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1 INTRODUCTION 

I 2 Q. 

3 A. 

4 
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6 Q. 

7 A. 
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9 Q. 

10 

11 

12 A. 

13 Q. 

14 

15 A. 

16 Q. 

17 

18 A. 

19 Q. 

20 A. 

21 

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS. 

My name is Richard B. Lee. I am Vice President of the economic consulting firm 

of Snavely King Majoros O’Connor & Lee, Inc. (“Snavely King”). My business 

address is 1220 L Street, N.W., Suite 410, Washington, D.C. 20005. 

ON WHOSE BEHALF ARE YOU APPEARING IN THIS DOCKET? 

I am appearing on behalf of the Department of Defense and all other Federal 

Executive Agencies (“DOD/FEA”). 

ARE YOU THE SAME RICHARD B. LEE WHO SUBMITTED DIRECT 

TESTIMONY IN THIS PROCEEDING ON JULY 25,2000, AND SURREBUTTAL 

TESTIMONY ON SEPTEMBER 8,2000? 

Yes, I am. 

DID YOUR DIRECT TESTIMONY CONTAIN A DESCRIPTION OF YOUR 

BACKGROUND AND EXPERIENCE? 

Yes, it did. 

WAS THIS TESTIMONY PREPARED BY YOU OR UNDER YOUR DIRECT 

SUP E RVI S IO N ? 

Yes, it was. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to present DOD/FEA’s position on the 

Settlement Agreement between the Commission Staff and Qwest dated October 
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20, 2000. 

PLEASE SUMMARIZE YOUR TESTIMONY. 

DOD/FEA finds the Settlement Agreement to be in the public interest. DOD/FEA 

remains open, however, to the possibility that the Settlement Agreement may be 

enhanced by modifications proposed by other parties. 

8 
9 Q. 

10 A. 
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12 
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16 Q. 

17 A. 
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7 THE SETTELEMENT AGREEMENT IS IN THE PUBLIC INTEREST 

PLEASE SUMMARIZE THE SETTLEMENT AGREEMENT 

The Settlement Agreement has two principal components. First, the Settlement 

Agreement resolves the many contested issues in this rate case by authorizing a 

$42.9 million increase in Qwest’s net intrastate revenues, of which approximately 

$1 7.6 million would be implemented immediately. Second, the Settlement 

Agreement establishes a three-year Price Cap Plan during which neither Qwest 

nor Staff will initiate a general rate case. 

PLEASE SUMMARIZE THE PROPOSED PRICE CAP PLAN. 

The Price Cap Plan establishes three baskets of service. Each basket is subject 

to specific pricing rules. 

Basket One consists of BasidEssential Noncompetitive Services. The 

price cap for this basket will decrease each year to the extent that inflation is less 

than an assumed productivity increase of 4.2 percent. 
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Basket Two consists of Essential Wholesale Services. Intrastate 

Switched Access service rates will be decreased by $5 million each year, with 

the eventual objective of parity with interstate switched access rates. All other 

services in this basket are either frozen or subject to other specific pricing rules. 

Basket Three consists of Flexibly-Priced Competitive Services that have 

already been accorded pricing flexibility. The price cap for this basket will begin 

at I 10  percent of current rates, reflecting the $25.3 million of higher authorized 

net intrastate revenues not implemented immediately. This cap will be increased 

by $5 million each year to offset the reductions in intrastate access rates. 

The Price Cap Plan also increases the Service Quality Plan penalties 

applicable if Qwest fails to meet existing performance standards in Arizona. 

IS THE RESOLUTION OF THE ISSUES IN THE RATE CASE IN THE PUBLIC 

INTEREST? 

Yes, it is. In its January 8, 1999, filing, Qwest proposed an increase of $225.9 

million in authorized net revenues, with $70.9 million to be implemented 

immediately. DODIFEA, Staff, the Residential Utility Consumer Office (“RUCO”) 

and AT&T all found Qwest’s revenue requirement proposal to be vastly 

excessive. The Settlement Agreement represents a reasonable compromise 

given the many contentious issues raised by the parties and the inherent 

u nce rtai n ty of revenue req u i re men t project ions. 

The Settlement Agreement strikes an appropriate balance between the 
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interests of Qwest and its ratepayers. Indeed, under the Settlement Agreement, 

all of the revenue increases allowed are applied to competitive services, while all 

of the revenue decreases required are related to noncompetitive or wholesale 

services. This rate design feature appropriately places the burden on Qwest to 

realize the net revenue increase authorized under the Settlement Agreement. 

IS THE PROPOSED PRICE CAP PLAN IN THE PUBLIC INTEREST? 

Yes, it is. This aspect of the Settlement Agreement also appropriately balances 

the interests of Qwest and its ratepayers. 

The productivity factor of 4.2 percent represents a realistic, but 

challenging, target for Qwest over the next three years. If it exceeds this target, 

Qwest will be rewarded with higher earnings. If it falls short, Qwest, and not its 

ratepayers, will suffer the consequences. 

The proposed reductions in intrastate access charges are most 

appropriate. The offsetting increase to the competitive service cap provides 

Qwest with an opportunity to recoup these lost access revenues in the 

market p I ace. 

The strengthening of the penalties associated with service quality failures 

is an important part of the Price Cap Plan. It should serve to discourage the 

achievement of higher earnings at the expense of service quality. 

Finally, the three-year period of the Price Cap Plan seems appropriate for 

all concerned. Three years represent a long enough period to provide Qwest 
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with a real incentive to reap the earnings rewards which would come with 

outstanding productivity improvements. At the same time, three years is a short 

enough period to prevent Qwest from reaping a windfall at the expense of 

ratepayers if the productivity factor is found to be too low. 

IS THE PROPOSED PRICE CAP PLAN PERFECT? 

I doubt it. Although I have no specific recommendations to make concerning the 

details of the plan, it is possible that other parties may propose worthwhile 

modifications. I recommend that Qwest, the Staff and the Commission remain 

open to such enhancements to the Price Cap Plan as may be proposed during 

this proceeding. 

11 

12 CONCLUSION 

13 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

14 A. Yes, itdoes. 
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