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Arizona Corporation Commission
DOCKETED o o

CARL J. KUNASEK COCUMERT ¢
Chairman NOV 2 92000
JIM IRVIN I———
Commissioner ‘ DOCKETED BY kjf\
WILLIAM A. MUNDELL ——l
Commissioner
IN THE MATTER OF THE APPLICATION DOCKET NO. T-01051B-99-0105%
OF U S WEST COMMUNICATIONS, INC.,
A COLORADO CORPORATION, FOR A QWEST CORPORATION’S NOTICE

HEARING TO DETERMINE THE EARNINGS OF FILING TESTIMONY
OF THE COMPANY, THE FAIR VALUE OF SUMMARIES

THE COMPANY FOR RATEMAKING
PURPOSES, TO FIX A JUST AND
REASONABLE RATE OF RETURN THEREON
AND TO APPROVE RATE SCHEDULES
DESIGNED TO DEVELOP SUCH RETURN.

Pursuant to the Procedural Order issued in this proceeding
on October 16, 2000, Qwest Corporation (“Qwest”), formerly
U S WEST Communications, Inc., hereby submits testimony summaries

of the following witnesses:

1. Scott A. McIntyre, Director - Product and Market Issues,

Qwest Corporation

2. David L. Teitzel, Director-Product and Market Issues,

Qwest Corporation.
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RESPECTFULLY SUBMITTED this 29" day of November, 2000.

FENNEMORE CRAIG, P.C.

Timothy Berg
Theresa Dwyer
3003 North Central, Suite 2600
Phoenix, Arizona 85012
Attorneys for Qwest Corporation

By e

ORIGINAL AND TEN of the foregoing
filed this 29 day of
November, 2000, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, Arizona 85007

COPY of the foregoing hand-delivered
this 29" day of November, 2000, to:

Deborah Scott

Director, Utilities Division
ARTIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, Arizona 85007

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007
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FENNEMORE CRAIG
A PROFESSIONAL CORPORATION

COPY of the foregoing e-mailed and
sent regular mail this 29" day
of November, 2000, to:

Scott S. Wakefield, Chief Counsel
Residential Utility Consumer Office
2828 N. Central Ave., Suite 1200
Phoenix, AZ 85004-1022

Darren S. Weingard

Natalie D. Wales

Sprint Communications Company, L.P.
1850 Gateway Drive, 7% floor

San Mateo, CA 94404-2467

Steven J. Duffy

Ridge & Isaacson, P.C.

3101 N. Central Ave., Suite 432
Phoenix, AZ 85012

Raymond S. Heyman

Randall H. Warner

Roshka Heyman & DeWulf

Two Arizona Center

400 N. Fifth St., 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 St., Suite 700

Arlington, VA 22203-1837

Richard Lee

Snavely, King, Majoros, O’Connor & Lee,
1220 L St., N.W., Suite 410

Washington, D.C. 20005

Thomas F. Dixon

MCI WorldCom

707 17 St., Suite 3900
Denver, CO 80202
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1 | Thomas H. Campbell
Lewis & Roca

40 N. Central Ave.
Phoenix, AZ 85004

Richard 8. Wolters

AT&T

1875 Lawrence S8St., Suite 1575
Denver, CO 80202

Mary B. Tribby

ATE&T

1857 Lawrence St., Ste. 1575
Denver, CO 80202

O o008 N O v s WwWN

Mark J. Trierweiler

10 | AT&T

111 West Monroe, Ste. 1201
11 § phoenix, AZ 85003

12 Diane Bacon, Legislative Director
13 Communications Workers of America
Arizona State Council

14 | 5818 N. 7" st., Suite 206
Phoenix, AZ 85014-5811

15
Michael W. Patten

16 BROWN & BAIN, P.A.

17 2901 North Central Avenue, Suite 2000
Phoenix, Arizona 85001-0400

18
Michael M. Grant

19 [ Todd C. Wiley

Gallagher & Kennedy, P.A.
20 2575 East Camelback Road
71 Phoenix, AZ 85016-9225

22 [ Jeffrey Crockett

Snell & Wilmer

23 1 One Arizona Center
Phoenix, AZ 85004-0001
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J.E. McGillivray
300 8. McCormick
Prescott, AZ 86303

Jon Poston

Arizonians for Competition in Telephone Service
6733 East Dale Lane

Cave Creek, AZ 85331

Albert Sterman

Vice President

Arizona Consumers Council
2849 E. 8 Street
Tucson, AZ 85716
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Douglas Hsiao

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

Blumenfeld & Cohen

1625 Massachusetts Ave., NW, Suite 300
Washington, SC 20036
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Martin A. Aronson

William D. Cleaveland
Morrill $ Aronson, PLC

One East Camelback, Suite 340

—_—
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18 | Phoenix, AZ 85012-1658
19 || Joan S. Burke
Osborn Maledon, P.A.
20 | 2929 N. Central Ave., Suite 2100
21 Phoenix, AZ 85012
72 [Mark N. Rogers
Excell Agent Service, L.L.C.
23 [2175 W. 14" Street
Tempe, AZ 85281
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Chuck Turner, Mayor

Town of Gila Bend

P.O. Box A

644 W. Pima Street

Gila Bend, AZ 85337-0019
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Summary of Testimony
of Scott A. Mcintyre
on behalf of

Qwest Corporation
My testimony supports the Settlement Agreement between the Commission Staff and
Qwest as it relates to the rate Iévels agreed upon for switched access services. The
switched access rates proposed in the Settlement Agreement represent a 21%
reduction over the three-year term of the plan. This totals $30M in aggregate, over the
life of the plan and is a significant reduction in switched access revenues. The
reductions to the Interconnection Charge (IC) and Carrier Common Line charge (CCL)

that will occur over the term of this plan represent a shift of the revenue currently paid

by interexchange carriers, to other services.

The interstate and intrastate rate structures are not the same. The interstate structure
contains an End User Common Line charge (EUCL) that generates significant revenue.
In the interstaté environment, this rate element is paid by the end user, not the carrier.
The rate for this element has been increased over time as the FCC has chosen to shift
significant revenue requirements from the carriers to the end users. Increases in the
EUCL have resulted in major reductions in switching and transport charges paid by
carriers. Carriers certainly would like to see similar rates for switching and transport in
the intrastate world. This is understandable because it would reduce their costs of
providing toll service, but it ignores the revenue generated by the EUCL. Carriers point
to similar costs as the driving force between similar pricing in the intrastate and
interstate worlds. This allows them to ignore the public policy issues of shifting the
revenue requirement from carriers to basic exchange ratepayers. While AT&T

demands prices be set the same as FCC rates, they do not follow this policy




themselves. AT&T has just been authorized by this Commission to set some rates not
only higher than FCC rates, but even higher than Qwest charges for these same access

rate elements.

The Settlement agreement balances the reduction in switched access rates with
potential increases for other services. It does this in a context that makes reasonable
adjustments to a variety of services. Further decreases to switched access would
create a revenue gap that would have to be made up by other services. Shifting this
revenue requirement to services in Basket 1 would create the need to raise rates for
basic exchange services either directly or through some additional rate element.
Shifting the revenue requirement to Basket 3 would create more risk than is reasonable.
There is a real chance that the revenue assigned to Basket 3 is unattainable at the

Settlement level so assigning even more revenue to this basket cannot be justified.

It is certainly true that switched access is a source of revenue that helps keep basic
exchange rates down. The Settlement Agreement reduces the amount of this revenue
support, but does not eliminate it. The proposed three-year plan, reduces switched
access and balances these reductions reasonably. It certainly does not go as far as the
FCC has gone in shifting revenue generation toward end users, but the FCC does not
have to address the public policy cdncerns of the State of Arizona. Reductions in
Arizona, beyond those specified in the Settlement Agreement are unwarranted at this
time. It would sirﬁply shift more revenue burden to basic exchange ratepayers than is
reasonable. In balance, the proposed plan seems to be the best compromise of the

various parties and is therefore in the overall public interest.
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Summary of Testimony
of David L. Teitzel
on behalf of
Qwest Corporation
Docket No. T-1051B-99-0105

On January 8, 1999, U S WEST (now know as Qwest Corporation) proposed a
rate design, consisting of increases to residential local exchange and other recurring
rates and decreases to prices for other services, such as Toll and Switched Access
services, supporting an increase in net annual revenues of $70.9 million. This proposal
included a request to designate wire centers in the greater Phoenix and Tucson areas
as “competitive zones”" within which all Qwest local exchange and Switched Access
services would be flexibly priced. Additionally, Qwest proposed increases to Zone
Increment charges for retail local exchange services outside the Base Rate Area to
align prices for retail loop-based services with deaveraged wholesale Unbundled
Network Element (UNE) loop prices.

The Settlement Agreement represents a reasonable compromise between Qwest
and the Arizona Corporation Commission Staff (Staff), balancing public interest
concerns of Staff with Qwest’s revenue requirement needs. Under terms of the
settlement, Qwest services are designated as falling into one of three “baskets.”

Basket One contains services classified as “basic non-competitive”, such as residential
and business local exchange services, and prices for many Basket One services are
capped at current rate levels for the three year term of the plan. Basket Two services
consist of Wholesale services, such as Switched Access and Public Access Line
services, and are addressed in the testimony of Mr. Scott Mcintyre. Basket Three
services contain retail services previously classified by the Commission as competitive
and/or are currently flexibly priced, and may be priced between the applicable price floor
and increased to generate no more than an additional $25.3 million.

! Competitive Zone pricing flexibility was intended to enable Qwest to price

competitively in wire centers in which competition now exists, thereby supporting
Qwest’'s ability to win/retain customers and generate revenues to satisfy a portion of
the identified revenue requirement.




Under terms of the Agreement, Qwest has the ability to create packages of
Basket Three services and also to design packages combining Basket One and Basket
Three services. However, Qwest is required to continue to comply with applicable
Arizona imputation and price floor rules. For any “essential” services included in the
package, Qwest is required to impute the price of the wholesale elements of those
services. The package price must also fully recover the TSLRIC of any “non-essential”
elements included in the package. [f intraLATA Toll services are included in a
package, Qwest must demonstrate that the intraLATA Toll component exceeds the
properly calculated imputation price floor. Qwest commits to continue to comply fully
with all Commission rules governing pricing of retail services.

It is important to note that the Settlement Agreement represents a compromise
between the parties on the critical issues in this Docket. Qwest has agreed to forego
local exchange rate increases in Basket 1 services and has also agreed to cap these
rates for the term of the plan. Qwest has also agreed to forego the “competitive zone”
pricing flexibility sought in its original filing, which would have enabled Qwest to flexibly
price virtually all services in the greater Phoenix and Tucson wire centers. Finally, in
view of the fact that the final wholesale UNE deaveraging order has not been issued,
Qwest has agreed to forego its proposal in this Docket to align retail local exchange
rates with deaveraged UNE loop prices.

The Settlement Agreement is a reasonable proposal, provides a strong measure
of protection for consumers against rate increases for “non-competitive” services and
enables Qwest to generate sufficient revenues to recover a portion of its identified
revenue requirement. | strongly urge the Commission to approve the Settlement as
filed.
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