
II IILIMIIoIILIQI16//QILQIIIIII1IIIHIIIIHHHIHII IH!ORIGINAL
MEMORANDUM

lx

r

AZ

I;

0{lE€ ftTO: Docket Control

FROM: o( Thomas M. Broderick
Director
Utilities Division

1

i

r

{ E

I !""r *1 I* x

; 4. Qs3 ' i i '~*

DATE: March 4, 2016

RE: IN THE MATTER OF THE APPLICATION OF VODAFONE US INC.,
D/B/A/ VODAFONE AMERICAS FOR APPROVAL OF APPLICATION FOR
CERTIFICATE OF CONVENIENCE AND NECESSITY TO PROVIDE
INTRASTATE TELECOMMUNICATIONS SERVICES. (DOCKET no. T-
20915A-14-0317)

Attached is the Staff Report for the above referenced application. The Applicant is seeking
Commission approval to provide the following services:

Resold Long Distance Services

Facilities-Based Long Distance Services

Resold Local Exchange Services

Facilities-Based Local Exchange Services

Access Services

Staff is recommending approval of the application with conditions.
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1. INTRODUCTION

On August 29, 2014, Vodafone US Inc., d/b/a/ Vodafone Americas ("Vodafone" or
"Applicant") filed an application for a Certificate of Convenience and Necessity ("CC&N") to
provide resold and facilities-based long distance, resold and facilities-based local exchange and
access telecommunications services on a statewide basis in Arizona. The Applicant petitioned the
Arizona Corporation Commission ("ACC" or "Commission") for a determination that its proposed
services should be classified as competitive.

Staffs review of this application addresses the overall fitness of the Applicant to receive a
CC&N. Staffs analysis also considers whether the Applicant's services should be classified as
competitive, if the Applicant's initial rates are just and reasonable and if approval of the Applicant's
CC&N should be conditioned.

2. REQUESTED SERVICES

Vodafone's CC&N application requested statewide authority to provide resold and facilities-
based long distance, resold and facilities-based local exchange and access telecommunications
services. Staff reviewed the Applicant's amended tariff that listed the proposed rates, charges,
prices, terns and conditions for service to business customers.

3. TECHNICAL CAPABILITY TO PROVIDE THE REQUESTED SERVICES

Vodafone is a privately held, foreign limited liability corporation organized under die laws of
Delaware, headquartered at 560 Lexington Avenue, 9th Floor, New York, New York 10022. The
Applicant requests the authority to provide resold and facilities-based long distance and resold and
facilities-based basic local exchange telecommunications services to enterprise business customers in
Arizona. Vodafone currently has three employees located in Arizona.1 Customer service for
Arizona customers will be served by customer call centers located in Atlanta, Georgia and Cebu,
Philippines

Vodafone currently has authority in eighteen (18) jurisdictions to operate as a provider of
competitive local exchange services and interexchange services with pending applications in one (1)
jurisdiction.4 Vodafone also has authority in one (1) jurisdictions to operate as a provider of
competitive local exchange services only and one (1) jurisdictions to operate as a provider of
interexchange services only. Vodafone's five top executives have a combined total of over 61 years
of experience in the telecommunications industry.7

1 Vodafone's Response to Staff Data Request STF 1.2.

z Supplemental response to Staff Data Request STF 1.1(a).

5 Colorado, Connecticut, Georgia, Illinois, Maryland, Massachusetts, Mississippi, Minnesota, Missouri, New jersey, New
York, North Carolina, Ohio, Pennsylvania, Tennessee, Texas, Virginia and Washington.

4 California.

5 Florida.

6 Delaware.
7 Supplemental response to Staff Data Request STP 1.6.
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Based on the above information, Staff believes Vodafone possesses the technical capabilities
to provide the services it is requesting the authority to provide in Arizona.

4. FINANCIAL CAPABILITY TO PROVIDE THE REQUESTED SERVICES

The Applicant provided unaudited financial statements for the twelve months ending March
31, 2014, and twelve months ending March 31, 2015. The unaudited f inancial statements as of
March 31, 2014 list total assets of $38,860,000; negative total equity of $33,666,000; and a net
income of $4,526,000 The unaudited financial statements ending March 31, 2015, list total assets of
$112,844,000; total equity of $48,883,000; and a negative net income of $31,133,000 The Applicant
did not provide notes related to the Financial statements.

5. ESTABLISHING RATES AND CHARGES

The Applicant would initially provide service in areas where an incumbent local exchange
carrier ("ILEC"), along with various competitive local exchange carriers ("CLECs") and
interexchange carriers are providing telephone service. Therefore, die Applicant would have to
compete with diode providers in order to obtain subscribers to its services. The Applicant would be
a new entrant and would face competition from both an incumbent provider and other competitive
providers in offering service to its potential customers. Therefore, the Applicant would generally
not be able to exert market power. Thus, the competitive process should result in rates that are just
and reasonable.

Both an actual rate and a maximum rate may be listed for each competitive service offered.
The rate charged for a service may not be less than the Applicant's total service long-run incremental
cost of providing the service pursuant to A.A.C. R14-2-1109. The rates proposed by this filing are
for competitive services. In general, rates for competitive services are not set according to rate of
return regulation. In response to section B-4 of its application, the Applicant provided an estimated
net book value or fair value rate base at the end of its first 12 months of operation of zero (80).

On November 19, 2015, Vodafone submitted amended Arizona Tarif f  No. 1, replacing
proposed Tariff No. 2, to support its application. Staff has reviewed these rates and believes they
are comparable to die rates charged by CLECs, ILECs and major long distance carriers operating M
the State of Arizona. The Applicant's rates and charges are also comparable to the rates and charges
the Applicant charges in other state jurisdictions. The rate to be ultimately charged by the Applicant
will be heavily influenced by the market. Therefore, while Staff considered the fair value rate base
information submitted by the Applicant, the fair value rate base information provided was not given
substantial weight in this analysis.
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6. LOCAL EXCHANGE CARRIER SPECIFIC ISSUES

Issues related to the provision of Local Exchange service are discussed below.

6. 7 Number Porlubiégf

The Commission has adopted rules to address number portabi l i ty in a competi t ive
telecommunications services market. Local  exchange compet i t ion may not  be v igorous i f
customers, especially business customers, must change their telephone numbers to take advantage of
a CLEC's service offerings. Consistent with federal laws, federal rules and A.A.C. R14-2-1308(A),
the Applicant shall make number portability available to facilitate the ability of a customer to switch
between authorized local carriers within a given wire center without changing their telephone
number and without impairment to quality, functionality, reliability or convenience of use.

6.2 Provision 0fBa.ric Telephone .Yen/i¢'e and Universal Service

The Commission has adopted rules to address universal telephone serv ice in Arizona.
A.A.C. R14-2-1204(A) indicates that all telecommunications service providers that interconnect into
the publ ic switched network shal l  prov ide funding for the Arizona Universal  Serv ice Fund
("AUSF"). The Applicant will make the necessary monthly payments required by A.A.C. R14-2-
1204(B).

6.3 Qw&Q/ of.Yervice

In the competitive market that the Applicant wishes to enter, the Applicant generally will
have no market power and will be forced to provide a satisfactory level of service or risk losing its
customers. Therefore, Staff believes that the Applicant should be ordered to abide by the same
quality of service standards dirt were approved by the Commission for Qwest Corporation d/b/a
CenturyLink QC ("Qwest") in Docket No. T-01051B-13-0199 (Decision No. 74208).

6.4 Ames; to A/femalive Lava/ Exchange Service Provider;

Staff expects that there will be new entrant providers of local exchange service who will
install the plant necessary to provide telephone service to, for example, a residential subdivision or
an industrial park much like existing local exchange companies do today. There may be areas where
the Applicant installs the only local exchange serv ice facilities. In the interest of  prov iding
competitive alternatives to the Applicant's local exchange service customers, Staff recommends that
the Applicant be prohibited from barring access to alterative local exchange service providers who
wish to serve such areas. This way, an alternative local exchange service provider may serve a
customer if the customer so desires. Access to other providers should be provided pursuant to the
provisions of the 1996 Telecommunications Act, the rules promulgated thereunder and Commission
rules on interconnection and unbundling.

6.5 977 Sen/ire
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The Commission has adopted rules to address 911 and E911 services in a competitive
telecommurlicafions services market. The Applicant has certified that, in accordance with A.A.C.
R14-2-1201(6)(d) and Federal Communications Commission 47 Code of Federal Regulations
Sections 64.3001 and 645002, it will provide all customers with 911 and E911 service, where
available, or will coordinate wide ILECs and emergency service providers to provide 911 and E911
service.

6.6 Czufom Loco/Area $4gna/2n8 Services

Consistent with past Commission decisions, the Applicant may offer Caller ID provided that
per call and line blocking, with the capability to toggle between blocking and unblocking the
transmission of the telephone number, are provided as options to which customers could subscribe
with no charge. Also, Last Call Return service that will not return calls to telephone numbers that
have the privacy indicator activated, indicating that the number has been blocked, must be offered.

7. REVIEW OF COMPLAINT INFORMATION

The Applicant states that it has neither had an application for service denied, nor had its
authority to provide service revoked in any jurisdiction. Staff did not find any instances of denied
applications or revocation of authority to provide service.

The Applicant indicated in the application that neither it nor any of its officers, directors or
partners have been or are currently involved in any formal or informal complaint proceedings
pending before any state or federal regulatory commission, administrative agency or law
enforcement agency. Staff has found no instances of any formal or informal complaint proceedings
pending before any state or federal regulatory commission, administrative agency law
enforcement agency involving the Applicant or any of its officers, directors or managers.

o r

The Applicant has currently been granted authority to provide service in eighteen other
jurisdictions as discussed above and Staff verified the Applicant was authorized to provide service in
each jurisdiction. In addition, Staff contacted six jurisdicdonsg to inquire about complaints and was
advised by each jurisdiction that no complaints had been received about the Applicant.

The Corporations Division has indicated that Vodafone US Inc. is in good standing. The
Consumer Services Section reports no complaints have been filed in Arizona from ]january 1, 2011
to September 22, 2015. A search of the Federal Communications Commission's ("FCC") website
found that there have been no complaints against the Applicant.

8. COMPETITIVE SERVICES ANALYSIS

The Applicant has petitioned the Commission for a detennination that the services it is
seeking to provide should be classified as competitive.

8 Colorado, Florida, Missouri, New York, Virginia and Washington.

l l u | M IH |  all l I'll min l In 1\111111111\111\111
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8. 7 Competitive Sen/iaex Anaéuiffor Local Exabange .Yen/ice.r

8.1.1 A description of the general economic conditions that exist which
makes the relevant market for the service one that is competitive.

The statewide local exchange market that the Applicant seeks to enter is one
in which a number of  CLECs hav e been authorized to prov ide local
exchange service in areas previously served only by ILECs. At locations
where ILECs provide local exchange service, die Applicant will be entering
the market as an alternative provider of local exchange service and, as such,
wil l  have to compete with those eiNsting companies in order to obtain
customers. In areas where ILECs do not serve customers, the Applicant may
hav e to conv ince dev elopers to al low i t  to prov ide serv ice to thei r
developments. The areas served by CenturyLink that the Applicant seeks to
enter are served by wireless carriers and Voice over the Internet Protocol
("VoIP") service providers. This may also be the case in areas served by
independent ILECs.

8.1.2 The number of alterative providers of the service.

CenturyLink and various independent ILECs provide local exchange service
in the State. CLECs and local exchange resellers are also providing local
exchange service. Me areas served by CenturyLink that the Applicant seeks
to enter are served by wireless carriers and VoIP service providers. This may
also be the case in portions of the independent ILECs' service territories.

8.1.3 The estimated market share held by each alternative provider of the
service.

CenturyLink and CLECs are the primary providers of local exchange service
in CenturyLink's Service territories. Independent ILECs are the primary
providers of local exchange service in their service territories.

8.1.4 The names and addresses of any alterative providers of the service
that are also affiliates of the Applicant, as defined in A.A.C. R14-2-801.

Vodafone does not have any affiliates that are alternative providers of local
exchange service in Arizona.

8.1.5 The ability of alterative providers to make functionally equivalent or
substitute services readily available at competitive rates, terns and
conditions.

ILECs have the ability to offer the same serv ices that the Applicant has
requested the authority to provide in their respective serv ice territories.

11-111
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Similarly, many of the CLECs, local exchange service resellers, wireless
carriers and VoIP service providers also offer substantially the same services.

8.1.6 Other indicators of market power, which may include growth and
shifts in market share, ease of entry and exit, and any affiliation
between and among alterative providers of the service(s).

The local exchange service market is:

a. One in which ILECs own networks that reach nearly every residence
and business in their service territories. Competition ezdsts in most
urban markets, but to a lesser degree in rural areas of the state.

b. One in which new entrants will be dependent upon ILECs and other
CLECs:

1.

2.

3.

To terminate traffic to customers.
To provide essential local exchange service elements until the
entrant's own network has been built.
For interconnection.

c. One in which existing ILECs and CLECs have had an existing
relationship with their customers that the Applicant will have to
overcome if it wants to compete in the market and one in which the
Applicant will not have a history in the Arizona local exchange
service market.

d. One in which the Applicant will not have the capability to adversely
affect prices or restrict output to the detriment of telephone service
subscribers.

8.2 Cornpetilive Servirex Anaguisfor Interewbange .Yen/ice:

8.2.1 A description of the general economic conditions Mat exist, which
makes the relevant market for the service one that is competitive.

The statewide interexchange market that the Applicant seeks to enter is one
in which numerous facilities-based interexchange carriers and resellers of
interexchange service have been authorized to provide service throughout
the State. The market the Applicant seeks to enter is also served by wireless
carriers and VoIP providers. The Applicant will be a new entrant in this
market and, as such, will have to compete with those existing companies M
order to obtain customers.

8.2.2 The number of alternative providers of the service.
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There are a large number of facilities-based interexchange carriers and
resellers providing interexchange service throughout the State. The market
the Applicant seeks to enter is also served by wireless carriers and VoIP
service providers.

8.2.3 The estimated market share held by each alternative provider of the
service.

Facilities-based interexchange carriers, interexchange service resellers,
independent ILECs, CLECs, wireless carriers and VoIP providers all hold a
portion of the interexchange market.

8.2.4 The names and addresses of any alternative providers of the service
that are also affiliates of the telecommunications Applicant, as defined
in A.A.C. R14-2-801.

Vodafone does not have any affiliates that are alterative providers of
interexchange service in Arizona.

8.2.5 The ability of alternative providers to make functionally equivalent or
substitute services readily available at competitive rates, terms and
conditions.

Body facilities-based interexchange carriers and interexchange service resellers have the
ability to offer the same services that the Applicant has requested in their respective service
territories. Similarly, many of the ILECs and CLECs offer similar interexchange services. The
market the Applicant seeks to enter is also served by wireless carriers and VoIP service providers.

8.2.6 Other indicators of market power which may include growth and shifts
in market share, ease of entry and exit, and any affiliation between and
among alternative providers of the service(s).

The interexchange service market is :

a. One with numerous competitors and limited barriers to entry.

b. One in which established interexchange carriers have had an existing
relationship with their customers that the new entrants will have to overcome
if they want to compete in the market.

c. One in which the Applicant will not have the capability to adversely affect
prices or restrict output to the detriment of telephone service subscribers.

d. One in which the share of the market held by wireless carriers has increased
over time, while that held by wireline carriers has declined.
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9. RECOMMENDATIONS

The following sections contain the Staff recommendations on due application for a CC&N
and the Applicant's petition for a Commission determination that its proposed services should be
classified as competitive.

9. 7 Revowmendaiiomf on the Appémfionfor 4 CCWN

Staf f  recommends that  Appl icant 's appl icat ion f or  a CC&N to prov ide int rastate
teleconiinunications serv ices, as listed in this Report, be granted. In addit ion, Staf f  further
recommends:

1. That the Applicant comply with all Commission Rules, Orders and other
requirements relevant to the provision of intrastate telecommunications
services;

2. That the Applicant abide by the quali ty of  serv ice standards that were
approved by the Commission for Qwest in Docket No. T-01051B-13-0199
(Decision No. 74208);

3. That the Applicant be prohibited from barring access to alternative local
exchange service providers who wish to serve areas where the Applicant is
the only provider of local exchange service facilities;

4. That the Applicant be required to notify due Commission immediately upon
changes to the Applicant's name, address or telephone number,

5. That die Applicant cooperate with Commission investigations including, but
not limited to customer complaints;

6. The rates proposed by this filing are for competitive services. In general,
rates for competi t ive serv ices are not set according to rate of  return
regulation. The Applicant estimated a net book value or fair value rate base
at the end of  i ts f irst 12 rondos of  operation to be zero ($()). Staff has
reviewed the rates to be charged by the Applicant and believes died are just
and reasonable as they are comparable to other providers offering service in
Arizona and comparable to the rates the Appl icant charges in odder
jurisdictions. The rate to be ultimately charged by the Applicant wil l be
heavily influenced by the market. Therefore, while Staff considered the fair
value rate base information submitted by the Applicant, the fair value
information provided was not given substantial weight in this analysis;

7. That the Applicant offer Caller ID with die capability to toggle between
blocking and unblocking the transmission of the telephone number at no
charge;
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8. That the Applicant offer Last Call Return service that will not return calls to
telephone numbers that have the privacy indicator activated; and

9. That the Commission authorize the Applicant to discount its rates and
service charges to the marginal cost of providing the services.

Staff further recommends that the Applicant be ordered to comply with the following. If it
does not do so, the Applicant's CC&N shall be null and void, after due process.

1. The Applicant shall docket a conforming tariff for each service within its
CC&N within 565 days from the date of an Order in dais matter or 30 days
prior to providing service, whichever comes Erst,

2. The Applicant shall notify the Commission through a compliance Blind
within 30 days of the commencement of service to end-user customers, and

3. The Applicant shall abide by the Commission adopted rules that address
Universal Service in Arizona. A.A.C. R14-2-1204(A) indicates that all
telecommunications service providers that interconnect into the public
switched network shall provide funding for the Arizona Universal Fund.
The Applicant will make the necessary monthly payments required by A.A.C.
R14-2-1204 (Bl.

9.2 Reeowwendation on t/ye Appeemetif Petition lo Have Its Proposed Services C/a.f.f99ed as

Competitive

Staff believes that the Applicant's proposed services should be classified as competitive.
There are alternatives to the Applicant's services. The Applicant will have to convince customers to
purchase its services, and the Applicant has no ability to adversely affect the local exchange or
interexchange service markets. Therefore, the Applicant currently has no market power in the local
exchange or interexchange service markets where alternative providers of telecommunications
services exist. Staff therefore recommends that the Applicant's proposed services be classified as
competitive.


