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IN THE MATTER OF THE APPLICATION ) DOCKET #T-01051B-99-0105
13| OF US WEST COMMUNICATIONS, INC. )
A COLORADO CORPORATION )
141 FOR A HEARING TO DETERMINE MOTION TO SEVER, OR
THE EARNINGS OF THE COMPANY, IN THE ALTERNATIVE,
15| THE FAIR VALUE OF THE COMPANY ) TO BIFURCATE
FOR RATEMAKING PURPOSES, TOFIX ) HEARINGS
16| A JUST AND REASONABLE RATE OF )
RETURN THEREON AND TO APPROVE )
17| RATE SCHEDULES DESIGNED TO
DEVELOP SUCH RETURN.
18 )
19
MCI WorldCom, Inc., on behalf of its regulated subsidiaries, (collectively “MCIW”),
20
o1 AT&T Communications of the Mountain States, Inc. (“AT&T”), and Sprint Communications
29 Company L.P. (“Sprint”) (collectively “Joint Intervenors”) move the Commission sever from this
23§ proceeding the request of U S WEST Communications, Inc. (“U S WEST”) for regulatory
24| flexibility including, but not limited to, deregulation of certain identified services and creation of
25 competitive zones.
26
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AND AS GROUNDS THEREFOR, the Joint Intervenors state:

1. U S WEST brings this action to determine the earnings of the company, the fair
market value of the company for ratemaking purposes, to fix a just and reasonable rate of return
thereon, and to approve rate schedules. In addition U S WEST seeks regulatory flexibility and
deregulation of certain services.

2. U S WEST is a “rate-of-return, ratebase” regulated company. When setting rates,
the Commission must determine U S WEST’s revenue requirement, including a reasonable rate of
return on U S WEST’s investments on regulated services, in order for U S WEST to provide fully
regulated telecommunications services throughout its service territory in Arizona. Once a revenue
requirement is determined by the Commission, the Commission must then design rates for the
various regulated services in order to allow U S WEST the opportunity to recover its revenue
requirement.

3. As part of the ratemaking process, U S WEST’s assets, revenues, liabilities and
expenses must be separated or allocated between interstate services and intrastate services. (See,
47 C.F.R. Part 36 and Part 64.) This separation is required in order to account for the fact that
some of U S WEST’s assets, facilities and equipment are used and liabilities incurred in order to
provide both interstate and intrastate services. This is sometimes known as the separation process.

4, Further as part of the ratemaking process, any investments or expenses that are
used jointly by two or more different services or that are used in common by services must be
segregated among all of those services using allocators that, to the maximum extent practicable,
track how those costs are incurred. Therefore, U S WEST’s assets, revenues, liabilities and

expenses must be segregated or allocated between intrastate services regulated by the Arizona
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Corporation Commission and intrastate services that are not regulated (“deregulated services) by
the Commission. This is sometimes known as the segregation process.

5. By using the separation and segregated processes, it is intended that U S WEST’s
assets, revenues, liabilities and expenses are allocated so that Arizona ratepayers only pay rates
for regulated, intrastate services. (See, A.A.C. R14-2-103.) Further, these processes have been
created to prevent improper cross-subsidization between competitive services and non-
competitive services which is specifically prohibited by A.A.C. R14-2-1109(C). Cross-
subsidization occurs when telecommunications services which are not subject to the jurisdiction
of the Commission (deregulated) are priced below cost by use of subsidization from customers of
services subject to the jurisdiction of the Commission (regulated); or when a provider's
deregulated services derive benefits from the regulated operations without the regulated
operations receiving just and reasonable compensation from the deregulated operations for the
benefits derived.

6. Thus, since U S WEST has brought this action to determine the earnings of the
company, the fair mari(et value of the company for ratemaking purposes, to fix a just and
reasonable rate of return thereon, and to approve rate schedules, it is doing so for regulated,
intrastate telecommunication services, only. This Commission does not have jurisdiction to set
interstate rates or to set rates for deregulated services.

7. The testimony and exhibits filed by U S WEST include, among other things, cost

studies for its various services as required by A.A.C. R14-2-103(B). These cost studies

purportedly use the allocation and separation processes required under Part 36 and 64 of the
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Federal Communications Commission rules and this Commission’s ratemaking procedures found
at A.A.C. R14-2-103(B)(4).

8. Here, however, U S WEST is also seeking regulatory flexibility and deregulation
of certain services including authorization to create competitive zones.

9. In its application, U S WEST has failed to meet the requirements of A.A.C. R14-2-
1108, which specifically state criteria and procedures to be used when petitioning the Commission
for classification of any service or group of services as competitive. U S WEST has not even filed
a petition with the Commission under A.A.C. R14-2-1108, but has instead woven its request for
regulatory flexibility and deregulation of services into this general rate case.

10.  Through the rules and procedures established by the Commission, it is apparent
that the Commission intended for telecommunications companies to bring specific services to the
Commission for analysis. U S WEST is fully aware of the procedures and has brought several
actions before the Commission seeking reclassification of specific services and regulatory
flexibility under A.A.C. R14-2-1108.

11.  Instead, U S WEST has blended its proposal to have the ability to meet
competitors’ prices (in isolated geographic areas) with its need to increase rates of its captive
customers in order to meet a certain revenue requirement, and to achieve a certain allowable rate
of return. Rather than specifying a separate and distinct petitioning process, the Commission
could have adopted general rate cases as an appropriate forum in which competitive classification
issues were addressed. Instead, the Commission recognized the importance of making a

determination regarding competitive classification and set it apart from other proceedings.
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12.  This matter should be restricted to a hearing on setting U S WEST rates for
regulated telecommunications services. Once a rate base is established and intrastate rates are
designed and set, then this Commission can properly address whether any intrastate services
should be deregulated or granted regulatory flexibility. If any intrastate services are deregulated
or granted regulatory flexibility, then the Commission will be required to segregate and allocate
the assets, liabilities, revenues and expenses for those services so that those services are not
improperly cross-subsidized by regulated services. (See, A.A.C. R14-2-103 and R14-2-1109(C).)

13.  Once rates are finally set for all regulated services, the Commission can in a
separate docket brought by U S WEST under A.A.C. R14-2-1108 seek regulatory flexibility and
the Commission will then be able to determine what investments would be removed from the
regulated ratebase. Further, the Commission can use the rates established to set bands of rates
which would allow U S WEST regulatory flexibility.

14.  The Joint Intervenors, therefore, request that U S WEST’s proposal for regulatory
flexibility for specific geographic areas or competitive zones and complete deregulation of all new
services and high-speed data services be severed from this proceeding. U S WEST should be
directed to comply with the Commission’s Competition Rules found at A.A.C. R14-2-1100 et seq.
In the alternative, the Joint Intervenors request that the Commission address ratemaking issues
(revenue requirement and rate design) in a separate hearing (Phase 1), before addressing U S
WEST’s request for regulatory flexibility and deregulation of certain services (Phase 2).

15.  The undersigned is authorized to sign this pleading and file it on behalf of the

named intervenors herein.

1004817.01




AND
RoOcA
—ltr
LAWYERS
1 Dated: February 2, 2000
2 MCI WORLDCOM, INC
3 By:—
4 Thomas H. Campbell
LEWIS & ROCA LLP
5 40 N. Central Avenue
Phoenix, Arizona 85004
6 602-262-5723
7 - AND -
8
By:  Thomas F. Dixon
9 707 17th Street, 33900
10 Denver, Colorado 80202
303-390-6206
11
12 SPRINT COMMUNICATIONS COMPANY L.P.
13 By: Darren S. Weingard
1850 Gateway Drive
14 7% Floor
San Mateo, CA 94404
15 605 513-2475
16 605 513-2737 (fax)
17 AT&T COMMUNICATIONS OF THE MOUNTAIN
18 STATES, INC.
By: Richard S. Wolters
19 1875 Lawrence Street, #1575
Denver, CO 80202
20 303 298-6741
21 303 298-6301 (fax)
22
23
24
25
26
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ORIGINAL and TEN copies
of the foregoing hand-delivered
this 2" day of February, 2000,
to:

Docket Control

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85004

COPS((i of the foregoing hand-delivered
this 2" day of February, 2000, to:

Deborah Scott

Utilities Director

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 84007

Lyn Farmer, Chief Counsel

Legal Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Maureen A. Scott

Christopher C. Kempley
Attorneys, Legal Division
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

COPY of the foregoing mailed
this 2" day of February, 2000,
to:

Timothy Berg

Theresa Dwyer

Fennemore Craig

3003 N. Central Avenue
Suite 2600

Phoenix, Arizona 85012-2913

Thomas Dethlefs

US West, Inc.

1801 California Street
Suite 5100

Denver, CO 80202
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Scott S. Wakefield, Chief Counsel
RUCO

2828 N. Central Avenue

Suite 1200

Phoenix, Arizona 85004

Steven J. Duffy

Ridge & Isaacson, P.C.
3101 N. Central Avenue
Suite 432

Phoenix, Arizona 85012

Raymond S. Heyman

Randall H. Warner

Roshka Heyman & DeWulf, PLC
Two Arizona Center

400 North 5™ Street

Suite 1000

Phoenix, AZ 85004

Peter Q. Nyce, Jr.

General Attorney, Regulatory Law Office
U.S. Army Legal Services Agency
Department of the Army

901 N. Stuart Street

Suite 700

Arlington, Virginia 22203-1837

Richard Lee

Snavely, King & Majoros,
O’Connor & Lee, Inc.

1220 L Street, N.W.

Suite 410

Washington, DC 20005
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Doug Hsiao

Rhythms Links Inc.
6933 S. Revere Parkway
Englewood, CO 80112
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Jim Scheltema

Blumenfeld & Cohen

1625 Massachusetts Avenue N.W.
Suite 300

Washington, DC 20036
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Diane Bacon

Legislative Director
Communications Works of America
Arizona State Council

5815 North 7™ Street

Suite 206

Phoenix, Arizona 85014-5811

J.E. & B.V. McGillivray
300 South McCormick
Prescott, Arizona 86303

Craig Marks

Citizens Utilities Company
2901 N. Central Avenue
Suite 1660

Phoenix, Arizona 85012

Jeffrey W. Crockett

Snell & Wilmer

One Arizona Center

Phoenix, Arizona 85004-0001

Michael W. Patten

Brown & Bain, P.A.

2901 N. Central Avenue

P.O. Box 400

Phoenix, Arizona 85001-0400

Martin A. Aronson
William D. Cleaveland
Morill & Aronson, PLC
One East Camelback Road
Suite 340

Phoenix, Arizona 85012

Albert Sterman

Arizona Consumers council
2849 E. 8™ Street

Tucson, Arizona 85716

Joan S. Burke

Osborn Maledon PA
2929 N. Central Avenue
Suite 2100

Phoenix, Arizona 85012
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Mark N. Rogers

Excell Agent Services, LLC
2175 W. 14 Street
Tempe, Arizona 85281
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