rates not discussed above,
the Conmi ssion shall concentrate its efforts on those ICMinputs
that, within the scope of the record, have been indicated as
inputs that are contentious, key, or produce substantive changes
in the calculation of UNE rates.

A Avoi dabl e Costs (Product Managenent, Sales and Adverti sing,
and Uncol | ect abl es)

1. Backgr ound

95. Avoidable costs are those incurred by a LEC to perform

the provision of retail services, and, by definition, are
avoi dable when an |LEC provides wholesale teleconmunications
servi ces. These costs are, therefore, not included in the

cal cul ati on of whol esal e rates.

2. Position of the Parties

96. Alltel testified Qrvest did not prove all production
managenent and sales costs were incurred and unavoi dable as

defined by the FCC. Altel clained Qwest “...included expenses
i ke Product Management and Sales that are expressly disallowed
per FCC rules.”? Alltel further argued avoidable wholesale

costs, such as product nanagerment and sal es expenses, nust be

104 See supra. paragraph 19.

105 In the Matter of the Commission, on its own nmotion, to
investigate Qaest Corporation’s rates for interconnection unbundl ed network
elenents, transport and termnation and resale services, Application No
C-2516/PI-49, Direct Testinmony of Brad Hedrick (filed August 29, 2001)
(08/29/01 Hedrick Direct) at 2
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both incurred and unavoi dable and neet the criteria as defined
by FCC Rul e at 47 CFR § 51. 609. 10

97. Qnest argued all retail-related expenses were renoved,
and the avoi dabl e whol esale costs in question were included in
devel opnent of product managenent and sales factors as they are
costs incurred by Qaest in the provisioning of wholesale
servi ces.

98. Qnest defined Whol esale Services to include “...access
service...,” “...interconnection services for wreless providers
and other facilities-based carriers...,” and “...UNES to other

carriers for whol esal e purposes.”'® Quest testified it provides
whol esal e product nanagenent services to |IXCs and CLEGCs,
including: new or revised tariff offerings, wholesale swtched
and dedi cated access, unbundl ed products, basic office services,
and produces studies used in support of various regulatory
activities, and narket forecasting and analysis. Sinmlarly,
Qrvest argued sales costs, incurred to negotiate contracts wth
CLECs and to respond to service-related requests, are also
whol esal e in nature. 108

99. Staff believes using a conbined whol esale factor, for
product nmanagenent, sales, and uncollectables, that included
expenses related to access services, interconnection services,
and UNEs, as per Qnest’'s definition of Whol esale Services, does
not accurately reflect a mature business in a forward-|ooking
environnent. A proxy factor derived fromthe mature | XC access
service category alone is nore appropriate.

100. Qwest acknow edged that a separate access factor can
be determined for product managenent and sales, but contended
that there is no separate factor available for uncoll ectables.
Quest further clainmed nost of the whol esal e uncol | ect abl e anount
can be attributed to access.

106 In the Mtter of the Commission, on its own nmotion, to
investigate costs studies to establish Qwest Corporation’s rates for
interconnection, unbundled network elenents, transport and termnination and
resale services, Application No. G 2516/PI-49, Transcript, (Septenber 19,
2001), (09/19/01 Tr.), at 59-60.

107 1d. at 20.

108 In the Matter of the Commission, on its own nmotion, to
investigate costs studies to establish Qwest Corporation’s rates for
i nterconnection, unbundled network elenents, transport and termination and
resale services, Application No. G2516/PI-49, Rebuttal Testinony of D M
(Marti) Qude (filed Septenber 6, 2001) (09/06/ 01 Gude Rebuttal) at 4-6.
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3. Di scussi on

101. Alltel clainmed Qmest included avoidable wholesale
costs when determning factors for Accounts 6611, Marketing -
Product Managenent, and 6612, Marketing — Sales, citing criteria
defined in FCC Rule at 4 CFR § 51.609. Alltel provided no
specific evidence, other than to state an analysis had been
per f or nmed. 19°

102. The rule cited by Alltel addresses the determ nation
of avoidable retail costs. It focuses on the criteria to be
used in determning whether expenses, contained in various
accounts, including accounts 6611 and 6612, should be excluded
as avoidable retail costs. The rule reads, in part, that costs,
i ncluding those in accounts 6611 and 6612

“...may be included in wholesale rates only to the
extent that the incunbent LEC proves to a state
conmi ssion that specific costs in these accounts wll
be incurred and are not avoidable with respect to
services sold at wholesale, or that specific costs in
these accounts are not included in the retail prices
of resold services. "0

103. The Conmission notes FCC Rule at 47 CFR § 51.609 falls
under Section G Resale. Specifically, Section Gidentifies the
terms and conditions under which LECs offer telecomrunications
services to CLECs for resale. ™ As such, the Conmission finds
this rule is not germane to the issue at hand. However,
regardless of the rule placenent, it specifically states
whol esale rates nmay include wunavoidable wholesale product
managenent and unavoi dabl e whol esal e sal es expense.

104. Further, the Commission is not persuaded by Alltel’s
argunent that Qeest has included avoi dabl e whol esal e expenses in

factor devel opnent. Qrest experts clearly addressed this issue
in their testinony. They clearly stated only whol esale costs
were used. Furthernore, Alltel provided no evidence to rebut

the experts’ testinony.

105. Thus, this Conmmssion finds expenses, included in
accounts 6611 and 6612, and identified as solely wholesale in

109 08/29/01 Hedrick Direct at 2.
110 47 CFR 8 51.609(d).

111 47 CFR § 51.601.
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nature, are appropriate to include in determning factors for
product nanagenent and sal es.

106. In addition, the Conmission believes that factors
based on a mature business would nore accurately reflect the
costs incurred in a forward-looking environment and woul d conply
with TELRIC principles. Therefore, the Conmssion finds an
access proxy factor of 0.012980 for product managenment, and
0.004651 for sales, is appropriate and should be utilized in the
calculation of ICM UNE rates. The Conmi ssion does not, at this
time, reconmend a proxy factor for uncollectables that differs
fromthe Qunest default val ue. Further, the Commi ssion finds it
appropriate to require Qamest to include the product managenent
and sales factors, adopted above, in all phases and nodels
included in this proceedi ng.

B. Mai nt enance Expense Factor

1. Backgr ound

107. Muaintenance expense factors are applied to investnents
to calculate a recurring annual expense, associated with a given
investnent, to mmintain the equipnment over the life of the
pl ant. Mai ntenance expense factors are used in the devel opnent
of UNE rates.

2. Position of the Parties

108. Alltel testified the nmaintenance expense factors used

by Qaest seem high. Alltel claimred to have perfornmed an
anal ysis based on Quest-filed 2000 ARMS data, calculating a
value of 1.09 percent for central office equipnent. Altel

conpared this calculated value to the Qmest maintenance factor
values for switching and circuit equipnment as justification for
its argument.?

109. Qnest asserted the data used in the devel opnent of
mai nt enance factors are the sane data reported to the FCC via
the ARM S reporting system

3. Di scussi on

110. Qwest’s central office equipnment category included
mul tiple subcategories, including Digital Electronic, Operator
Systens, Radio Systens Expense, and Circuit Equipnent, which
included further subcategories, including; Digital Crcuit
Equi prent, Subscriber Pair Gain — Digital, Subscriber Pair Gin

112 09/19/01 Tr. at 62.
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— Digital (SONET), Qher Digital Equipnment, Qher Digital
Equi prent (SONET), Subscriber Pair Gin - Analog, and O her
Anal og Equi pnent.

111. Alltel’s analysis conpared a maintenance factor value
for central office equipnent, the parent category, to nain-
tenance factor values for switching and circuit equipnent,
subcat egori es of the parent.

112. Alltel provided no additional justification for its
claim

113. The Conmission finds it reasonable to expect that
subcategories may have factors that differ from the total
category average. However, we also find it mathematically
reasonable to expect a weighted average of appropriate central
of fice equi pnrent subcategories reported by Quwest to result in a
value equal to the numintenance factor value for the parent
category, Central Ofice Equipnment, reported by Alltel.

114. The Conmission finds Alltel’s conparison is erroneous.
Furthernmore, we find that Qmest’s procedure for calculating
mai nt enance costs is reasonable, transparent and reflects the
under |l yi ng data. Therefore, the Conmission finds Quest’'s de-
fault maintenance factor values are proper and appropriate,
subj ect to Commission’s findings nade herein.

C. Cccupati onal Expense Factor

1. Backgr ound

115. The Business Fees factor estinmates the expenses
associated with Other Qperating Taxes such as gross receipts and
occupation taxes, franchise fees, capital stock taxes, superfund
taxes and other miscellaneous operating taxes.''® The business
fees factor is included in the ICM and used in the devel opnent
of UNE rates.

2. Position of the Parties

116. Alltel stated it had perforned an analysis of Quest’s
revised |TP TELRIC study, Case Study |D #5512. As per the
analysis, Alltel believed the business fees factor contained in
the nodel is excessive. Alltel credited the inflated value to
the incorrect inclusion of occupation tax anmounts in the

113 09/06/01 Gude Rebuttal at 11.
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devel opnent of the business fees factor. Alltel further
stated, should the Commission find the inclusion of occupation
tax anmounts is inappropriate; any findings should apply to all

Qnest TELRI C studi es. 1%

117. Qaest acknow edged “...the business fee factor de-
vel opment process inadvertently, but incorrectly, incorporated
occupation tax anobunts in Nebraska which are not assessed
agai nst whol esal e service deliverables.” Further, Qnest agreed
to renmove the Nebraska occupation tax from all Nebraska cost
models and alter the business fees factor based on the
Conmi ssion’s findings in this proceeding.®

3. Di scussi on

118. The Conmissi on agrees with both parties and finds the
removal of occupation tax anounts from the business fees factor
appropriate and correct in order to develop true cost—-based UNE
rates. Further, the Conmmission finds it appropriate to require
Qvest to include the above finding in all phases and nodels
included in this proceeding.

D. Cost of Money (Rate of Return)

1. Background

119. Cost of capital is used to calculate the cost of a
firmis use of financial capital and is nmade up of three com
ponents, the cost of debt, the cost of equity and a debt to
equity ratio. Wen the two cost conponents are weighted
together by the debt-to-equity ratio, the result 1is the
conmposite cost of capital, or rate of return.

2. Position of the Parties

120. Qwaest acknow edged, early on in this proceeding, the
need to conply with the Conm ssion-recomended rate of return
used in the universal cost proceeding.'’ Qwest agreed to alter
cost of nmoney for all Nebraska cost nodels based on the
Commi ssion’s findings in this proceeding.

114 08/29/01 Hedrick Direct at 2.
115 09/19/01 Tr. at 64.
116 09/06/01 Gude Rebuttal at 12.

117 08/08/01 Tr. at 21.
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121. Dr. Rosenbaumtestified a cost of noney value of 11.25
percent, equal to that recommended in the Comm ssion universal
cost proceeding,'® was enployed in the developnent of the
Staff’s Loop UNE methodol ogy.!® He also noted the FCC uses the
sane overall rate of return as that recommended by the Com
m ssi on. 120

3. Di scussi on

122. The Commission finds a cost of equity value of 11.25
percent, a cost of debt value of 11.25 percent, and a debt to
equity ratio of 50 percent, resulting in a conposite cost of
nmoney val ue of 11.25 percent is proper and appropriate in order
to develop true cost-based UNE rates. Further, the Commi ssion
finds it appropriate to require Quest to include the herein-
ordered composite cost of noney value in all phases and nodel s
i ncluded in this proceedi ng.

E. Depr eci ati on

1. Backgr ound

123. On May 22, 1998, in Application No. G 1633, the Com
m ssion determned and recomended, to the FCC, a nodel best
suited to estinmate the forward-looking costs of providing tele-
comuni cations and information services to rural, insular and
hi gh-cost areas of Nebraska for federal universal service
pur poses. The Commission identified the adopted inputs that
deviated from the nodel’s default inputs. Depreci ation val ues
wer e among those inputs.

124. On June 25, 1998, Qwest filed an application seeking
authority from the Conm ssion to revise its depreciation rates.
On August 4, 1998, in Application No. G 1832, the Conmmi ssion
determned the application fair and reasonable, and in the
public interest. Consequently, it granted the application to
revi se depreciation rates. ??

118 In the Matter of the Nebraska Public Service Conmi ssion, on its
own notion, to conduct an investigation to determ ne which cost study nodel
shoul d be recommended to the FCC for determining federal universal service
support, Application No. €G1633, Oder (Miwy 22, 1998) (Federal USF Model
Order) at 7.

119 1d. at 96.
120 07/ 20/ 01 Rosenbaum Direct at 6.

121 Federal USF Mbdel Order.
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2. The Position of the Parties

125. In calculating the UNE <costs at issue in this
proceedi ng, Qwest proposed the depreciation paraneters pre-
scribed by the Conmission for Quest’s Nebraska operation. 23

126. Qwaest did not oppose and agreed to accept the
depreciation rates ordered by the Conmi ssion for purposes of
cost study devel opnent.

3. Di scussi on

127. The Commission finds it proper and appropriate to
adopt the depreciation paraneters and rates from Nebraska
Application No. C-1832. The Conmi ssion previously determ ned

these rates to be reasonable and in the public interest. These
depreciation values are the nmpbst current set of depreciation
rates adopted by the Commission and present the nmost |ikely
forward |ooking Ilives of Qwest equipment. Further, the
Comm ssion finds it appropriate to require Qwmest to include the
herein ordered depreciation rates in all phases and nodels

included in this proceeding.
F. Productivity and Inflation Factors

1. Background

128. The ICM utilizes historical Qwest accounting data to
calculate ratios, or factors, to be applied to investnent and
direct expenses in an attenpt to derive forward-Iooking
whol esal e operating expenses. Whol esal e operating expenses
represent the costs of nmintaining, operating, marketing, and
admi ni stering wholesale services and network elenments on an
annual basis. ' These forward |ooking wholesale operating
expenses are then included in the devel opnment of UNE rates.

129. Over tinme, a LEC will experience an increase in these
expenses, due to inflation, and a decrease in expenses due to
efficiency gains in productivity. Thus, the use of historica
accounting data requires two adjustnments to bring historica
values to current |evels. The Cost Savings Value and the

122 In the Matter of the Application of US Wst Communication, Inc.
of Denver, Colorado, seeking authority to revise its depreciation rates,
Application No. C-1832 (August 4, 1998).

123 08/01/01 Flem ng Rebuttal at 5.

124 Integrated Cost Mdel User Mnual, Version 2.1, (July 2000) at
51.
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Inflation Factor are the inputs responsible for these
adj ust nent s.

130. The Cost Savings Value, also known as efficiency
factor, or X-Factor, is a neasure of the expected gain in
productivity or efficiency a LEC experiences over tine. The X
Factor is used in Quest’'s Expense Factor Mdel (EFM to account
for the decrease in whol esal e expenses, over tine, due to gains
in productivity.

131. The Inflation Factor is a neasure of the inflation-
i nduced expected decrease in the purchasing power of noney
experienced by a LEC. The Inflation Factor is used in the EFM
to account for the increase in whol esal e expenses, over tineg,
due to inflation.

132. The X-Factor and Inflation Factor are both user-
defined inputs contained in the EFM and can be nodified by the
user as necessary.

2. Position of the Parties

133. Qaest includes 1999 wholesale expenses in the |ICM
derived from actual expense data incurred in that year.
Adj ustnents are then made to the 1999 historical wholesale
expenses to adjust for changes during the 1999-2001 tinme
period.  Qwest used the default annual X Factor and default
Inflation Factor values, contained in the ICM to bring the
hi storic whol esale expenses to the current period, 2001. The
annual val ues are conmpounded to reflect the period in which the
new prices would be in effect.

134. Qmest stated the default XFactor included in the ICM
is based on the productivity estinates contained in the FCC s
Order, FCC 97-159.%" Quest utilized a weighted average of the
X-Factor productivity estimates of the FCC, AT&T and the United
States Tel ephone Associ ati on (USTA). This calculation results
in an annual efficiency factor of 5.0 percent, and a two-year

125 1d. at 53-54.

126 In the Matter of the Commssion, on its own notion, to
investigate cost studies to establish Qwest Corporation’s rates for
i nterconnection, unbundled network elenents, transport and termination and
resal e services Application No. G 2516/Pl-49 Direct Testinmony of DM (Marti)
Qude (filed August 29, 2001) (08/29/01 Gude Testinony) at 15.

127 1d.
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conmpounded efficiency factor value of 10.25 percent, Quest’'s
default X-Factor val ue.?®

135. Wth regard to the inflation factor, Qwest stated the
default inflation value is based on a region-wi de Wage & Sal ary
I ndex, prepared for Qrmest by the economic consulting firm Joel
Popki n and Conpany, using Qmest specific circunstances including
Qrvest’s union |abor contract and conpensation and benefits
practices. Qwest clainmed the use of a wage and sal ary i ndex, as
an inflation rate input value, is reasonable since the vast
mejority of Qnest’s expense accounts consist of primrily
salary-related costs. The annual wage and salary index of 4.3
percent results in a two-year conpounded val ue of 8.78 percent,
Qnest’s default Inflation Factor.'?®

136. Quest argued these two factors adequately address nost
of the anticipated cost savings that would result from net
productivity inmprovenents and inflation and no additional
adj ustnents would be required to account for publicized |abor
force reductions. Qnest argued that the productivity factors
rely on pre-nmerger periods in which the telephone industry
experienced nunerous |arge enployee reductions, thus post-nerger
force reductions would not change the factors.

3. Di scussi on

a. Ef fi ci ency Factor

137. Qmest clainmed the X-Factor and the Inflation Factor
are both key inputs.?® The Conmission agrees with this asser-
tion, but is not persuaded by Qmest’s additional argunments and
makes the following findings related to these two factors and
the values to be included in the calculation of forward-I|ooking
UNE rates in Nebraska.

138. Qaest stated the calculation of the efficiency factor
included in the 1CM as the default value is based on a weighted
average of productivity estimates of the FCC, AT&T, and USTA,
listed in the X-Factor Oder.'®  The Commission agrees wth

128 In the Mtter of the Commission, on its own motion, to
investigate cost studies to establish Qwest Corporation’s rates for
i nterconnection, unbundled network elenents, transport and termination and
resal e services, Application No. G2516/Pl-49, Hearing Exhibit 5, (Septenber
19, 2001), (09/19/01 Hearing, Ex. 5).

129 1d.

130 08/29/01 Gude Testinony at 14.
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Qwest in that the productivity estimates used by Qwnest are

listed in the X-Factor Oder. However, the FCC went on to
further determine, in reference to the productivity estinmates
subnmitted by USTA, the FCC “...cannot give any weight to its X
Factor estimates.” In addition, the FCC stated, “...we wll

accord sone weight to AT&T's estimates of the X-Factor, but wll
rely primarily on our own analysis....”

139. In the XFactor Oder, the FCC determned the Total
Factor Productivity (TFP) approach, the ratio of a firnms total
output to its total input, also used by the Bureau of Labor
Statistics to neasure productivity growh in the national
econony, is an accurate and appropriate nethod to determne the
X-Factor for LECs.' The FCC s X Factor, derived on the basis
of the TFP nmethodology, is based on growh and input price
differential, the difference between the rate at which input
prices change in the econony in general and the rate at which
LEC input prices change, plus a Custoner Productivity D vidend
(CPD).* The FCC's X-Factor is based on data from 1986 to
1995. 1%

140. This Conmission finds it appropriate to base the
efficiency factor <chosen in this proceeding on a TFP
nmet hodol ogy. W also find it appropriate to use the analysis
perforned by the FCC in the X Factor Oder. Thi s Commi ssi on
adopts the X-Factor determined by the FCC with two exceptions.

141. First, the Conm ssion does not adopt the inclusion of
t he CPD. The FCC explicitly states the “...CPD will act as a
mechanism to ensure that price cap LECs flow-through a
reasonable portion of the benefits of productivity growh to
ratepayers.”'® The CPD is intended to artificially create com
petitive market conditions, by forcing productivity gains,
within the scope of the FCC s proceeding. This issue is not
germane to the Conmission's purpose in this proceeding. As
such, the CPD is not adopted.

131 1d. at 15.

132 In the Matter of Price Cap Perfornance Review for Local Exchange
Carriers, CC Docket No. 94-1, Fourth Report and Order (Rel eased May 21, 1997)
(X Factor Order) f 137.

133 1d. 17 14 and 19.

134 1d. 1Y 19 and 141.

135 1d. 7 134.

136 1d. § 123.
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142. Second, the Commission notes that Qaest recently
announced reductions of 7000 enployees, representing a force
reduction in the range of 10 percent to 12 percent. The
Commission is not convinced that adopting the X-Factor
determined by the FCC, wi thout adjustnent, adequately accounts
for the level of productivity inmprovenent that may result from
such a significant force reduction. An adjustment is required
to ensure all Qmnest cost nodels reflect the costs of an
efficient teleconmunications conpany. The Comm ssion believes
the productivity factor determned here accounts for nornal
fluctuations in Qwest’s workforce, but does not account for such
a significant reduction in the workforce.

143. The Conmission believes the announced |abor force
reduction is above and beyond that attributable to normal
productivity. As such, the Comm ssion believes it necessary to
i ncrease the productivity factor by an adjustnent to account for
significant |abor force reductions. Therefore, the Conmi ssion
finds the X-factor should include a Ilabor force reduction
conponent equal to 2.00 percentage points.

144. Thus, the Conmission adopts an annual X Factor, or
Efficiency Factor, that includes a conponent of 6.0 percent, to
account for gains in normal productivity, and a conponent of
2.00 percent, to account for the significant [Iabor force
reductions, resulting in an annual X Factor of 8.00 percent.
This inplies a two-year factor of 16.64 percent. The Comni ssion
finds it appropriate to require Qwest to include this XFactor
in all phases and nodels included in this proceedi ng.

145. Further, just as the FCC found no basis for making an
adjustnment to the X-Factor to account for any differences
between interstate and total conpany productivity®, this
Conmission will nmake no adjustrment to the efficiency factor
adopted here for any differences between intrastate and total
conmpany productivity, real or otherw se.

b. I nflation

146. Qunest stated the default Inflation Factor is based on
a wage and sal ary index devel oped exclusively for Qunest. Qaest
further argued a wage and salary index is appropriate to use as
a surrogate Inflation Factor as a nmajority of Qmest’s expense
accounts consist of primarily salary related costs.?!%

137 1d. 1 110.

138 08/29/01 Qude Testinony at 15.



Application No. C2516/PI-49 PAGE 38

147. The Commission is not persuaded that the nost
appropriate value for the Inflation Factor is one derived solely
froma Qunest region-wi de wage and sal ary index. The Conmi ssion
finds a nore appropriate Inflation Factor is one including a
change due to a wage index component and a material input price
i ndex conponent. The Conmmission finds the Inflation Factor to
be included in the calculation of forward-1ooking UNE rates in
Nebr aska shoul d be based on the foll ow ng nethodol ogy.

148. As a starting place, the Enploynment Cost Index (EC),
devel oped by the U S. Departnent of Labor, Bureau of Labor
Statistics, was used to deternmine a wage index conponent. The
ECl is a quarterly neasure of changes in | abor costs. The index
is based on total conpensation, including wages, salaries, and
benefit costs, for private industry, for all workers, and
adj usted for seasonal variations.*®

149. An ECI of 87.5 in Decenber 1985 and 126.9 in Decenber
1995 results in an annual change of 3.79 percent. This value is
conparable with the Wage and Salary index value of 4.3 percent
subnmitted by Qnest. As the value subnmitted by Qnest falls
within a reasonable range of the value cal culated using the ECI
and is based on Quest-specific data, this Commission finds the
val ue subrmitted by Qunest is nore appropriately used as the wage
i ndex component of the Inflation Factor.

150. The Producer Price Index (PPlI) for comrmunication
equi pment is used as a nmaterial input price index conponent.
The PPl neasures the average change over tine in the selling
prices received by donmestic producers for their output,
i ncl udi ng those purchased by other producers as inputs to their
operations or as capital investment.

151. The PPl for comunication equipnment was reinitialized
in Decenber 1985. The index starting date is consistent wth
that used by the FCC in the derivation of the X-Factor.

152. A PPl of 100.0, in Decenber 1985, and 113.6, in
Decenber 1995, results in an annual change of 1.28 percent in
the PPI. This Conmission finds this value appropriate to be
used as the material input price index -conponent of the
Inflation Factor.

139 See http://ww bl s. gov/ncs/ect/hone. htm

140 See http://ww. bl s. gov/ ppi / honme. ht nffover vi ew
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153. W find nothing in the record that convincingly
persuades b as to the relative nmx of wages and nmaterial in
total costs. Therefore, the Inflation Factor is calculated as a
simpl e average of the wage index and material input price index
conponents.

154. Thus, the Commi ssion adopts an annual Inflation Factor
of 2.79 percent for this proceeding. This inmplies a two-year
factor of 5.66. The Commission finds it appropriate to require
Qrest to include this Inflation Factor in all phases and nodel s
included in this proceeding.

G Fact or Age

1. Background

155. The ICM investnent- and expense-related costs are
determ ned using annual cost factors, based on sone neasure of
currently incurred costs, applied to forward | ooking investnent
anounts. Currently incurred costs are, in this case, defined as
the 1999 book dol | ar anounts.#

2. Position of the Parties

156. Qwest asserted that the 1999 booked dollar anounts,
whi ch Qunest previously subnmitted, are nost appropriate as they
are the npst recent data available. However, Qwest is not
averse to developing an average year nethodology on which to
base factor devel opnent.*?

157. Staff questioned the wuse of 1999 booked dollar
anounts, as opposed to the use of 2000 booked dol |l ar anounts, or
an average of several years as a snoothing technique.

3. Di scussi on

158. Staff examned factors based on 1998, 1999, and
prelimnary 2000 booked ampunts. In addition, factors based on
averaged 1998, 1999, and prelimnary 2000 factors were revi ewed.

141 09/19/01 Tr. at 25.

142 In the Mtter of the Commission, on its own nmotion, to
investigate cost studies to establish Qnest Corporation’s rates for
i nterconnection, unbundled network elenents, transport and termination and
resale services, Application No. G 2516/PlI-49, Transcript, (Cctober 16,
2001), (10/16/01 Tr.) at 55-56

143 1d. at 55-56
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Staff found that factors, based on an average nethod, fall
within a reasonable range of the factors based on 1999 anounts
alone, currently enployed in the |CM

159. In reaching the Commi ssion’s goal of setting UNE rates
that are fair, accurate, forward |ooking, and TELRI C based, the
Conmmission finds the use of prelimnary data inappropriate.
Factors based on prelimnary data eventually require adjustnent
to actual data, and therefore a noving target for conpetitors.
G ven that, the Commission finds the factors based on Qnest’s
1999 data are proper and appropri ate.

H. Corporate Overhead Factor, Network Operations Expense, and
Support Assets

1. Background

160. Network operations cost i ncludes investnment and
expense related to plant operations and adm nistration, engi-
neering, testing, network admnistration, and power. Gener al
support cost includes investnent and expense related to furni-
ture, office equipment, general - purpose conputers, not or
vehi cl es, garage work equi pnent, and other work equi pnent. Both

factors are calculated in the EFM  Corporate overhead incl udes
the expense related to corporate overhead and is derived based
on a ratio of corporate overhead expense, to all other expenses.

2. Position of the Parties

a. Cor porate Overhead Fact or

161. AT&T argued Qwest included an overhead factor signi-
ficantly higher than those experienced by other Regional Bell
Operating Conpani es (RBOCs) throughout the country. AT&T speci -
fically cited those overhead factors of Bell South, Southwestern
Bel | Tel ephone, and Verizon for the years 1996 — 2000.** |In
addi tion, AT&T clained the corporate overhead factor included in
the ICMis “...about 1 percent higher than what Qaest’s actual
2000 val ue was...." 1%

162. Qunest argued AT&T used a flawed nethod in calculating
the corporate overhead factor of 10.4, included in the HAI
nmodel . Further, Quest provided testimony that the corporate

144 Denney Rebuttal 08/01/01 at 10.

145 08/09/01 Tr. at 239.
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overhead factor included in the HAI npdel was based on 1994 data
derived from AT&T operations and therefore not Quest specific.4

b. Net wor k Oper ati ons Expense

163. Qaest argued the 50 percent reduction to network
operating expenses, made by AT&T's HAI, would hanper Qwest’'s
ability to continue to naintain its tel econmuni cations network.
Qnest further argued network operations expense benefits the
network itself, not one class of custoner and, therefore, no
adjustnment to network operations expense should be nmade to
renove costs related to “retail custoners.”¥

c. Support Assets

164. Qwest argued the 55 percent reduction to support as-
sets, made by AT&T's HAI, is an unreasonable adjustnent and is
not supported by AT&T with any additional information.8

3. Di scussi on

165. Through witten and oral testinmony contained in the
record of this proceeding, Qwmest has provided anple docu-
mentation to convince the Comm ssion that its corporate overhead
factor, network operations expense, and support assets inputs
are reasonabl e. Further, no other party has provided enough
evidence to rebut this conclusion. Therefore, the Conmi ssion
finds Qmest’s default values for Corporate Overhead Factor,
Net wor k Operations Expense, and Support Assets are based on
representative data and are thus proper and appropriate.

vi. |ITP

166. An interconnection tie pair (ITP) is a connection
between a UNE, provided by the ILEC, and the denarcation point,
designating the point at which an ILEC s facilities end and a
CLEC s facilities begin.

146 In the Mtter of the Commission, on its own motion, to
i nvestigate Qaest Corporation’s rates for interconnection unbundled network
elenents, transport and termination and resale services, Application No.
C-2516/PI-49, Rebuttal Testinmony of Garrett Y. Flenming (filed August 1,
2001), (08/01/01 Flenm ng Rebuttal) at 35.

147 08/08/01 Tr. at 26-27.
148 1d.
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A. Positions of the Parti es.

167. Qaest proposed a recurring rate for | TPs of $0.46 per
mont h, 149

168. Alltel conceded the ITP recurring rate, of $0.46,
proposed by Quest is significant progress in the reduction of
the ITP rate. ™ However, Alltel clained Qwest has not achieved
a true cost-based rate for the foll owi ng reasons:

I nvest ment cost data are high,

= Fill factors are inappropriate,

= The calculation includes inappropriate expenses,
i ke Product Managenent and Sal es,

= The cal cul ation includes double recovery of Land and
Bui | di ng costs,

= Annual carrying factors are too high

= Expenses are incorrectly allocated to directly
attributable as opposed to common costs,

= The business fee is excessive,

= Capital |ease, |easehold inprovenent and uncollect-
abl e factors shoul d be excluded, and

= An efficiency factor should be included to account

for reductions in expense due to increased producti -

vity over tine. !

169. Alltel proposed an |ITP rate of $0.18.1% Alltel
further argued the ITP element is subject to true-up as a result
of the rate ordered by the Commission in this docket. !

170. In general, Qnest argued Alltel’s clains should be
di sregarded, due to the | ack of supportive data.®

149 In the Matter of the Commi ssion, on its own notion, to investigate
cost studies to establish Quest Corporation’s rates for interconnection,
unbundl ed network elenents, transport and termnation and resale services
Application No. G 2516/Pl -49 Rebuttal Testinony of Garrett Y. Flemng (filed
Sept enber 6, 2001) (09/06/01 Flening Rebuttal) at GYF-1.

150 08/29/01 Hedrick Drect at 2.

151 1d. at 2-3.

152 1d. at 3.

153 09/19/01 Tr. at 55.

154 09/06/01 Gude Rebuttal at 2 — 3.
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B. Quest/Alltel Stipulated Rates

171. On Decenber 4, 2001, Qnest and Altel filed a Stipul a-
tion and Order Regarding Certain UNE Rates with the Commi ssion.
Wthin the stipulation, the parties agreed to a recurring |ITP
rate of $0.44 per nonth. Further, the parties agreed the
stipulated I TP rate woul d not be subject to true up.®®

C. Di scussi on

172. The Commission finds the following issues: Product
managenent and sal es expense, annual carrying factors, business
fee factor, and efficiency factor, presented by Altel, have
been addressed by this Comm ssion previously in this order. The
Conmi ssion, therefore, references the decisions nade above in
Part V, Sections A through C  and Part V, Section F,
respectively.

173. Alltel conceded during testinony that, when enploying
the nethod currently used by Quest, double recovery of land and
building costs, as previously alleged by Alltel, does not occur.
Therefore, the Conmmission finds this issue noot.

174. The Conmission is not persuaded by Alltel’s argunents
related to the alleged incorrect allocation of expenses to
directly attributable and the alleged incorrect inclusion of
capital |ease, |easehold inmprovenent, and uncoll ectable factors.

175. The Commission finds the recurring ITP rate, of $0.44,
contained in the Qaest/Alltel Stipulation is within a reasonable
range of rates based on TELRIC principles, submitted in this
proceeding. Additionally, the rate falls well within a range of
the various RBOC rates from across the country, subnmitted by
ALLTEL in this proceeding.'  The Commission finds the I|TP
recurring rate contained in the Alltel/Queest Stipulation should
be approved and nmade available to all CLECs requesting | TPs.

VI1. NONRECURRI NG

176. Nonrecurring costs recover the one-tine |abor expenses
resulting froma custoner request for service.

155 Quest/Alltel Stipulation.

156 In the Mtter of the Commission, on its own motion, to
investigate cost studies to establish Qaest Corporation’'s rates for
i nterconnecti on, unbundled network elenents, transport and termnination and
resal e services Application No. G 2516/Pl -49 Direct Testinony of Brad Hedrick
(filed July 20, 2001) at Exhibit C and Exhibit D
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A. Position of the Parties

177. Qaest proposed the ENRC for calculation of nonrecur-
ring rates. For each work activity, the nodel utilizes; Average
Wrk Tines, Probabilities of GOccurrence, Labor Rates, and
Expense Factors to cal culate the nonrecurring rate el ements. '

178. Specifically, Quest stated, based on an item zation of
every function perfornmed, for each particular work activity®8
the ENRC s calculation process includes; multiplying the
estimated work tinme by the probability that each work activity

will occur, and by the respective labor rate, to derive the
expected direct nonrecurring cost for each particular work
activity. The ENRC then aggregates the direct nonrecurring

costs of each work activity, according to their related
i nterconnection service or UNE, and applies annual cost factors
to derive the TELRIC rate for the interconnection service or
UNE. 159

179. Qaest clainmed that the ENRC uses best practice, |east

cost assunptions and is designed to reflect all planned
i mprovenents due to additional nechanization of the service
order process. Qrnest stated the ENRC produces accurate and

reasonable nonrecurring rates because it uses real-world
inputs'® and realistic assunptions adjusted for known and
pl anned process i nprovenents.

180. Quest testified that additional nechanization of the
service order process, as negotiated in the 271-service quality
process, is reflected in the ENRC kwever, at this point in
time, Quest is not achieving these in all areas.?

181. Qwest contended the |abor costs are based on actual
contracted |abor rates!'® and that subject matter experts, who
actually perform the particular tasks at issue, develop its

157 The TELRIC Nonrecurring Cost Model (ENRO) User Manual ,
(Sept enber, 1996) at 2.

158 10/16/01 Tr. at 9.

159 The TELRIC Nonrecurring Cost Model (ENRO) User Manual ,
(Sept enber, 1996) at 2.

160 10/16/01 Tr. at 6.
161 1d. at 10.

162 1d. at 21-22.
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instal lation tinme estimates.'® Further, Owest testified that
|l abor rates are tied directly to union contracts negotiated with

Qest . 164

182. Finally, Qmest argued that seeking recovery of its
di sconnect fees upfront is appropriate given the current econony

and the tenuous financial situations of nmany CLECs. Qnest
argued that if it does not collect its disconnect fees up front,
it will face a substantial risk as it may never recover these
fees because once a service is disconnected, there is little
incentive to pay the disconnect fees. In addition, Qwest at-
tested to a difficulty in billing the disconnect rate separate
froma connection rate, due to its current billing system?6®

183. Qwest proposed a basic installation nonrecurring rate
of $92.41 for the first two-wire anal og Loop UNE and $77.01 for
each additional two-wire analog Loop UNE. Quest devel oped these
rates through its ENRC nodel, which it argues conplies wth
TELRI C pri nci pl es. 166

184. No other party proposed a different nonrecurring cost
nmodel in the proceeding.

185. Alltel argued that Qwest-proposed nonrecurring rates,
and specifically the nonrecurring rate for basic installation of
two-wire analog Loop UNE, are “...unreasonably high and not
appropriately cost based.”'” Alltel contended |abor rates and
installation tine estinates are high in conparison to Altel’s
| abor and installation rates. In addition, Alltel clained that
rates incorrectly include certain directly assigned, directly
attributed, and comon costs that should not be allocated to
nonrecurring rates. Alltel also asserted that disconnect tine
is incorrectly included in |abor hours.

186. Alltel made adjustnents to inputs in Quest’'s ENRC
nodel related to the issues above and recal cul ated nonrecurring

163 In the Mtter of the Commission, on its own notion, to
investigate cost studies to establish Qwest Corporation's rates for
i nterconnection, unbundled network elenents, transport and termination and
resal e services Application No. G2516/PI-49 Direct Testinmony of Garrett Y.
Fleming (filed Septenber 14, 2001) (09/14/01 Flemng Direct) at 12.

164 10/16/01 Tr. at 21.
165 I1d. at 22-23.
166 09/14/01 Flem ng Direct at 10-12; Exhibit GYF- 1.

167 10/16/01 Tr. at 68.
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costs. 168 Based on these adjustnments, Alltel proposed a non-
recurring rate of $32.54 for the first two-wire analog Loop UNE
and $27.12 for each additional two-w re anal og Loop UNE.6°

187. Additionally, Alltel provided a conparison of Qmest’s
proposed rates for 2-wire anal og Loop UNE nonrecurring rates for
basic installation to the rates Alltel pays to ILECs in other
st at es. The basis for the displayed rates include negotiated
i nterconnection agreenments, a 271-docket process, Quest SGAT,
and interconnection agreenents via the § 252(i) process.

B. Quest/ Al ltel Stipulated Rates

188. On Decenmber 4, 2001, Qwest and Alltel filed a
stipulation and Oder Regarding Certain UNE Rates wth the
Conmmission.'™  Wthin the Stipulation, the parties agreed to
nonrecurring rates for basic installation of the first two-wire
anal og UNE | oop and each additional two-wire anal og UNE | oop, at
the sanme location, of $65 and $60, respectively.!"

189. Quest and Alltel stated the stipulated rates for basic
installation conply with TELRIC pricing principles because they
fall in the range of alleged TELRIC rates subnmitted by Quest,
Alltel, AT&T and Cox."

C. Di scussi on

190. The Commi ssion finds, based on the record in the pro-
ceeding, the ENRC nodel should be used to calculate Qnest
nonrecurring rates. The ENRC is based on econom c costing prin-
ciples and TELRI C concepts. Furthernore, the ENRC is the only
nmodel submitted, in this proceeding, for the calculation of
nonrecurring costs.

168 In the Mtter of the Commission, on its own nmotion, to
investigate cost studies to establish Qaest Corporation's rates for
i nterconnection, unbundled network elenents, transport and termnation and
resale services Application No. C-2516/PI-49 Rebuttal Testinony of Brad
Hedrick (filed Cctober 12, 2001) (10/12/01 Hedrick Rebuttal) at 3.

169 10/16/01 Tr. at at 70.

170 1d. at Exhibit A

171 Quest/Alltel Stipulation.

172 1d.

173 1d.
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191. The Conmmi ssion finds as inappropriate the Altel/Quest
comparison of labor rates and nonrecurring tine estinates.
Alltel provided no basis that denonstrates why these costs
should be simlar. Therefore, the Conmission finds the default
|l abor rate and installation tinme estimates, included in the
ENRC, are appropriate.

192. Alltel also clainmed Qaest includes certain costs which
should not be allocated to nonrecurring costs, and cites FCC
Order 96-325, as follows:

Second, if we apply our general rule that costs should
be recovered in a manner that reflects the way they
are incurred, then recurring costs must be recovered
through recurring charges, rather than through a non-
recurring charge. A recurring cost is one incurred
periodically over tine. A LEC may not recover re-
curring costs such as incone taxes, maintenance
expenses, and admi nistrative expenses through a non-
recurring charge because these are costs that are
incurred in connection with the asset over tinme. 7

193. The Conmission is not persuaded by Alltel’s argunents
on this issue. Based on evidence contained in the docket, the
Commi ssion believes there are non-recurring attributable and
conmon costs necessary to provide nonrecurring services. As
such, the Commission finds the directly assigned, directly
attri butable, and common costs included in Qaest’s nonrecurring
rates are appropriate, subject to Conmission's findings herein.

194. Lastly, Alltel argued disconnect time is incorrectly
i ncluded in labor hours as disconnection costs may not actually
occur, or nmay be incurred later than predicted, or may be
incurred at a level that is lower than predicted, citing FCC
Order 96-325, | 747.

195. Qnest testified to a difficulty in billing the
di sconnection charge separately.!’ Further, Quest suggested
there is no guarantee that a CLEC in question will actually pay
the disconnection charge once the custonmer has left Quest’'s
net wor k. Qnest pointed to the large nunber of bankruptcies to

174 In the Mtter of Inplementation of the Local Conpetition
Provisions in the Telecomunications Act of 1996, CC Docket No. 96-98,
I nterconnection between Local Exchange Carriers and Commercial Mbbile Radio
Service Providers, CC Docket No 95-185, First Report and Order, FCC 96- 325,
(August 8, 1996) T 745.

175 10/16/01 Tr. at 22.
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support its concerns about its ability to collect disconnection
fees.17®

196. While the Conmission does not agree that Altel’s
citation to FCC Order 96-325 directly relates to the inclusion
of disconnection costs in Qwest’s proposed nonrecurring rates,
the Comm ssion does agree with Alltel that it is not reasonable
for Quest to recover the cost of disconnecting a customer at the
time the service is originally installed. However, the
Conmi ssi on recogni zes the plausibility of Qeuest’s argunments. As
such, should nonrecurring disconnection costs be recovered upon

initial installation, a CLEC should gain sone benefit from
remitting these funds prior to the point at which the cost is
incurred by Qaest, if it is indeed incurred at all. Therefore,

the Conmission finds all nonrecurring costs should be determ ned
with the foll owi ng nmet hodol ogy.

197. There is no record in the proceeding that provides an
average length of time a customer receives service froma CLEC
nor information related to an associated probability the cus-
tonmer will return to the ILEC during that period of tine. The
Comm ssion adopts the following methodology in an effort to
ensure CLECs are not penalized for paying disconnect charges in
advance. The Conmi ssion encourages Qwmest, once capable, to cone
before the Commission with a proposal to assess disconnection
costs at tinme of disconnection.

198. The Commission finds all nonrecurring rates may
i nclude connection costs and disconnection costs only if ad-
justed for the tinme value of noney and the probability a
customer will return to the ILEC. The Conmi ssion proposes a 60
percent probability the customer will return to the ILEC over a

five-year period. Thus, the cost for the disconnect wll be
reduced by 40 percent. The remmining 60 percent of the dis-
connection charge will be discounted over a five-year period at

11.25 percent, the Conmission ordered rate of return in this
proceeding, prior to allocating directly assigned, directly
attributed, and common costs.

199. The Commission performed an analysis, using the
adopt ed met hodol ogy, on the nonrecurring Loop UNE rates for ini-
tial basic loop installation and each additional basic |oop
installation filed by Qnest. The rates resulting from the
analysis fall within a 95 percent confidence interval of the
rates filed in the Qwest/Alltel Stipulation. Additionally, the
rates fall well within a range of the various RBOC rates from

176 1d. at 23.
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across the country, subnitted by ALLTEL in this proceeding. "
As such, the Commission finds the nonrecurring rates, for basic
installation of the first two-wire analog Loop UNE and each
additional two-wire analog Loop UNE, at the sane |ocation,
contained wthin the Qeest/Altel Sti pul ati on, should be
approved and nmde available to all CLECs requesting Loop UNE
installation.

VII1. COLLOCATI ON

A. Position of the Parties

200. To <calculate proposed Nebraska collocation rates,
Qrest stated it first examned 41 cageless collocation jobs,
conpleted prior to May 1999,'® from Qmest’s 14-state region, !’
and analyzed all the related material, |abor and engineering
receipts. Second, Qwest classified every cost associated with
the 41 cageless collocation jobs according to the various
conponents of collocation (cable racking, power cable, support
structure, etc.). Third, Qaest calculated the placenent cost of
every collocation conponent by multiplying the appropriate |abor
costs by the nunmber of components installed. Fourth, Quest
added the placenment costs to the cost of the materials and
conponent s. Fifth, Quest aggregated the direct cost of each
conponent according to the related service or UNE Finally,
Quwest examined the collocation rate elenments and determ ned
whet her the element is recoverable through non-recurring rates
or recurring rates. Non-recurring and shared costs were
prorated based on the anticipated number of CLECs that would use
the facilities.® Finally, Qwest restated its results in a
normal cost calculation in the collocation nodel to develop the
direct costs associated with each service or UNE. 8

201. To determ ne proposed caged collocation rates, Qnest
then nmade adjustnents to di stances and other inputs and included
costs, such as cage and groundi ng costs, that Qaest clainmed nore
appropriately reflect a standard caged collocation environ-

177 10/12/01 Hedrick Rebuttal at Exhibit A
178 09/14/01 Flem ng Direct 24-25.
179 10/ 16/01 Tr. at 7.

180 Id.; 09/14/01 Fleming Direct at 28.

181 09/14/01 Flemng Drect at 22-23.
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ment . 182 Qnest argued that this nethod produces accurate
estimates for collocation rates.

202. Qnest further testified that the use of outside vendor

| abor has been decreasing in recent nonths. In recognition of
this cost change Qnest proposed adjusting the nodel inputs to
reduce the proportion of vendor labor to 31 percent. The nodel

filed by Quest includes that adjustnent. 8

203. Alltel argued Qwest’s proposed collocation rates are
excessi ve. Alltel submtted, as evidence to its assertion, a
conparison of Qaest collocation rates to collocation rates
adopted by other RBOCs in other states.®

204. Further, Altel asserted Qwest’s proposed collocation
rates are high and inappropriate due to an incorrect inclusion
of directly assigned, directly attributed, and common costs in
nonrecurring col | ocation costs.

205. The Mbobius Comunications Conpany (Mbius) argued
Qrnest’ s col location construction costs do not appear to be cost-
based. Mobi us bases this claim on a sinplistic conparison of
caged versus cagel ess applications. 8

206. Qmest responded that Alltel’s conparison with other
RBOCs is misguided because Alltel does not conpare simlar
collocations. Quest noted that other RBOCs may place different
requi rements on CLECs, which drastically affect the collocation
rates. For exanple, Ameritech Chio requires CLECs to purchase
nost of the collocation equi pnent before Aneritech Chio installs
it in the collocation site.® Altel conceded this is a valid
poi nt . 188

182 Id. at 24.

183 10/16/01 Tr. at 9.

184 10/12/01 Hedrick Rebuttal.

185 Id.

186 In the Matter of the Commission, on its own nmotion, to
investigate cost studies to establish Qeest Corporation’s rates for
i nterconnection, unbundled network elenents, transport and termination and

resal e services Application No. G2516/PI-49 Direct Testinmony of Robert J.
Tupper (filed Septenber 21, 2001) at 3.

187 10/16/01 Tr. at 18-20.
188 1d. at 77.
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207. Qnest also argued it only includes directly assigned,
directly attributed and comon costs that are properly recovered
through non-recurring rates, such as planning costs® and
product managenment expenses®®.

208. During cross-exanm nation, Staff conducted an extensive
line of questioning related to the caged collocation rates and
the costs recovered by said rates. Based on responses received
fromQnest, Staff determnined the foll ow ng:

» Arate of nearly $4,000, based on 13 bids received from
contractors, is assessed for the caging nmaterial, and
associ ated costs of installation, to construct a 1,000-
cubi ¢ foot caged.!®

= A rate exceeding $700 is anticipated to extend current
heati ng and cooling (HVAC) for a 100 square foot colloca-
tion job. 1%

= A rate of nearly $10,000, based on the study of 41
cagel ess collocation jobs, is assessed for 60-anp DC
power, consisting of the cost for four cables, installa-
tion, required connections, fuses, and other incidental
costs. 1%

= A rate exceeding $4,000 is assessed “...just to run

electrical for the lights and - light switch and maybe

sone sockets and stuff L mie4

= A rate of nearly $6,000 for cable racking, consists of
cabl e rack, at $7 per foot, horns, placed every three or
four feet, at $13.93 per horn, pans, at $1 per foot,
fittings, aerial support for cable racking, plus an
instal lation charge of $24 per channel .%

189 1d. at 11.
190 1d. at 90.
191 1d. at 34.
192 1d. at 34-35.
193 1d. at 35-36.
194 1d. at 36-37.

195 1d. at 44-46.
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= A charge of nearly $400 is assessed for additional aerial
support, not otherw se included in cable racking.%

» Arate exceeding $10,000 is assessed for engineering, in-
cluding the costs incurred to do the initial planning.

B. Di scussi on

209. Alltel claimed Qrest includes certain costs, which are
not allowed to be allocated to nonrecurring costs, citing FCC
Order 96- 325.

210. The Commission is not persuaded by Alltel’s argunents
as they are not supported by evidence in the record. The Com
m ssion believes there are attributable and common costs, such
as planning and product managenent, incurred at the tine the
nonrecurring service is provided. As such, the Conm ssion finds
the directly assigned, directly attributable, and common costs
included in Qwest’s nonrecurring collocation rates are
appropriate, subject to Comm ssion’s findings herein.

211. Nonetheless, the Commission is skeptical of the
collocation cost study submtted by Qaest and believes Qaest’s
coll ocation nodel is no |onger valid.

212. Qmnest’s proposed collocation rates are not Nebraska
speci fic. Qnest’s proposed collocation rates are based on 41
cagel ess collocation jobs, conpleted prior to May 1999, none of
whi ch are purported to have occurred in Nebraska.'%

213. Qnest clained the average cost of the collocation jobs
reviewed is about $80,000. Altel provided data indicating
that when current Qaest nonrecurring collocation rates are
applied, 9 of its 14 Nebraska collocation sites would incur
nonrecurring collocation costs above $80,000, for an average
collocation job cost of approximtely $97,000. Further, AlIl-
tel’s data indicates that when Qwest proposed nonrecurring
collocation rates are applied, 11 of its 14 Nebraska coll ocation
sites would incur nonrecurring collocation costs above, or near,

196 1d. at 45.
197 1d. at 42.
198 1d. at 8.

199 1d. at 12.
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$80,000, for an average collocation job cost of approximtely
$101, 000. 2 These averages are well above Quest’s estimate of
$80, 000.

214. Actual conpleted collocation jobs exist in Nebraska.
As evidenced by the testinony submitted by Altel, actual,
Nebr aska- specific, caged collocation data exists from which to
devel op coll ocation rates.

215. Qmnest’s job sanple of 41 cagel ess collocations is not
statistically random In total, 96 jobs were originally iden-
tified, 77 of the 96 were deternm ned to be new coll ocation jobs,
and of those, the 41 with at least 90 percent of the total
billing were included. 20!

216. Qnest’s sanple inplicitly includes a cost of |earning
by doing. Qnest’s proposed collocation rates inherently include
a learning curve cost not incurred by a nmature business. For
this reason alone, the collocation rates are too high.

217. The Conmission shares the Staff’s concern that costs
are too high for many conponents of caged coll ocation. The
Commission is also concerned that costs, such as engineering,
essentially may be incurred once, but charged to each job,
allowing them to be recovered nultiple tines. The Conmi ssion
believes there are valid concerns presented by parties and Staff
regarding the basis and validity of Qaest’s collocation study.
Unfortunately, the record does not support a sufficient
alternative on which to base collocation costs in this

pr oceedi ng. Thus, the Conmission currently has no alternative
but to find the Qaest collocation nodel, and rates supported by
said nodel, subject to all Commission findings in this

proceedi ng, should be used as a starting point for determ ning
the appropriate TELRI C conpliant collocation rates.

218. The Conmi ssion shall be anmenable to a reexam nation of
Quest’s collocation rates as the Comrission believes Quest’'s
collocation rates require further study to determne nore

accurate TELRIC conpliant rates. As parties becone interested
in purchasing collocation, and better data and estimating
met hodol ogi es becone available, the Conmission wll consider

openi ng a new docket to address caged collocation rates.

200 10/12/01 Hedrick Rebuttal at Exhibit A

201 09/ 14/01 Fleming Direct at 24.
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I X. LI NE SHARI NG

A Backgr ound

219. In the FCC s Third Report and Order in CC Docket No.
98- 147 and Fourth Report and Order in CC Docket No. 98-98 (Line-
Sharing Order), the FCC determned the high frequency portion of
the |l oop neets the statutory definition of a network el ement and
must, therefore, be unbundl ed pursuant to sections 251(d)(2) and
(c)(3).7*

B. Position of the Parties

1. Local Loop

220. Qmest argued that its proposed rates are appropriate
because they provide reasonable and just conpensation to Qnest
for surrendering a valuable portion of the Loop UNE. Qaest also
noted that the FCC has not established firm standards for
calculating line sharing rates but has stated that state
commi ssions may require that ILECs charge no nmore to CLECs for
access to shared local |oops than the amount of |oop costs the
ILEC allocated to ADSL services when it established its
interstate retail rate for those services.

221. Qmest clained its interstate DSL offering is at a
level that exceeds the service’'s direct costs, plus an
inputation of the proposed line sharing UNE rate, thus meeting
the FCC s guideline for pricing the loop portion of |line
shari ng. 2%

222. Staff questioned the TELRIC cost basis of Qnest’s
proposed line sharing rate for the | oop portion.?%

202 In the Matters of Deployment of Wreline Services Ofering
Advanced Tel ecommunications Capability and |Inplenmentation of the Local
Conpetition Provisions of the Tel econmunications Act of 1996, CC Docket Nos.
98- 147 and 98-98, Third Report and Order in CC Docket No. 98-147 and Fourth
Report and Order in CC Docket No. 98-98 § 16 (Rel. Decenber 9, 1999) (Line
Sharing Oder).

203 In the Mtter of the Commission, on its own notion, to
investigate <cost studies to establish Qwest Corporation’s rates for
i nterconnection, unbundled network elenents, transport and termination and
resale services Application No. €2516/Pl-49 Rebuttal Testinmony of Garrett
Flemng (filed Cctober 12, 2001) (10/12/01 Flem ng Rebuttal) at 14.

204 10/16/01 Tr. at 48.
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223. Mbius argued that Quest’s increnmental costs in
providing line sharing are zero and, therefore, Qwest’s proposed
rate is too high

2. oSS

224. Qnest argued nodifications to Qperational Support
Systens (0SS) for preordering, ordering, provisioning, repair
and nmai ntenance, and billing are required to inplenent the |ine-
sharing requirenent. Thus, Qmest seeks to recover the OSS costs
related to inplenmenting line sharing, including: the costs for
nodi fications to internal systens and the direct expense
incurred to pay outside vendors to nodify |legacy systens
i npacted by the requirenent to provide line sharing.?®

225. Qmest provided testinony related to the calculation
method wused in determining the OSS line-sharing rate.
Specifically, the rate is defined as the cost incurred to nodify
0SS to accompdate the unbundling of the high frequency portion
of the Il oop, divided by anticipated demand for |ine sharing over
a five-year period. 2%

226. Qmest’s witness stated 15 percent of the costs of the
0SS systens was determined to provide direct benefit to the
operations of Qwest and was therefore renoved from the
cal cul ati on. 207

227. Further, Qwest calculated the rate as a recurring
charge, over a five-year period. As justification, Qnest
believed the OSS nodification costs incurred, recovered as a
nonrecurring charge, would result in a barrier to entry.?%®

228. Mbuis argued, in a line sharing arrangement, there is
no interaction between Qnest’s OSS and a CLEC s line sharing
equi prent. As such, Mbius claimed Qrvest |ine sharing OSS rate
is not cost justified.

C. Di scussi on
229. The FCC defines its task as one of extending, “...the
TELRIC nmethodology...” to line sharing and thus adopting a

205 10/12/01 Flem ng Rebuttal at 14-15.
206 10/16/01 Tr. at 49.
207 1d. at 50.

208 1d. at 51.
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“...reasonable method for dividing the shared |oop costs.”?2%
The FCC concludes that states “...may require that incunbent
LECs charge no nore to conpetitive LECs for access to shared
Il ocal loops than the anmount of |oop costs the incunbent LEC
allocated to ADSL services when it established its interstate
retail rates for those services.”?®

230. In lieu of developing a definitive nethodology in
which to divide shared loop costs and develop I|ine-sharing
rates, the FCC encourages states to use a surrogate, benchmark
type nethodol ogy, in which to price line-sharing elenents. As a
result, in states where line-sharing rates have been devel oped
nmet hods used and resulting rates, have not been consistent. The
Conmi ssion has reviewed rates approved in other states, ranging
fromzero in Mnnesota®! to $5.00 i n Montana. 22

231. The issue of TELRIC, <cost based, rates for line-
sharing is conplicated and invokes principles based on intricate
econoni ¢ foundati on. Thus, the Conmission finds that a nore
conprehensi ve study of the issue is necessary, as a definitive
nmet hodology in which to base the developnent of |[Iine-sharing
rates has not been established.

232. The Commission is not conpletely persuaded that the
Qrest proposed line-sharing rates in this proceeding are TELRI C
based. Thus, for the tine being, the Conmm ssion hereby sets a
rate of $1.56, which should include the local |oop charge for
the high frequency portion and the OSS charge. The proposed
rate is proper and appropriate and conplies with TELRI C pricing
principles as it falls within a range of those observed in other

st at es. Sonetinme in the near future, after review of the
econom cs related to line-sharing, the actions of other states
and other related material, the Commission will provide further

gui dance on rates for |ine-sharing.

209 Line Sharing Order { 138.
210 Id T 139.

211 Before the Mnnesota Public Uilities Conmission In the Matter of
a Commission Initiated Investigation into U S WEST Comunication, Inc.’s
Costs Related to the Provision of Line Sharing Services, DOCKET NO P-5692,
5710, 5827, 5638, 5670, 466, 421/C-99-1665, ORDER SETTING PRI CES FOR
UNBUNDLED NETWORK ELEMENTS (July 24, 2001).

212 Department of Public Service Regulation Before the Public Service
Commission of the State of Mntana In the Matter of the Filing by Quest
Corporation, f/k/a U S Wst Comunications, Inc. to Determine Wolesale
Di scounts, Prices for Unbundled Network El enents, Collocation, Line Sharing,
and Related Matters, Utility Division Docket No. D2000.6.89, Final Oder on
Stipulation, Order No. 6260b (Cctober 12, 2001).
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X. RESALE DI SCOUNT

A. Backgr ound

233. An ILEC is required to provide any telecomunications
service, offered on a retail basis to subscribers, to all
requesting CLECs, for resale at wholesale rates, on terns and
conditions that are reasonabl e and nondi scrim natory. 2%

234. The wholesale rate at which the ILEC provides resale
t el econmuni cati ons services should equal the retail rate for the
t el econmmuni cations service |less the avoidable retail costs.
Avoi dabl e retail costs should be determned on the basis of a
cost study.?¥

B. Position of the Parties

235. Qnest filed a study showing the costs that would be
avoided in providing resale for the following service
categories: Basic Exchange Business - 8.55 percent; Toll - 6.67
percent; Listings, CO Features and Infornmational Services -
32.95 percent; Basic Exchange Residence - 3.77 percent; Private
Line - 4.00 percent; and Packaged/ Speci al Services (Conposite) -
8.92 percent.?®

236. No additional cost studies, providing avoidable resale
costs, were filed. In addition, no party opposed the study
filed by Qnest.

237. Staff perforned an analysis of Qwest’s avoidable
retail costs. Using a revenue-weighted average of Qnest
proposed resale discounts as an avoidable cost proxy for all
indirect avoidable expense accounts, Staff calculated an
aggregate resale discount, consistent with 47 CFR § 51.609 and
the Conmission's decision in Part V, Section A, above. Based on
the analysis, Staff found an aggregate resale discount of 16
percent is reasonable and appropriate.

213 47 CFR 88 51.603 and 51. 605.

214 47 CFR § 51.607.

215 In the Matter of the Commission, on its own notion, to
investigate cost studies to establish Qwest Corporation’s rates for
i nterconnecti on, unbundled network elenents, transport and termnination and
resal e services Application No. G2516/Pl-49 Testinony of DM (Marti) Qude
(filed Septenber 14, 2001) (09/14/01 CGude Testinony) at 3.
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C. Di scussi on

238. The Conmission believes <creating mnultiple resale
di scount rates nmay be inappropriate and |lead to an environnent
in which conpetitive providers are unduly burdened by such a
structure. As such, the Commi ssion finds a single average dis-
count rate will sinplify pricing for conpetitors, billing by
Qnest, and pronote conpetition through resale.

239. The Commission finds that a single conposite discount
will be established for resale of Qwmest’'s retail telecom
muni cati ons services. Based on the cost study evidence before
it in this proceeding, and the Staff’s analysis as described
above, the Commission hereby finds a resale discount of 16.0
percent is appropriate. Thi s di scount shoul d be nmade avail abl e
to all requesting CLECs, for any telecomrunications service
provided to a subscriber, that is not a telecommunications
provi der.

XI'. REMAI NI NG UNE RATE ELEMENTS

240. Additional UNE rate elements, not explicitly deter-
m ned herein, were included for determination in this pro-
ceeding.?® The Conmission findings above determne, based on
the information available in the record and the goals of this
Conmission in setting rates for various rate elenents, the npst
appropriate TELRI C based methods of calculation for Qmest UNE
rates. As the Conmission does not explicitly address every UNE
rate elenment, rather the appropriate TELRI C based nethodol ogy in
which to determine every UNE rate element, the Conm ssion finds
all remaining UNE rates, not explicitly determ ned here, should
be calculated using the respective TELRIC-based nethodol ogy
determ ned by this Conmi ssion, should include all adjustnents to
i nputs and nethods as determined by this Conmi ssion, and shoul d
be made available to all requesting parties.

XI'l. ORDER
241. 1T IS THEREFORE ORDERED by the Nebraska Public Service

Commi ssion that the resolutions of the issues contained herein
be, and they are hereby, adopted.

216 In the Matter of the Nebraska Public Service Conmission, On its
Omn Mdtion, to Conduct an Investigation to investigate cost studies to
establish Qunest Corporation’s rates for interconnection, unbundled network
el enents, transport and termnation and resale services, Application No
C-2516/ PI- 49, The Conmission, on its own notion, to determ ne the appropriate
price for expanded Interconnection Channel Termnation (EICT), Application
No. C-2498/Pl -47, Progression Order No. 2 (August 3, 2001).
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242. IT IS FURTHER ORDERED that Quest shall file within ten
days of the date of this order, a schedule setting forth all

rates and charges consistent with the findings herein. The
schedul e shall include detailed runs of Qnest’s cost nodels with
the ordered adjustnents, and show all resulting rates. In

addition, Qnest shall also file electronic copies of the nost
current of its cost nodels and cost studies, which contain the
adjusted inputs as prescribed herein.

243. IT |IS FURTHER ORDERED that all rates and charges
consistent with the findings in this order shall be inplenented
effective on or before August 8, 2002.

244, 1T IS FURTHER ORDERED that Qwaest shall file by August
8, 2002, revisions to its SGAT.

MADE AND ENTERED at Lincoln this 23rd day of April, 2002.
NEBRASKA PUBLI C SERVI CE COWM SSI ON

COWM SSI ONERS CONCURRI NG
Chair

ATTEST:

Executive Director
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Appendi x A
UNE Loop Rates

Zone 1 Zone 2 Zone 3

$15. 14 $35. 05 $77.92
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Zone 1

El khorn
Fr enont

G and
Nor t h

| sl and
Platte

Nor f ol k

Omaha
Omaha
Omaha
Omaha
Omaha
Omaha
Omaha
Omaha
Omaha
Omaha
Omaha
Sout h
VWayne

Sioux Gty

EL KHNENV
FRMINENV
GDI SNENV
NPLTNENV
NRFLNENV
OVRAHNE78
OVRHNES84
OVAHNEQO
OVAHNEBE
OVAHNECE
OVAHNEFC
OVRHNEFV
OVAHNEHA
OVAHNEI Z
OVAHNENV
OVAHNECE
SSCYNENV
WAYNNEWV
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Appendi x B
Zone 2 Zone 3
Benni ngt on BGTNNECO Al | i ance ALNCNENW
Chadr on CHDRNENW Ai nswort h ANVONENW
Central City CNCYNENW Atl anta ATLNNENW
G etna GRETNENW At ki nson ATSNNENW
Hol dr ege HLDGNENW Axt el | AXTLNENW
Lexi ngt on LXTNNENW Bi g Springs BGSPNENW
Me Cook MCCKNENW Br oken Bow BRKBNENW
M nden M NDNENW Bri dgeport  BRPTNENW
Qgal | al a OGLLNENW Cai ro CAl RNENW
Schuyl er SCHLNENW Cl ar kson CKSNNEUW
Si dney SDNYNENW Cr awf or d CRFRNENW
Springfield SPFDNENW El wood ELVDNENW
St. Paul STPLNENW El m Cr eek EMCKNENW
Tekamah TKMHNENW Ener son EMSNNENW
Val | ey VLLYNENW Far wel | FRW.NENW
West Poi nt WSPNNENW Ful | er t on FUTNNENW
Got henburg  GITBGNENW
Hunmphr ey HVPHNENW
Honmer HOVRNENW
Harri son HRSNNENW
Howel | s HWL. SNENW
Laur el LARLNENW
Loup Gty LPCYNENW
Lyons L YNSNENW
Cakl and OKLDNEUW
Onei | | ONELNENW
Oxford OXFRNENW
Pi | ger PLGRNENW
Pender PNDRNEUW
Randol ph RNDHNENW
Si | ver O eek SLCKNENW
St. Libory STLBNENW
Val enti ne VLNTNENW
Wod Ri ver WDRVNENW
Wakefiel d V\KFDNENW



