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Dear Mr. Weigel:


At its Public Meeting of September 25, 2008, the Pennsylvania Public Utility Commission (Commission) acknowledged receipt of Verizon Pennsylvania Inc.’s (VPA) July 31, 2008 proprietary and non-proprietary Response and released The Liberty Consulting Group’s (Consultant) non-proprietary Audit Report and VPA’s non-proprietary Response to the public.  In summary, the Consultant’s Audit Report indicates that VPA’s Network Modernization Plan (NMP) Biennial Report of its implementation progress as of December 31, 2006, confirms that VPA is generally in compliance with the Commission’s reporting guidelines; that VPA has met all but one of its NMP commitments through 2006; and, that VPA’s actual broadband availability was higher than reported.  At the same time, the Consultant concluded that there were deficiencies and errors in the collection of the necessary NMP information that should be addressed.  The Commission expects VPA to implement the audit recommendations that it has accepted and to participate, in good faith, in a future workshop to address the remaining unresolved recommendations and issues.

By way of background, the Commission adopted an order at Docket No. M‑00051872, et al., entered October 28, 2005, concerning the auditing of incumbent local exchange carriers’ (ILEC) NMPs consistent with the provisions of 66 Pa. C.S. §§ 3011-3019.  In its order, the Commission concluded that it has the authority to perform an audit of any ILEC’s NMP and to require the audited ILEC to pay for the audit.  Furthermore, the October 2005 Order directed that the first such NMP audit would be conducted on VPA commencing when VPA’s Sixth Biennial Update was filed in June 2007.  

Accordingly, the Commission issued a Request for Proposals for conducting an NMP audit of VPA on November 21, 2006, and subsequently the Consultant was hired to conduct this audit. The Consultant analyzed and evaluated VPA’s accuracy and methods used to create the Sixth Biennial Update, filed July 2, 2007.  In order to perform its duty, the Consultant split the review into five task areas.  These areas included a review of outside plant records and other data, processes and procedures, physical audits of outside plant equipment, financial records and accounting methods, and capital budgeting.  

In particular, the Consultant proposed 23 targeted recommendations for improvement, rating 14 as high priority, 8 as medium priority and one as low priority.  The Consultant suggested that the 14 recommendations rated as high priority would have a significant impact on the quality and/or usefulness of the data used for future VPA biennial updates and that their implementation would resolve outstanding interpretation issues with the NMP reporting guidelines.  

The Commission notes that VPA’s Response to the Audit Report indicates agreement with 14 recommendations, partial agreement with two recommendations and rejection of seven recommendations.  Additionally, the Commission noted that VPA’s Response indicates that it is planning to implement certain actions to address the Consultant’s recommendations.  Receipt of VPA’s Response does not constitute acceptance by the Commission of the actions already taken, those actions to be taken, or any explanations and cost/benefit analyses provided.  

The Commission is responsible for monitoring VPA’s compliance with its NMP obligations under law and, further, is empowered to require customer refunds if the ILEC is found, after notice and opportunity to be heard, to have failed to meet its NMP commitments.  66 Pa. C.S. § 3015(a)(2).  Accordingly, accurate reporting of an ILEC’s progress in meeting its NMP obligations is an essential component of this statutory framework.  Therefore, the Commission will convene a workshop to address and resolve the NMP reporting issues and recommendations that still remain unresolved.  VPA’s Response, together with the explanations and analyses, will be the subject of review and discussion in a workshop to be concluded within 90 days from the date of this Secretarial Letter between VPA and Commission staff from the Bureaus of Fixed Utility Services and Audits in order to resolve these remaining issues.  

The Law Bureau will organize and facilitate this workshop and will actively participate in the discussions.  The workshop should strive to reach agreement on the remaining unresolved recommendations from the Audit Report.  The workshop should address, but not be limited to, the following Audit Report recommendations:

· Verify that VPA has sufficient spare fiber capacity in all of its central offices to meet its stated level of compliance with the NMP commitments prior to issuing future biennial updates.  (Recommendation 1-1)
· Implement the systems and software required to mechanize VPA’s fiber facility records.  Until such a mechanized system is developed and operational, standardize the method used for maintaining the manual fiber facility records. (Recommendation 1-2)
· Adjust the reported broadband availability percentages to account for orders not meeting the required provisioning intervals (10 days of a customer’s request for 1.544 Mbps and above, and 60 days for 45 Mbps and above).  Also, report more useful information in the biennial updates to show the percentage of orders provisioned within the required provisioning interval and the average time it took to provision the orders that did not meet the required interval.  (Recommendation 1-3)  

· Mechanize the NMP reporting process and calculations as much as possible in order to minimize the impact of human error.  Implement an internal audit process that reviews the information reported in the VPA biennial updates before issuing them, and maintain a full audit trail of all the data and figures VPA reports in its biennial updates.  (Recommendation 1-4)  

· Use a universal standard unit for calculating VPA’s broadband availability percentage in future biennial updates. (Recommendation 1-8)

· Include only lines readily available to support broadband service in the numerator of the percentage availability calculation.  (Recommendation 1-9)  

· Use consistent data sources for reporting broadband availability in the biennial updates and for reporting broadband availability on Verizon’s website, including only lines that are readily available for the provision of broadband service.  (Recommendation 1-10)  

· Exclude all orders that were delayed for customer-caused reasons from the performance calculation.  (Recommendation 1-11)  

· Clearly document the process used to calculate the broadband availability percentages reported in the biennial updates to provide a clear audit trail to support the results.  (Recommendation 1-12)  

· Conduct a statewide internal audit to compare the working and spare fibers in the central offices to VPA fiber facilities inventory records and update the facility inventory records so that they accurately reflect the actual working and spare fiber stands in VPA’s network.  (Recommendation 3-1)  

Upon completion of the workshop, and no later than 120 days from the date of this Secretarial Letter, details of the workshop results including all proposed agreements, shall be submitted to the Commission in a staff report for Commission review and approval.  The Commission expects that the workshop will reduce and hopefully eliminate some, if not all, remaining unresolved issues without the need for any formal action.  However, any issues not resolved by this workshop may be addressed and resolved, after notice and opportunity to be heard, in a subsequent Commission order.  

The Commission appreciates the cooperation extended by the officers and employees of VPA to both the Consultant and Commission staff during the recent NMP audit of VPA.  








Sincerely,








James J. McNulty








Secretary

cc:
Bohdan R. Pankiw, Chief Counsel

Carl S. Hisiro, Law Bureau 

Robert Wilson, Director, Bureau of Fixed Utilities

Jani Tuzinski, Bureau of Fixed Utilities

Joseph Spandra, Bureau of Fixed Utilities

James Strausbaugh, Bureau of Fixed Utilities


M. Carl Lesney, Director, Bureau of Audits 
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