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Time Warner Telecom of Arizona, LL.C submits the following initial comments
pursuant to the procedural order dated November 28, 2007. These comments briefly
identify broad principles that are relevant to the Commission’s work in amending the
Arizona Universal Service Fund rules (“AUSF rules™) and eliminating access charge
subsidies. - As discussed in greater detail below, Time Warner Telecom recommends that
a workshop process be used to effectively frame and implement policies designed to
reduce access charges and create a narrowly targeted explicit subsidy for high cost loops.
L Process

a. Timing

The Commission should move quickly to implement revisions to the AUSF and

reform the access subsidy system. The access subsidies flowing to incumbent carriers are
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harmful to competition. Consumers are gravitating to wireless providers in record
numbers to avoid paying access subsidies.! This market distortion limits competition and
reduces available alternatives for consumers. Time Warner Telecom recommends that a
phased-in access reduction begin this calendar year, with a parallel process for revising
the AUSF rules to create an effective explicit subsidy which will replace (where needed)
subsidies reduced by access reform.

b. Workshop Format

Time Warner Telecom recommends that a workshop format be used that would
begin soon after the exchange of comments. Interested parties could attend the
workshops in person or choose to be represented by subject matter experts, consultants,
in-house industry experts, in-house counsel or retained counsel. In other words, parties
could choose the most cost-effective method for their participation. Staff would facilitate
these meetings and set the agenda, but would propose specific rule amendments or
solutions only after the initial workshop discussion.
IL Guiding Principals

a. Elimination of Implicit Subsidies

Section 254 of the Telecommunications Act of 1996 (“Telecom Act”) provides
that all universal service subsidies should be explicit. 47 U.S.C. § 254(e). Today, more
than a decade after passage of the Telecom Act, switched access rates in Arizona are still
priced far above cost and deliver to Qwest a remarkable implicit subsidy. These implicit

‘ subsidies harm all competition insofar as they motivate market participants to rely on

profit that is not otherwise associated with a productive market activity or product. In

other words, a subsidized profit directly hinders a carrier’s ability to develop and offer

! See Trends in Telephone Service, FCC Report issued February 2007, § 15.3.
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new and innovative products. From a competitor provider’s perspective, this public
subsidy gives the incumbent carrier an immediate and sizeable advantage in the market.
The Commission has heard repeatedly from competitors (and IXEs) that access reform is
needed.> What was predicted in those comments filed in this docket years ago has come
to pass. Arizona has diminished competition, distorted prices for other
telecommunications services, and suppressed demand for intraLATA toll.

Time Wamer Telecom recognizes that access reduction will require a phase-in
period, and recommends that the phase-in period be no longer than the three year
transition period utilized by the FCC in similar proceedings. See e.g. Access Charge
Reform, Seventh Report and Order and Further Notice of Proposed Rulemaking, 16
F.C.C.R. 9923, 9941 (2001). Consistent with this approach, the Commission should
adopt an initial access rate and a final access rate. The initial access rate would be
implemented within 180 days of the decision in this case. Thereafter, access would be
reduced one-year following adoption of the order with a second reduction at the two year
mark. Each reduction would total one third of the delta between the initial access rate
and the final access rate. A final reduction (feaching the final rate) would occur on the
three-year anniversary of the decision. This transition period would allow access
recipients time to adjust their business models and the industry time to implement
revisions to the ASUF.

b. Use of Explicit Subsidies

Time Warner Telecom agrees that explicit subsidies may be necessary to

guarantee basic telephone service to customers in rural, low density areas. Any such

> See e.g. Testimony filed in Docket No. T-00000D-00-0672 by competitive local
exchange carriers on July 3, 2002, November 18, 2004, January 12, 2005.
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subsidy should be: (1) competitively neutral, (2) narrowly targeted and (3) broadly
funded. A competitively neutral subsidy treats various contributors to the fund equally.
All providers contribute to the fund and no single group of providers contributes a

‘ disproportionate share. A competitively neutral subsidy is also portable. Time Warner

Telecom recommends that the AUSF rules be revised to allocate support to a carrier on a
per line basis so that any AUSF support goes with the customer if the customer switches
to another provider. Guarantying a set level of support to a carrier, regardless of
customer retention, is not competitively neutral.

Any explicit subsidy should also be narrowly targeted. Specifically, this means
that the subsidy should provide funding for basic telecommunications in low income
households and should support high cost loops where needed. Time Warner Telecom
would oppose use of a subsidy for a wider array of communications or information
services. Finally, any explicit subsidy should be broadly funded, meaning that it receives
contributions from the largest possible pool of telephone service providers. As
mentioned above, the explicit subsidy discussed here could take the form of the AUSF
with modifications.

c. Market Conditions

Explicit subsidies, which include the AUSF, should only be available when the

needs of end-users cannot be met by the market.

d. No Constraints
Time Warner Telecom recommends that the Commission impose no constraints
on the technical means a carrier might employ in providing basic local exchange

telephone service. Advances in the coming decade may make wireless connectivity the

most efficient and cost-effective means for reaching rural Arizona with basic telephone




service. Amendments to the AUSF rules should allow broad latitude in how high-cost
rural end-users are served. This latitude may require redefining the “basic local exchange
telephone service.” A.A.C.R14-2-1201(6).

e. The CLC Charge (Common Carrier Line Charge)

If the Common Carrier Line Charge is retained in Arizona as an explicit subsidy,
it should have the explicit subsidy characteristics discussed above.
III. Commission Authority to Reduce Access Expeditiously

The Commission would not need to undertake a comprehensive rate proceeding
before reducing the access subsidies received by Qwest. Section 3 of the Arizona
Constitution gives the Commission broad discretion to “prescribe . . . just and reasonable
rates and charges to be made and collected, by public service corporations within the

state for service rendered therein.” See Arizona Corp. Comm’n v. State ex rel. Woods,

171 Ariz. 286, 294, 830 P.2d 807, 815 (1992) (courts defer to “the Commission’s
determination of what regulation is reasonably necessary for effective ratemaking”).
While the Commission has an affirmative constitutional duty to determine fair
value in connection with prescribing rates and charges, the Arizona Supreme Court has
already held that the presence of a competitive market may impact the manner in which
the Commission exercises that constitutional duty. See US West Communications, Inc. v.

Arizona Corp. Comm’n, 201 Ariz. 242, 246, 4 19, 34 P.3d 351, 355 (2001) (“In such a

climate, there is no reason to rigidly link the fair value determination to the establishment

of rates.”) In US West v. ACC, the court examined whether competitive local exchange

carrier (“CLEC”) rates were necessarily subject to rate-of-return regulation and based its

conclusion (“no”) on the presence of a competitive environment. So too, in a truly

competitive market, the Commission could shift resources away from a contested rate-of-




return proceeding and instead facilitate an abbreviated proceeding wherein parties reach a
stipulated agreement on the fair value of the incumbent carrier’s plant and stipulate to a
rate of return. With those “constitutionally mandated” steps resolved through stipulation,
the parties could direct resources and energy to designing and implementing an access
reduction timetable and updated ASUF rules. This proceeding would be very similar to
the meetings and negotiations which lead up to Commission approval of Qwest’s
Renewed Price Regulation Plan in 2006. (Commission Decision No. 68604). The
incumbent carrier would not make a full rate case filing under A.A.C. R14-2-103, and the
Commission’s evaluation of Universal Service support would be made against the
backdrop of the existing competitive telecommunications environment.>

Time Warner Telecom appreciates the opportunity to submit these comments and
looks forward to participating in discussions that will lead to an updated Universal

Service Fund plan for Arizona.

Respectfully submitted this 7% day of January 2008.

OSBORN MALEDON PA
Jo . Burke

2929 North Central, Ste. 2100

Phoenix, Arizona 85012

(602) 640-9356

jburke@omlaw.com

Attorneys for Time Warner Telecom of

Arizona, LLC

> Where competitive alternatives have not yet developed, the proceeding to adjust access
revenues would reflect the fact that the rate of return required by the provider may be the
central issue.
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Original and fifteen (15) copies of
the foregoing were filed this 7 day of
January 2008 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing hand-delivered this
7™ day of January 2008 to:

Jane Rodda

Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Mr. Ernest Johnson, Director
Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007-2996

Maureen Scott, Esq.

Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007-2996



Copies of the foregoing mailed
this 7™ day of January 2008 to:

Scott Wakefield, Chief Counsel
Residential Utility Consumer Office
1110 West Washington, Suite 220
Phoenix, AZ 85007
swakefield@azruco.gov*

Norm Curtright

Qwest Corporation

20 East Thomas Road, 16 Floor
Phoenix, Arizona 85012

Reed Peterson

Qwest Corporation

20 East Thomas Road
16" Floor

Phoenix, Arizona 85012

Michael M. Grant
Gallagher & Kennedy

2575 East Camelback Road
Phoenix, AZ 85016
mmg@gknet.com*
Attorneys for AT&T

Dan Foley

Gregory Castle

AT&T Nevada

645 E. Plumb Lane, B132
PO Box 11010

Reno, NV 89520
dan.foley@att.com*
gc1831@att.com*

Joan S. Burke

Osborn Maledon, PA

2929 North Central Avenue, Suite 2100
Phoenix, AZ 85012
jburke@omlaw.com*

Attorneys for Time Warner Telecom

Michael W. Patten

Roshka DeWulf & Patten, PLC
One Arizona Center

Phoenix, AZ 85004
mpatten@rdp-law.com*

Jeffrey Crockett

Bradley S. Carroll

Snell & Wilmer, LLP
One Arizona Center
Phoenix, Arizona 85004
Attorneys for ALECA
jerocket@swlaw.com*
bearroll@swlaw.com*

Charles H. Carrathers, 111

General Counsel, South Central Region
Verizon, Inc.

HQEO3HS2

600 Hidden Ridge

Irving, Texas 75015-2092
chuck.carrathers@verizon.com*

Arizona Dialtone, Inc.

Thomas W. Bade, President

717 W. Oakland St.

Chandler, Arizona 85226
Tombade@arizonadialtone.com*

OrbitCom, Inc.

Brad VanLeur, President
1701 N. Louise Ave.
Sioux Falls, SD 57107
bvanleur@svtv.com

Arizona Payphone Association
c/o Gary Joseph

Sharenet Communications
4633 West Polk Street
Phoenix, Arizona 85043
garyj@nationalbrands.com*




Lyndall Nipps

Vice President, Regulatory

Time Warner Telecom

845 Camino Sur

Palm Springs, CA 92262
Lyndall.Nipps@twtelecom.com*

Dennis D. Ahlers

Associate General Counsel
Eschelon Telecom, Inc.

730 Second Avenue, Suite 900
Minneapolis, MN 55402
ddahlers@eschelon.com

Dennis D. Ahlers

Associate General Counsel
Integra Telecom, Inc.

730 Second Avenue, Suite 900
Minneapolis, MN 55402
ddahlers@eschelon.com

Thomas Campbell
Michael Hallam

Lewis and Roca LLP

40 North Central
Phoenix, Arizona 85004
tcampbell@lrlaw.com*
mhallam@]Irlaw.com*
Attorneys for Verizon

By: W‘N\W

Arizona Payphone Association
c/o Gary Joseph

Sharenet Communications
4633 West Polk Street
Phoenix, Arizona 85043
garyj(@nationalbrands.com*

Nathan Glazier

Regional Manager

Alltel Communications, Inc.
4805 E. Thistle Landing Dr.
Phoenix, Arizona 85044
Nathan.glazier@alltel.com*

Mark A. DiNunzio

Cox Arizona Telecom, LLC
1550 West Deer Valley Road
MS DV3-16, Bldg C
Phoenix, AZ 85027
mark.dinunzio@cox.com*

Mr. Christopher Kempley, Chief Counsel
Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Mr. Ernest Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007




