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P urs ua nt to the  P roce dura l Orde r e nte re d in the s e  docke ts  da te d Nove mbe r 28, 2007,

12 AT&T Communications of the Mountain States, Inc. and TCG Phoenix (collectively referred to

54:8
5.98

83%

5 4
13 as "AT&T") file these reply comments on access charge reform and possible revisions to the

14 Arizona Universal Service Fund ("AUSF") Rules.

15 INTRODUCTION

1 6 A variety of parties, including Qwest, rural incumbents, competing local exchange

17 carriers, interexchange carriers and the Residential Utility Consumers Office ("RUCO"), filed

18 ope ning comme nts  cove ring a  wide  ra nge  of is s ue s  on a cce s s  cha rge  re form a nd the  AUS F.

19 Thos e  comme nts  indica te  s e ve ra l importa nt a re a s  of cons e ns us . Firs t, with re s pe ct to the  ne e d

20 for a cce s s  cha rge  re form, the re  is  ne a rly unive rs a l a gre e me nt tha t the  pre s e nt intra s ta te  s witche d

21 a cce s s  cha rge s  a re  too high. And, with re s pe ct to the  ma nne r in which a cce s s  cha rge s  s hould be

22 re forme d, no one  dis pute s  tha t the  cos ts  of intra s ta te s witched acces s  s e rvice s  a re  the same as the

23 cos ts  of the  corre s ponding inte rs ta te s witche d a cce s s  s e rvice s . Thus , re ducing intra s ta te
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1 switched access charges to mirror the  ra tes  and structure  for the ir intersta te  counterparts  (as

2 AT&T and severa l other parties  suggest) represents  an indisputably reasonable  s tep towards

3 access  cha rge  re form. The  Commiss ion should accordingly ins titute  proceedings  to more  fully

4 develop a  record and reach a  decision on this  and other proposed reforms.

5 Timing to the  AUSF, seve ra l pa rtie s  agree  tha t explicit AUSF subs idie s  should be  used

6 to compensa te  loca l exchange  ca rrie rs  for a t leas t pa rt of the  loss  of implicit subsidies  tha t would

7 result from access  charge  re form. Qwest presents  a  reasonable  middle  ground, under which

8 incumbent loca l exchange  carrie rs  would be  a llowed to increase  re ta il loca l exchange  ra tes  up to

9 an a ffordable  "benchmark" leve l se t by the  Commiss ion, with AUSF support limited to

10 compensating those  carrie rs  for losses not a lready recovered through the  increase  in re ta il ra tes .

11 The  specific de finitions  and de ta ils  for implementing revis ions  to the  AUSF should be  the

12 subject of further comments  and/or proceedings.

13 Given the  leve l of agreement demonstra ted by the  comments , AT&T suggests  tha t the

14 Commiss ion give  the  partie s  90 days  to re fine  and discuss  the ir positions  with others , in an e ffort

15 to reach further consensus. Firs t, the  parties  should be  given 60 days to discuss  procedura l and

16 substantive  issues  concerning both the  AUSF and access  charge  issues . Following tha t initia l

17 60-day pe riod, AT&T recommends  tha t the  Commiss ion schedule  two workshops  for the  April

18 2008 time  frame . The  Commiss ion could then se t a  Procedura l Confe rence  for ea rly May, so

19 tha t S ta ff and the  parties  can outline  the  results  of the  discussion and workshop process and

20 present the ir recommendations  to the  Adminis tra tive  Law Judge  on how best to proceed.
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1 DISCUSSION

2 1. Access Charge Reform Questions

3 Ne a rly a ll pa rtie s -including incumbe nt LECs  tha t cun'e ntly re ce ive  re ve nue s  from

4 intrasta te  switched access  charges-agree  tha t those  charges  a re  presently too high and conta in

5 subs ta ntia l implicit subs idie s . "ALECA re comme nds  tha t the  Commiss ion pe nni its  me mbe r

6 companies  to bring the ir s ta te  switched access  ra tes  into equa lity with the ir inte rs ta te  ra tes .75

7 ALECA Comments , a t 1. Qwes t a lso "supports  access  re form," and ma inta ins  tha t "[r]a te

8 re s tructuring will enhance  the  long-te rm hea lth of the  indus try." Qwes t Comments , EX. B, a t 1

9 (Ques tion 1). Likewise , Time  Wate r s ta te s  (a t 1, 2) tha t "switched access  ra te s  in Arizona  a re

10 s till price d fa r a bove  cos t" a nd urge s  tha t "[t]he  Commiss ion should move  quickly to ... re form

l l the  access  subsidy system." Verizon observes tha t "many carrie rs ' intrasta te  access  charges a re

12 substantia lly higher than those  of Qwest" and accordingly "agrees  tha t access  reductions  would

13 be  a ppropria te  in Arizona ." Ve rizon Comme nts , a t 3-4, 5. RUCO s ta te s  (a t 1) tha t "it would be

14 reasonable  for the  Commission to investiga te  opportimities  to reduce  access  charges.77

1 5 It would be  virtua lly impossible  to dispute  the  need for intras ta te  switched access  charge

16 re fonn given two undisputed facts . No one  a rgues  with the  premise  tha t the ra tes  charged for

17 intrasta te  switched access  a re  much higher than corresponding inte rs ta te  ra tes . And no one

18 disputes tha t the costs of intrasta te  switched access are  the  same as the  corresponding inte rs ta te

19 costs : a  point tha t the  Commiss ion specifica lly asked the  partie s  to address  in the ir comments .

20 Given these  facts , it is  se lf-evident tha t (i) the  ra tes  for intrasta te  switched access  should be

21 reduced and (ii) reducing those  ra tes  to the  leve l and s tructure  of the  corresponding inte rs ta te

22 charges  would be  a  reasonable  s tep towards  intras ta te  switched access  charge  re form. AT&T,

23 ALECA a nd Time  Wa te r a dvoca te  this  a pproa ch.
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Access  ra te  re form would not require  the  Commiss ion to pe rform cost s tudies  the  way

2 Integra  sugges ts  (a t 4-5, 8). The  amount of implicit subs idy in Arizona  access  ra tes  is  mass ive

3 or, a s  ALECA puts  it (a t 3), "[w]he the r or not cla ss ified a s  subs idie s , the re  is  little  ques tion tha t

4 the  contribution from switched access  charges  de frays  a  la rge  portion of the  cos ts  ALECA's

5 member companie s  incur supplying bas ic loca l exchange  se rvice  in rura l Arizona ." The

6 Commiss ion need not ca lcula te  and e limina te  eve ry la s t penny of tha t contribution. Ra the r, the

7 Commission should take  a  measured s tep to reduce  the  amoLult of the  contribution by reducing

8 intrasta te  switched access ra tes  to the  leve l and structure  of federa l ra tes  and then a llow carrie rs

9 to recover the  reduction through restructuring of loca l exchange  ra tes  and, in some cases , through

10 e xplicit subs idie s  from the  AUSF. Thus , ALECA corre ctly "be lie ve s  it is  not only unne ce ssa ry

11 but a lso counte rproductive  to a tte mpt to qua ntify implicit subs idie s ." ALECA Comme nts , a t 6

12 Verizon s imila rly recommends  (a t 4) tha t the  Commiss ion "need not (and should not) engage  in

13 the  time-consuming, anachronis tic process  of trying to eva lua te  each ca rrie r's  'cos t' of providing

14 access  se rvice" and Time Warner agrees  (a t 5) tha t "[t]he  Commission would not need to

15 undertake  a  comprehensive  ra te  proceeding

1 6 Only one  party, Integra , objects  to access  charge  re form, and it only objects  to such

17 re form "a t lea s t a s  applied to compe titive  loca l exchange  ca rrie rs  (CLECs)." Integra  Comments

18 a t 3. As  AT&T showed in its  opening comments , however, the re  is  ample  reason to re form

19 CLEC access  charges  as  well as  ILEC access  charges . The  only question is  whether to re form

20 CLEC ra tes  now, a long with ILEC ra tes , or open a  second proceeding. In no case  should CLEC

21 access  charge  re form be  de layed indefinite ly

22 The access  re forms developed in this  proceeding a lso should apply to Qwest, though

23 perhaps  on a  s lightly diffe rent time table  than they apply to othe r pa rtie s . Qwest be lieves  tha t

24 4



1 lowering switched access  ra tes  promotes  e fficient competition in the  long dis tance  marke t and

2 reduces  a rbitrage  opportunitie s . Qwest Comments , Ex. B, p. 1. Qwest, moreover, a lready

3 envis ions  tha t such re forms should apply to it a s  we ll a s  othe rs : "For example , Qwest may be

4 able  to reduce switched access ra tes to FCC levels , and do so by increasing other service  ra tes or

5 e s tablishing one  fla t ra te  cha rge ." Qwes t Comments , Ex. B, p. 2. It would be  adminis tra tive ly

6 inefficient not to apply the  re forms adopted here  to Qwest

AT&T unders tands  tha t Qwest's  implementa tion of such re forms may have  to be  de layed

8 somewhat because  Qwest now is  opera ting under a  price  regula tion plan tha t will not expire  until

9 March 2009. A necessa ry de lay in implementa tion, however, does  not mean tha t the

10 Commission cannot develop an access  charge  policy in this  phase  of the  proceeding tha t is

11 applicable  to Qwest upon the  expira tion of its  current price  regula tion plan. The  Commiss ion

12 can and should include  a  finding in its  decis ion in this  proceeding tha t the  access  re forms

13 adopted apply to Qwest upon the  expira tion of Qwest's  current price  regula tion plan

Univers a l Service  Is s ues

Genera lly, the  commenting parties  agree  tha t any reductions to intrasta te  switched access

16 charges as  a  result of the  above-described reforms should be  revenue  neutra l: tha t is , tha t the

17 affected carrie rs  should be  a llowed an opportunity to make  up the  loss  of revenues through

18 increases  in ra tes  for other se rvices , through explicit subsidies  from the  AUSF or through some

19 combina tion of the  two. The  comments  diffe r ma inly in the  recommended a lloca tion be tween

20 ra te  increases  and AUSF subsidies . At one  end of the  spectrum, Verizon a rgues  (a t 7) tha t "[t]he

21 Commission should not use  AUSF funds to make  up revenues lost from access  charge  re form

22 and recommends  (a t 5) tha t the  Commiss ion ins tead a llow a ffected LECs to "propose  re ta il ta riff

23 changes  to offse t these  los t revenues ." At the  othe r end, "ALECA recommends  the  Commiss ion

24 5



1 permit its  members  to recover from the  AUSF the  full amount of foregone  intras ta te  access

revenue  produced by access  re fonn." ALECA Comments , a t 4. RUCO supports  "the  gene ra l

3 concept of phasing down the  [Carrie r Common Line  charge] and expanding the  role  of the

4 AUSF" but does  not recommend a  dolla r-for-dolla r offse t, s imila rly, RUCO appea rs  to

5 acknowledge  some need for increases  in other ra tes  "without necessarily increasing [those] ra tes

6 on a  dolla r-for-dolla r ba s is ." RUCO Comme nts , a t 6.

7 Qwest's  comments propose  a  middle  ground tha t serves as  a  reasonable  s tarting point.

8 Qwest recommends  (Ex. A, a t 5-6) tha t the  Commiss ion de te rmine  a  re ta il ra te  a ffordability

9 benchmark and a llow LECs to (i) recover access  revenue  reductions  through increases  to loca l

10 exchange  ra tes  up to the  benchmark and (ii) recover any remaining access  ra te  reductions from

11 the  AUSF. The  Commission should consider us ing this  ba lanced approach as  a  base line  for

12 furthe r discuss ion to de te rmine  the  de ta ils  of AUSF revis ions . At the  same  time , the  pa rtie s  can

13 discuss and possibly agree  upon the  de ta ils  of AUSF procedures.

1 4 Two specific is sues  warrant specia l mention he re . Firs t, AUSF support should be  limited

15 to ca rrie rs  mee ting a  specific se t of crite ria , including a  requirement tha t the  ca rrie r accept the

16 obliga tion to se rve  a s  a  "ca rrie r of la s t re sort" ("COLR"): tha t is , the  requirement to be  ready

17 and able  to provide  a  specified leve l of bas ic se rvice  to a ll customers  in its  des igna ted a rea . The

18 COLR unde rtakes  the  core  function of providing truly unive rsa l se rvice , othe r provide rs  s imply

19 serve  the  customers  they deem to be  profitable . Giving other ca rrie rs  the  same support tha t

20 COLRs rece ive -without requiring them to unde rtake  the  same  obliga tion to be  ready to se rve

21 a ll cus tome rs -is  not "compe titive ly ne utra l." To the  contra ry, it unfa irly dis a dva nta ge s  the

22 COLR, a  re sult fundamenta lly a t odds  with promoting unive rsa l se rvice  and with the  critica l role

23 tha t the  COLR plays  in achieving and ma inta ining unive rsa l se rvice .

24 6



The second issue  re la tes to possible  changes to the  methodology for assessing AUSF

2 contributions . As  AT&T e xpla ine d in its  ope ning comme nts , the  e xis ting AUS F contribution

3 methodology may impose  disproportiona te  burdens  on some  se rvice  provide rs . Currently, the

4 AUSF rule s  specify tha t one -ha lf of AUSF funding is  to be  home  by "Ca tegory 1" provide rs

5 (la rge ly loca l exchange  carrie rs  and wire less  carrie rs) on the  basis  of access  lines  and

6 inte rconnecting trunks , re spective ly, and one -ha lf of AUSF funding is  to be  borne  by

7 "Ca tegory 2" se rvice  provide rs , i.e ., provide rs  of intra s ta te  toll se rvice  (or othe r se rvice  provide rs

8 as  pe rmitted under R14-2-1204(B)(3)) on the  bas is  of intra s ta te  toll revenues .' Thus , the

9 contribution methodology varies  depending on the  type  of se rvice  provider and se rvice

10 Moreove r, the  50-50 a lloca tion of AUSF funding re spons ibility may bea r no re la tionship to the

11 provide rs ' le ve l of a ctivitie s  in Arizona  re la tive  to one  a nothe r. The  Commiss ion should

12 accordingly cons ide r a  broade r, and more  compe titive ly neutra l, funding me thodology. As  a  firs t

13 s tep, the  Commiss ion could follow the  FCC's  current approach, unde r which a ll contributions

14 would be  assessed on the  basis  of re ta il te lecommunica tions revenues. Further. the  FCC is

15 currently considering a  change in the  federa l assessment methodology, under which assessments

16 would be based on te lephone numbers and connections (as opposed to re ta il revenues, as is

17 currently the  case ). Both Qwest (Ex. A, a t 11) and Verizon (a t 6) sugges t tha t the  Commiss ion

18 follow suit if the  FCC adopts such a  change, so as to ensure  consistency between sta te  and

19 fede ra l funding and to provide  for s imple r adminis tra tion. AT&T agree s  tha t the  Commiss ion

20 should adopt such a  revis ion to the  assessment methodology if the  FCC makes tha t revis ion a t

21 the  fede ra l leve l

22

See R14-2-1204



CONCLUSION

For the  reasons  se t forth above , AT&T respectfully recommends  tha t the  Commiss ion

3

4

5

(i) give  the  parties  60 days to discuss  the ir positions amongst each other and a ttempt to reach

furthe r consensus , (ii) provide  for two workshops  to be  he ld in April 2008 and (iii) schedule  a

Procedura l Confe rence  for May 2008, a t which S ta ff and the  parties  would discuss  the  results  of

6 the ir discussions and workshops and present recommendations to the  Adminis tra tive  Law Judge

7 on the  most appropria te  and e fficient way to proceed

8 RESPECTFULLY SUBMITTED this  4111 day of February, 2008

9 Isabe lle  Sa lgado
Gregory Castle
AT&T NE VADA
645 East P lumb Lane . B132
P .O. Box 11010
Reno. Nevada  89520

and

GALLAGHER & KENNEDY. P .A

B y
e e l M. Gra nt

2575 East Camelback Road
P hoe nix. Arizona  85016-9225

De me trios  G. Mitropoulos
MAYER BROWN LLP
71 S outh Wicke r Drive
Chica go, Illinois  60606

Attorne ys  for AT&T Communica tions  of the
Mounta in S ta tes . Inc. and TCG Phoenix
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