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On May 4, 1999, the Applicant filed an application for a Certificate of
Convenience and Necessity (CC&N) to resell local exchange services in the State of
Arizona.

Article XV of the Arizona Constitution and the Arizona statutes governing public
service corporations give the Commission full power to regulate the State’s public service
corporations. Inherent in those powers is the authority to certificate public service
corporations to provide competitive telecommunications services and establish just and
reasonable rates for these services. The Commission has adopted rules, Title 14, Chapter
2, Article 11 of the Arizona Administrative Code (Competitive Telecommunications
Services rules), as a framework for processing applications to provide competitive
telecommunications services.

Staff reviews such applications and makes a recommendation to the Commission
that the application be approved, conditionally approved, or denied. In arriving at its
recommendation, Staff assesses the following criteria: a) sufficiency of the application, b)
technical and managerial capability of the Applicant, ¢) financial capability, d) tariff
structure, €) complaint history of the Applicant, and f) whether the Applicant’s proposed
rates will be competitive, just and reasonable.

An “X” marked in the following boxes indicates that the information filed by the
Applicant has met Staff’s requirements regarding the following criteria:

REVIEW OF APPLICANT INFORMATION

X The necessary information has been filed to process this application.

The Applicant has submitted all required informatilon, and has authority to do
business in the State of Arizona.
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TECHNICAL AND MANAGERIAL SECTION

The Applicant has sufficient technical and managerial capabilities to resell
local exchange service in the State of Arizona.

The Applicant is an indirect wholly-owned subsidiary of Concert
Communications Company, which is in turn an indirect wholly-owned subsidiary of
British Telecommunications plc (BT). BT is one of the world’s leading providers of
fixed and mobile communications services. The applicant anticipates that it will resell
the local exchange services of AT&T. Based on the applicant’s relationship with BT,
Staff has concluded that the Applicant has sufficient technical and managerial capabilities
to provide resold local exchange service.

FINANCIAL SECTION

X The Applicant has sufficient financial capabilities to resell local exchange
service in the State of Arizona.

The Applicant has provided audited financial statements of BT for the year ended
March 31, 1998. These financial statements show total assets of $26.8 billion,
stockholders’ equity totaling $17.7 billion and a net profit of $2.8 billion on revenues of
$25.6 billion. In addition, BT has submitted a letter stating that it intends to financial
backing for the applicant up to $20 million. Based on this information, Staff believes the
Applicant has adequate financial resources.

TARIFF SECTION

X The Applicant’s tariff fulfils the requirements of the Commission.

The Applicant has filed a tariff with the Commission. Staff has determined that
the Applicant’s tariff fulfils the Commission requirements.

COMPLAINT SECTION

X Complaints against the Applicant (if any) are not sufficient to deny the
application to resell local exchange service in the State of Arizona.

The Applicant has neither had an application for service denied, nor revoked in
any state. There are, and have been, no formal complaint proceedings involving the
Applicant, nor have there been any civil or criminal proceedings against the Applicant.
Consumer Services reports no complaint history within Arizona.
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COMPETITIVE SECTION
X The Applicant’s proposed rates will be competitive, just, and reasonable.

The Applicant is a reseller of services it purchases from other telecommunications
companies. It is not a monopoly provider of service nor does it control a significant
portion of the telecommunications market. - The Applicant cannot adversely affect the
local exchange market by restricting output or raising prices. In addition, the entities
from which the Applicant buys bulk services are technically and financially capable of
providing alternative services at comparable rates, terms, and conditions. Staff has
concluded that the Applicant has no market power and that the reasonableness of its rates
will be evaluated in a market with numerous competitors.

The Commission provides pricing flexibility by allowing competitive
telecommunication service companies to price their services at or below the maximum
rates contained in their tariffs as long as the pricing of those services complies with
A.A.C. R14-2-1109. The Commission’s rules require the Applicant to file a tariff for
each competitive service that states the maximum rate as well as the effective (actual)
price that will be charged for the service. Staff recommends that the Applicant’s
competitive services be priced at the rates proposed by the Applicant in its most recently
filed tariffs. In the event that the Applicant states only one rate in its tariff for a
competitive service, Staff recommends that the rate stated be the effective (actual) price
to be charged for the service as well as the service’s maximum rate. Any changes to the
Applicant’s effective price for a service must comply with A.A.C. R14-2-1109.

Minimum and Maximum Rates

A A.C. R14-2-1109.A. provides that minimum rates for the Applicant’s
competitive services are the Applicant’s total service long run incremental costs of
providing the services. The Applicant’s maximum rates should be the maximum rates
proposed by the Applicant in its most recent tariffs on file with the Commission. Any
future changes to the maximum rates in the Applicant’s tariffs must comply with A.A.C.
R14-2-1110.
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STAFF RECOMMENDATIONS

Staff has reviewed the application for a CC&N to offer local exchange service as
a reseller. Based on its evaluation of the Applicant, Staff makes the following
recommendations:

The application for a CC&N should be approved subject to any conditions listed
above and A.A.C. R14-2-1106.B.

The Applicant’s local exchange service offering should be classified as
competitive pursuant to A.A.C. R14-2-1108.

The Applicant’s competitive services should be priced at the effective rates set
forth in the Applicant’s tariffs. The maximum rates for these services should be the
maximum rates recorded in the Applicant’s tariffs. Any future changes to the maximum
rates in the Applicant’s tariffs must comply with A.A.C. R14-2-1110. The minimum
rates for the Applicant’s competitive services should be the Applicant’s long run
incremental costs of providing those services set forth in A.A.C. R14-2-1109.

The Applicant should be required to comply with the Commission’s rules and
modify its tariffs to conform to these rules, if it is determined that there is a conflict

between the Applicant’s tariffs and the Commission’s rules.

This application may be approved without a hearing pursuant to A.R.S. § 40-282.
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