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Q. Please summarize your direct testimony. 

A. In order to create a regulatory environment that is conducive to the development of 

competitive local and long distance telecommunications markets, the Arizona Corporation 

Commission must reform intrastate access charges for all of the local exchange carriers 

("LECs") operating in the state. Arizona's current access rates include rate elements that are 

priced significantly above their economic cost and recover fixed costs of the local network 

from toll providers rather than from the purchaser of local service. Consistent with the FCC 

CALLS Order,' this Commission should reduce the rates for transport and switching charges 

and shift the recovery of the loop and line card costs allocated to intrastate access to per line 

charges assessed to local service customers. These reforms are essential to prepare the inter- 

LATA toll market for re-entry of the Regional Bell Operating Companies ("RBOCs"). 

Competition in the switched access market does not exist. The provider of local exchange 

service to the end user is always the provider of the exchange access services to reach that 

customer. Since the toll provider has no choice in how to reach their toll customer, they must 

pay the rates charges by the LEC providing local exchange service to their toll customer. 

Incumbent LECs ("ILECs") access rates are regulated while the competing LECs ("CLECs") 

are not. Left unchecked, a CLEC will attempt to minimize their charges directly to the end 

user thus appearing to provide local service at a lower price than the ILEC and charge the toll 

~ ~ ~~ 

' Sixth Report and Order in CC Docket Nos. 96-262 and 94-1, Report and Order in CC Docket No. 99-249, 
Eleventh Report and Order in CC Docket No. 94-45, In the Matter of Access Charge Reform, Price Cap 
Performance Review for Local Exchange Carriers, Low- Volume Long Distance Users, Federal-State Joint Board on 
Universal Service, CC Docket Nos. 96-262,94-1,99-249,9645, FCC (rel. May 3 1,2000). 
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1 provider more of the cost of service. Therefore, The Commission should regulate the rate ~ 

~ 

2 

3 

4 

5 

levels charged by the CLECs. 

As the Commission is aware, the interstate and intrastate long distance markets are highly 

competitive. The basic characteristics of the long distance market creates pressure which 

6 

7 

8 

9 

ensures all cost savings, including access cost savings, are reflected in lower long distance 

prices charged to consumers. Therefore, Arizona consumers will directly benefit from access 

service rate reductions in the form of new product offerings and lower intrastate toll prices. 

10 11. IDENTIFICATION OF WITNESS 

11 Q. Please state your name, occupation and business address. 

12 A. My name is James A. Appleby. I am employed as a Senior Manager of Regulatory Policy 

13 for Sprintnrnited Management Company representing the interests of Sprint 

14 Communications Company L.P. (“Sprint”). My business address is 6450 Sprint Parkway, 

15 Overland Park, Kansas 6625 1. 

16 

1 7 

18 

19 

Q. Please summarize your educational background, and business experience. 

A. I graduated from Shippensburg University in 1986 with a Bachelor of Science degree in 

accounting. I became a Certified Public Accountant in the state of Pennsylvania in 1989. I 

20 have been employed by Sprint since 1989. In my current position, I am responsible for 

21 

22 

establishing and advocating regulatory policy on access and universal service issues for 

Sprint. Prior to this position, I was a Manager of Competitive Analysis responsible for 

23 assessing Sprint Local Telecommunications Division’s strategic response to the development 
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1 of competition. Prior to my positions with SprinWnited Management Company, I was 

I 2 employed by Sprint/United Telephone-Eastern. During my six years there, I worked in the 

I 3 access billing organization in various positions for the first four years. In my last two years 

I 4 at Eastern, I was the Manager of Cost Allocation and Reporting responsible for interstate 

5 

6 

7 111. PURPOSE OF DIRECT TESTIMONY 

price cap filings and regulatory reporting requirements. 

I 

8 Q. What is the purpose of your direct testimony? 

9 A. My direct testimony presents Sprint's proposal of how the Commission should reform the 

10 intrastate access services of the local exchange carriers operating in the state of Arizona. 

11 

12 IV. REFORM OF ILEC ACCESS CHARGES 

13 A. DESCRPITION OF THE CURRENT ACCESS COST RECOVERY STRUCTURE 

14 Q. Define switched access service and to whom it is sold. 

15 A. Switched access service enables long distance service providers to reach their customers via 

16 the local exchange network. The Local Exchange Carrier (LEC) provides a transmission 

17 path between the end-user and the long distance carrier for calls that originate from, and 

18 terminate to, long distance end-users. In turn the LEC charges the long distance service 

19 

20 I/ 

21 11 

22 I/ 

~ 23 I/ 

provider for these access services. 
I 
I 

I 
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Q. Which individual switched access services are provided to the long distance carrier by 

the LEC? 

A. To understand the services that the LEC is providing, you must examine the local network 

and the costs associated with providing access service. The provision of a transmission path 

between the long distance provider and the end-user requires an increase in the cost of 

several components of the telecommunications network. First, all calls require the 

establishment of a transport link between the long distance provider’s point of presence and 

the LEC’s end office switch. This link can be provided via a dedicated facility or on a shared 

use basis. This shared use facility is often called a common transport facility. These 

transport components are charged to the toll providers through minute of use and flat rate 

transport services. The link to the LEC end office may also traverse through the LEC’s 

tandem switch. If so, there is an additional increase in the usage sensitive cost of the tandem 

switch. These tandem costs are recovered through the tandem switched minute of use 

charge. In addition to the transport services, a call between the long distance provider and the 

end user increases the traffic sensitive costs of the LEC’s local switch that serves the end 

user. Again, the use of the switch is recovered through a minute of use charge called the 

local switching charge. 

Q. What other access services are necessary to provide a connection from the long distance 

provider’s point of presence to the end user? 

A. There are none. Transport, including in some cases tandem switching, and local switching 

are the only services necessary to complete or receive a long distance call through the LEC 

network. 
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Q. Do the LECs within Arizona charge other switched access charges to IXCs? 

A. Yes. In addition to switching and transport services, the LEC tariffs contain a transitional 

interconnection charge (“TIC”) and carrier common line charges (“CCLC”). 

Q. Which costs do these two services recover? 

A. The TIC rate element recovers the transport costs that were assigned to the old banded 

transport rate structure and have not been assigned to any of the new transport services after 

the transport restructure. The CCLC recovers a portion of the cost of the local loop. 

Currently, both the TIC and CCLC are applied on a minute of use basis. 

Q. Are other fixed costs that are being recovered in minute of use access charges? 

A. Yes. The cost of the line card that connects the local loop the to local switch remains in the 

local switching rate element. Like the local loop, the cost of the line card is fixed. 

Q. Is it true that the local loop and line card are used to provide a switched transmission 

path between the long distance provider and the end user? 

A. Yes. 

Q. Does the use of that loop and line card to connect a call from a long distance provider 

and an end user increase the service costs? 

A. No. These costs are incurred when the customer purchases local exchange service. The loop 

and line card costs are non-traffic sensitive costs. No incremental cost is created when the 

customer received or places a long distance call. 
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Q. Does the current intrastate access rate structure utilized by the Arizona LECs reflect 

the cost causation principles you articulated above? 

A. No. Today’s intrastate access rate structure for the Arizona LECs does not follow cost 

causation principles in following ways. First, the cost of the local loop continues to be billed 

to the interexchange carriers (“IXC”) in the form of carrier common line charges. Also, the 

line card that connects the local loop to the switch continues to be included in the local 

switching charge instead of recovered as part of the cost of the local loop. 

Q. Do the FCC’s CALLS and MAG Plan2 Orders recognize the cost characteristics of the 

10 

11 A. 

12 

13 

14 

15 

16 

17 I/ 

18 I/ 

19 I/ 

20 I/ 

21 I/ 

local loop and line card? 

Yes. The FCC has recognized that the local loop and the line card are non-traffic sensitive 

costs. Both the CALLS and MAG Plan Orders shift the recovery of line card costs to 

interstate common line basket. The FCC uses the common line basket to segregate the 

interstate revenues associated with fixed costs from usage-based revenues. With the FCC’s 

plan, these revenues are first recovered through end user flat rate charges limited by the rate 

caps. 

Fourteenth Report and Order, Twenty-Second Order on Reconsideration, and Further Notice of Proposed 
Rulemaking, In the Matter of Federal-State Joint Board on Universal Service, Multi-Association Group (MAG) Plan 
for Regulation of Interstate Services of Non-Price Cap Incumbent Local Exchange Carriers and Interexchange 
Carriers, CC Docket Nos. 96-45,00-256, FCC 01-157 (rel. May 23,2001). 

2 
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Q. Does Sprint support the changes the FCC has implemented in the CALLS and MAG 

Plan Orders? 

A. Yes. The FCC's changes more closely align the manner in which access services are charged 

with the manner in which costs are incurred. Non-traffic sensitive costs are recovered on a 

per line basis under the FCC plans. 

B. SPRINT'S ACCESS REFORM PLAN 

Q. Should the Arizona Corporation Commission allow these changes to ,e reflected in the 

intrastate access rates of the LECs? 

A. Yes. The non-traffic sensitive costs of the local loop and the line card allocated to intrastate 

access should no longer be recovered from minute of use access services billed to the IXCs. 

These costs should be recovered on a per line basis from the end user customer who caused 

the LEC to incur the costs of the loop and the line card to provide local service. The 

Commission should therefore allow the LECs to increase the rates charged for dial tone 

service. 

Q. In addition to changing the method of recovery for non-traffic sensitive costs, how 

should the TIC be reformed? 

A. As discussed above the TIC is leftover revenue that could not be assigned to a new transport 

rate element when the transport structure was modified. Since these costs could not be 

assigned to a specific transport service, the TIC rate element should no longer be charged to 

the toll carriers. 

I/ 

I/ 
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Q. What other changes are necessary to complete the reform the switched access services? 

A. The ACC should adjust the rate level of the true access services, transport and switching, 

because these services are also priced much higher than their economic cost. The rates for 

these services should be reduced to approximate the reciprocal compensation rates charged 

for termination of local traffic. The same network components are used to terminate a call 

whether that call is a local or long distance call. Therefore, there is no reason for access to be 

priced higher than local reciprocal compensation since the LEC provides the same network 

interconnection services on both calls. 

Q. Is it necessary to have the LECs submit economic cost studies to set the LECs revised 

access service rates? 

A. No. For ILECs that have abided by the rules of the CALLS Order in the interstate 

jurisdiction, the Commission could set the intrastate access service rates to equal the rates of 

the equivalent interstate access service. Sprint believes the rates that resulted from the 

CALLS Order approximate the economic cost of access service. For ILECs impacted by the 

MAG Order, intrastate service rates should also be set to mirror the corresponding interstate 

access service rates. Although the interstate rate levels resulting from the MAG Order are not 

reflective of economic cost, mirroring of the interstate rates for carriers impacted by the 

MAG Order will be a step towards bringing access service rates toward there economic rate 

level. Sprint believes all access rates should eventually be economically cost based. If any 

LEC believes their interstate rates are not an appropriate proxy for their intrastate services, 

the carrier should be entitled to produce economic cost studies for Commission review to 

prove the true intrastate service costs. 

ACC Docket No. T-00000D-00-0672 
Direct Testimony of James A. Appleby - Sprint Communications Company L.P. 

8 of 16 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. Please summarize the changes that should be implemented to reform the intrastate 

access services of the ILECs in Arizona. 

A. Line card costs should be removed from the local switching element. The carrier common 

line charge and transitional interconnection charge access rate elements should be eliminated. 

Local switching and transport services should be priced at their economic cost. The 

difference between current access revenues and the revenues that will be generated under the 

new rate structure and rate levels should be recovered on a per line basis from the purchasers 

of local exchange service. 

C. QUANTIFICATION OF THE PROPOSED CJL4NGES 

Q. Have you quantified the changes that will occur under this plan? 

A. Although Sprint does not have access to all of the information necessary to calculate the 

actual impact for all LECs, Sprint provides the following projections based on the 

information known to it. Using access service invoices Sprint pays each month, Sprint 

calculated the reduction in access charges for each LEC that would result from the full 

implementation of the Sprint proposal (Column B in Confidential Exhibit A). This amount 

was then used to forecast the total reduction in inter-LATA access charges by dividing the 

projected Sprint access reduction by Sprint's percentage of the inter-LATA market (Column 

D in Confidential Exhibit A). On Confidential Exhibit A, Sprint attempted to forecast the per 

line addition to local service rates Qwest's reported switched access lines fiom the 2001 43- 

08 ARMIS and access line information Citizens provided to Sprint are shown in Column E in 

Confidential Exhibit A. Column F divides the Qwest's and Citizen's revenue to be removed 

from access services by lines to calculate a $1.19 and $5.32 per line local rate increase using 
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Sprint's proposal, respectively. Adding Qwest's increase to the current residential local rate 

of $13.18, the resulting local service rate would be $14.37 or a 9% increase. Clearly a shift 

of slightly over a dollar a month will not make the local service rates of Qwest in Arizona 

unaffordable. Citizens' tariffs list local service rates that range from $9.40 to $15.90. The 

Commission will need to decide if $5.32 would create local service rates in Citizen's 

territories that are above an affordable level. Unfortunately, Sprint does not have access to 

the access lines for other LECs. Results for other ILECs will vary greatly. The recovery per 

line shifted to local service rates should be evaluated for each LEC. 

D. IMPACT ON ARIZONA USF 

If the magnitude of the per line increase results in local exchange service rates that are 

beyond a level the Commission determines to be affordable for the consumers, should 

the Arizona Universal Service Fund be modified? 

Yes. If the local rates that result from the implementation of access reform under a plan that 

removes all local subsidies from access rates, like Sprint's plan, are not affordable to Arizona 

consumers, Sprint supports the modification of the Arizona Universal Service Fund. Local 

service costs that can not be recovered directly from the customers because the local service 

rate that results is above an affordable level should be recovered through the Arizona 

Universal Service Fund. 
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Q. If a modification to the Arizona Universal Service Fund is necessary, what parameters 

should be use to establish the funding? 

A. The Arizona Universal Service Fund should be funded by all telecommunications providers 

doing business in Arizona. Each carrier should contribute to the fund based on intrastate 

retail end user revenues. Telecommunications providers should be required to recover their 

obligations though charges to their end users. Also, AUSF support should be portable to any 

eligible telecommunication carrier that provides the customer with local exchange service. 

E. NECESSITY OF ACCESS REFORM 

Q. Why is it important for the Arizona Corporation Commission to reform the access rates 

charged by LECs for intrastate service? 

A. Historically, access services have been priced above their incremental economic cost 

primarily to keep local service rates low so that anyone could afford local service. Access 

services were priced above the cost of access service to allow the LEC to recover the costs of 

local service not included in the local rates. In a monopoly environment, this cross 

subsidization system worked. However, the 1996 Telecommunications Act’s goal of 

promoting the development of competition in both the local and long distance markets, is 

incompatible with this system of implicit support for local service. 

Q. How does access reform relate to Qwest’s anticipated 6 271 application for its Arizona 

territory at the FCC? 

A. The intent behind Telecommunications Act of 1996 remains the cultivation of an 

environment that will allow the regional Bell operating companies to re-enter the inter-LATA 
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toll market by requiring them to open their local markets to competition. Competitive balance 

in the inter-LATA market will not last long if Qwest's prices for access services remain 

inflated with costs of local service after Qwest re-enters the inter-LATA toll market. The 

existing access subsidy system must be eliminated to maintain competition in the long 

distance market. Absent the changes Sprint proposes here, Qwest will enjoy per minute cost 

advantage over all toll competitors that have no choice by to buy access services fi-om it. 

Qwest's own cost to originate or complete a toll call will be the actual incremental economic 

cost of the switching and transport services needed to provide toll service, whereas IXCs will 

pay the higher transport and switching charges. The IXCs will also continue to pay for a 

portion of the local loop via the CCLC. These inflated input costs will diminish the IXCs 

ability to compete against the Qwest in the Arizona inter-LATA toll market. 

Q. Can you provide an example of the imbalance that could occur in the inter-LATA 

market if access subsidies are not addressed in advance of RBOC 271 approval? 

A. Yes. Comparing the cost of originating an inter-LATA intrastate toll call from a Qwest local 

customer, and assuming 6 271 approval, Sprint would pay Qwest exchange access charges 

including CCLC at $0.008122, TIC at $0.00245, and Switching and Transport at 

approximately $ 0.02, for a total of approximately $0.031 per minute. The cost to Qwest, 

however, is the actual economic cost of providing exchange access service, which does not 

include CCLC or TIC. As discussed in detail above, CCLC and TIC have no incremental 

cost when an intrastate inter-LATA call is placed. In addition, the current switching and 

transport charges are approximately $0.0145 per minute higher than Qwest's economic cost. 
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This example assumes the economic cost of Qwest's service is approximately the interstate 

minute of use benchmark set by CALLS of $.0055. Thus, Qwest has a $0.0255 (8.031 - 

3 3.0055) per minute cost advantage over Sprint on the originating side of the toll call. If the 

4 call also terminates in Qwest's territory within Arizona, Qwest's cost advantage more than 

5 doubles terminating CCLC is higher than the originating charge (.018411 vs. .008122). 

6 

7 LATA market in Arizona. 

8 

Thus, intrastate access reform is an indispensable prerequisite of Qwest's entry into the inter- 

9 Q. How should the Commission change the access charge structure in Arizona? 

10 A. Access services should always be priced to recover the incremental economic cost of the 

11 access service provided. Access services existing today that do not cause the ILEC to incur 

12 

13 providers. 

14 

incremental cost when customers place long distance calls should not be charged to the toll 

15 V. REGULATION OF CLEC ACCESS CHARGES 

16 Q. Should the Commission regulate the access services of the CLECs in Arizona? 

17 

18 

A. Yes. Sprint is concerned with the intrastate access charges CLECs have been charging. 

Although the FCC initially did not believe it was necessary to regulate rates, it addressed the 

19 reasonableness of the interstate access rate levels in the 7fh Report and Order in 96-262 

20 

21 

released April 27, 2001. In this Order, the FCC established a series of declining rate 

benchmarks to transition CLEC access rates to ILEC access levels over three years. The 

22 Arizona Commission should address the reasonable rate level of intrastate access rates 

23 charged by CLECs in this proceeding. 
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Q. Why is it important to regulate CLEC access rates? 

A. The CLEC, just like the ILEC, possesses the market power over switched access charges by 

providing the end user's local service. The provider of local service is always the provider of 

switched access service. Without restraint, the CLEC can utilize this market power to impose 

unreasonable access service prices on the end user's toll carrier. 

Q. What are your specific recommendations for CLEC access rates? 

A. It is not necessary for the Commission to regulate the access rate structure of the CLECs. 

But it is important that the average per minute access rate be regulated. CLEC access rates 

should be deemed reasonable if the average access rate does not exceed the prevailing ILEC 

average in the territory in which the CLEC is competing for local service. The average 

charge per minute should include all access charges levied by the LECs to the toll provider 

divided by minutes. CLEC should not be allowed to deceive local customers into thinking 

they are a lower cost provider that the ILEC by charging lower local exchange service rates 

to the end user while masking the additional costs through higher exchange access service 

charges to the end user's toll provider. 

VI. FLOW-THROUGH REGULATION 

Q. Please summarize Sprint's philosophy regarding flow-through of access charge 

reductions. 

A. Sprint firmly believes access flow-through is regulated by the competitive market. The 

competitive process itself will ensure Arizona consumers receive the benefits of access 

reductions through lower long distance prices. Explicit regulatory flow-through 
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requirements unnecessarily reintroduce regulatory control over long-distance prices. 

Maintaining flexibility to use varying methods of flow-through is imperative to avoid 

interference with normal market adjustments. 

Q. Please describe the characteristics of the long distance market that will ensure that 

access reductions result in lower long distance prices. 

A. The basic characteristics of a competitive market creates pressure which ensures all input 

cost savings are reflected in prices of goods provided to consumers. This is very true of 

access services in the long distance market. Each provider will have the incentive to use their 

input cost reductions to capture a larger market share by offering customers better services at 

lower prices. If a long distance provider chooses not to reduce prices to reflect the full 

amount of the decrease in access cost, that carrier will lose customers. As such, pricing 

decisions in a competitive marketplace should be business decisions on the part of the 

carriers, with little or no regulatory intervention. Each carrier should be given the freedom 

and flexibility to adjust rates and introduce new products, which allows them to compete to 

the greatest extent possible within the long distance market. 

VII. ACCESS REFORM AND QWEST'S PRICE CAP PLAN 

Q. How can the Sprint proposal for access reform and Qwest's Price Cap Plan be 

incorporated together? 

A. The Qwest Price Cap Plan and the reform of the intrastate access services as proposed by 

Sprint can coexist. Sprint's plan will simply shift the recovery of the carrier common line 

charge and transitional interconnection charge to services charged to the end user. Therefore, 

ACC Docket No. T-00000D-00-0672 
Direct Testimony of James A. Appleby - Sprint Communications Company L.P. 

15 of 16 



I 
, 

,- 

1 

2 

3 

4 

I 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I 

I 

the reductions fiom Qwest's obligation to reduce revenue $5 million per year should be 

realized by Qwest's end user through the services they purchase instead of by IXCs via 

intrastate switched access rates. 

VIII. SUMMARY OF DIRECT TESTIMONY 

Q. Please summarize your direct testimony. 

A. To facilitate local and long distance competition, the intrastate switching and transport 

services provided by LECs operating in the state of Arizona should reflect the economic cost 

of the service. The fixed costs of the local loop and the line card should be removed for the 

access rate structure. The revenue differential for switching and transport services and the 

loop and line card fixed costs should be recovered through per line charges to the purchasers 

of local exchange service. If the resulting local rates are not affordable to Arizona customers, 

the amount above the affordable rate level should be provided via a universal service fund. 

Support for the AUSF fund should be provided by all telecommunications carriers on the 

basis of their intrastate end user revenues. These access reforms are necessary to facilitate 

balanced competition in the inter-LATA toll market after the RBOC is authorized to re-entry 

the market. CLEC access rates should be limited to the rates of the competing ILEC. Due to 

the competitive nature of the long distance market, the resulting access rate reductions will 

be passed on to Arizona customers via reduced toll rates and new toll products. 

Q. Does this conclude your direct testimony? 

A. Yes. 
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