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BY THE COMMISSION:

This Supplemental Opinion and Order comes before Anzona Corporation Commussion
{"Comnussioa”) to establish unbundled network elements (“UNEs™) for transport and analog pott [gr

Qwest Corporation (“Qwest””) in the State of Arizona.

* * * * * * * * * *

L. INTRODUCTION

On June 12, 2002, the Commussion issued Decision No 64922 10 this docket establishing
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permanent geographically deaveraged wholesale rates for Qwest in Anzona (“Decision No 64922
or “Phuse ] Order”) That Decision also established prices for a number of recurnng and non-
recurring charges for UNEs, interconnection, collocation, and other ancﬂlar); séwwcs.

Prior to the Phase ]I hearing, the parties agreed to defer consideration of “switching” 1ssues to
“Phasc 1A of tius docket Hearings were held in Phase 1IA and, on December 12, 2002, Dectsion
No 05451 was ssued o resolve the issues n that phase of the proceeding (“Decision No 65451 or
“Phase 114 Order”) Pursuant to Decision No 65451, a Compliance Filing was required to be filed
within 30 days

On January 10, 2003, Q\'vest filed a Comphance Filing indicating that the parties had come to
agriecment on all but one rate element determuned in Decision No 65451 That rate element 1s the
recurning charge for “analog line side port ™ Due to a discrepancy in the Phase 114 Order, Qwest
contends that the rate for this element should be $2 44, while AT&T Communications of the
Mountain States, Inc ("AT&T”) and WorldCom, Inc ("*“WorldCom”} (ointly the “CLECs™) advocate
arale ot $1 61 On February 11, 2003, Qwest filed a Motion to Reopen the Record and Modify the
Deccision in order to resolve the analeg port issue

The other issues presented in this proceeding relate to the transport rates that were established
in the Phase /I Order The transport rate issue was initially raised by Mountain Telecommumcations,
Inc (“MTI”) through a Motion for Injunction filed on January 17, 2003 m this Cost Docket and 1n
Docket No T-01051B-02-0871 (“Show Cuuse Docket”) 1In 1ts Motion for Injunction, MTI requested
that the Comnussion enjoin Qwest from impoesing the transport rate charges that were authorized 1n
Decision No 64922 According to MTI, the transport rates flowing from that Decision were
unintended by the Commuission and resuited in rates that are more than five tunes higher than the

transport rates previously charged by Qwest, a result MTI claims is inconsistent with the

-—

Comnussion's stated goal of encouraging local competition. MTI alleges that, under Qwest’s new
transport rates, MTI1 1s being charged for entrance facilities that 1t does not need or use MTI
subscquently filed a Formal Complaint against Qwest on February 13, 2003 (Docket No T-01051B-
03-0092), raising essentially the same allegations that were made 11 MTI’s Motion for Injunction.

On March 25, 2003, a Procedural Conference was conducted to discuss the allegations raised

66385
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by MT] regarding the new transpert rates At the Procedural Conference, Qwest agreed that it would
accept payments from M1 based on the transport rates that were in effect prior to June 12, 2002,
until the Commussion 1ssues a Deciston on these 1ssues (March 25, 20031Tr 43-44). On Apnl 8§,
2003, a Procedural Stipulation was filed by, Qwest, Staff, AT&T, MTI, and Time Warner
Communications requesting an expedited hearing on the above-descnibed transport and analog port
rate issues  The parties also requested that the Commission address 1n this himited proceeding the
issuc of whether the transport rates determined 1n this Decision should be effective as of June 12,
2002 (the date of Decision No 64922), or as of the date of this Decision

By Procedural Order ssued Apnl !1, 2003, the Procedural Stipulation was accepted and a
heaning date was set for May 28, 2003 The hearing was held on May 28, 2003  Post-heaning bnefs
were filed on July 1, 2003.

11. DISCUSSION

A. Transport Rate and Entrance Facility Charges

Pursuant to the Stipulation, the parties presented testimony regarding whether one of two
options proposed by Staff should be adopted for purposes of establishing the appropriate transport
rale i this procecding The parties agreed to address the transport rate issue as follows “Should
Staff’s Option 1 (the transport rates prior to this Cost Docket) or Staff’s Option 2 (the transport rates
adopted m Decision No 64922 munus the entrance facility charges where no entrance facility 1s
provided) be adopted as the rates for DS1 and DS3 transport effective until the reconsideration of
these rates in Phase I1I of the Cost Docket?”

Staff witness Witliam Dunkel testified that, although Staff could accept either of 1ts proposed
options, Stafl prefers adoption of Option 1 (Ex S-1, at 3) Mr Dunkel stated that Option 1 would
remstate the separate entrance facility and transport rates that had previously been approved
Decision No 60035 (the “Phase I Cost Docket Order™) ]

Mr Dunkel explained that the new transport rates flowing from Decision No. 64922 had the
umnlended result of increasing rates for companses such as MTI by a significant amouat According

to Mr Dunkel, the new transport rates approved n the Phase /7 Order should have increased those

rates by no more than seven percent  Staff determined that, prior to Phase 11, Qwest charged separate

1 MECTIQTON NNy 66385
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“entrance facility’” and “transport” rates  After Decision No 64922 the two separate rates were
repleced with one “transport” rate, based on the assumption in Qwest’s cost studies that there was one
entrance facility for each transport rate (Ex S-1, at 5). However, for‘colmpanies such as MTI,
transport lines were previously provided in such a way that enirance facility charges were not
mcluded  The net result 15 that, under the new rates, MT] and other sumilarly situated companies
would effectively be paying for entrance facihties that they are not using (Id ).

MTI witness Michael Hazel supports Stalf”s position. He testified that the new transport rates
mmposcd by Qwesl resulted 1n increases of more than 78 percent (approximatety 555,000 per month)
MTI supports Staff’s Option 1 proposal because 1t would allow MTI to retumn to the rate {ormal
previously m place until the issue can be addressed on a peymanent basis m Phase I of the Cost
Dacket  As a result, MTT would pay only for the services that 1t actually uses (MTI Ex 1, at 4).

Qwest argues that only Option 2 achieves the goal of maintaining a consislent approach 1n
setting UNE rates  Qwes!l agrees that the Commission should establish separate charges for entrance
facthities and direct trunk transport  However, Qwesl contends that only Option 2 would permut the
division of transport costs produced in the HAI model (which was adopted by the Commussion in the
Phase [ Order) into distinct transport and entrance facility charges Qwest witness Teresa Milhion
proposed the use of the same ralio of entrance facihty costs that the Commission established in the
Phase | Cost Docker Order (Qwest Ex 1, at 2-3)  Qwest contends that, although Option 2 would
require recalculation of transport rates, the Commssion’s prior adoption of the HAI model
necessitates approving that option to ensure consistency and full recovery of Qwest’s costs

We believe that the most reasonable approach on an interim basis 1s to adopt Staff’s Option 1,
with the understanding that this 1ssue would be resolved on a permanent basis in the Phase [
proceeding There 1s no dispute by any party, including Qwest, that Qwest’s combination of entrance )
facility and transport charges into a single rate resulied m a wholly unexpected result for companies
such as MTI that do not need entrance facihities for transport. Although Qwest’s combined entrance
facility and transport rate was authorized by the Phase /7 Order, that authorization was based on the
mistaken premase, shared by all parties to tlus case, that all UNE customers required entrance and

transport facthties  Due to this mustaken assumption, the most equitable interim result for companies

4 nReTQIAN nn 06385
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such as MT] 15 to return transport charges o their pre-Phase II status Compared to the relatively
straight-forward resumption of those prior rates, Option 2 would reqmré the impiementation of
complex formulae which are descrnibed 11 Ms Million’s testimony (Qwest1 Ex 1,at3) Ms Milhon
conceded that Qwest had not becrn able to “unravel the HAT model to determine how much 1s
entrance faciliies versus how much 1s actually transport facilities” and that she did not know how
long 1l would take Qwest 1o mmplement Option 2 (Tr. 75-76) Mr. Dunkel affirmed that the
calculations required to sphit entrance facilities and transport were complex and that, given the
mnterym nature of these transport rates, he suggested 'that Option 1 was a much simpler means of
achieving an equitable result (Tr 32)  As inchcated above, the transport and entrance facility charges
will be subject to a full review m Phase Ul folowing subnussion of studies and testimony in that
proceeding  We therefore conclude that Staff’s Option 1 proposal should be adopted as an interim
measure pending completion of the Phase [II proceeding.

B. Transport Rate Effective Date

The second 1ssue addressed i this proceeding is whether the revised transport rates should be
made effective as of June 12, 2002 or from the effective date of this Decision adopting the transport
rates

Qwest contends that any transport rate changes resulting from this proceeding may only be
effcctive from the date of this Decision  According lo Qwest,r any attempl by the Commission 1o
apply the transport rates approved herein to June 12, 2002 would constitute retroactive ratemaking
Qwest cites Arizona Grocery Co v Atchison, Topeka & Santa Fe Ratlway, Co ,284 U S 370 (1932),
to support 1ts argument In that case, the Umted States Supreme Court invalidated an order of the
Interstale Commerce Commussion that required the railroad carmier to make “reparations” t{o

customers for rates that were subsequently found to be unreasonable Qwest asserts that the Phase {7

r()ru’cr Is analogous to Arizona Grocery because the Commission previously authonized the rates that
were implemented by Qwest for transport facilities. Qwest also argues that Anzona courl cases
recognize the prohibition against reticactive ratemaking  See, e g, Mountain States Tel & Tel Co v
Arizona Corporation Comm'n, 124 Anz 433 (Anz Ct App 1979), £l Paso & SWR Co v Arz

Corparation Comm’n, 51 F2d 573 (D Anz 1931) Qwest further contends that A R S §40-252,
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which allows the Commussion to rescind, alter, or modify a prior Order or Decision, does not permut
retroactive changes to rates previously found to be reasonable Qwest claims that 1t 15 charging
customiers the precise transport rates authonzed by the Phase Il Order, am'j 11‘16re 15 no evidence that
those rates have not been properly assessed pursuant to Commission authorization

Staff, MTI, and Time Warner argue that the transport rates determined in this proceeding
should be made effective as of the date of the Phase I Order (1 €, June 12, 2002) MTI claims that
the combmed transport tale was not mtended by the Phase /I Order, but was the result of a
misunderstandmyg by the parties and the Commussion as {fo how certain of Qwest’s customers obtain
enbundled trangport  MTI witness Hazel testified that MTI did not understand how Qwest had
structured the new transport rates unul the company began to recewve bills, retroactive to June 12,
2002, with the significantly increased transport rates (MTI Ex 1, at 5) MTI contends that fuiling to
correct the transport rates back to the effective date of the Phase /I Order would allow Qwest to
enjoy an unwaranted and unlawful economic windfall, based in part on Qwest receiving
compensation for provision of entrance facilities that are not used or needed by cerlain customers.
MTI also asserts that adoption of Qwest’s position would rew,ard. Qwest for faithing to implement the
new wholesale rales for a six-month period after the Phase I Order was adopted

Staff witness Dunkel testified that the cost studies and rates inaccurately assumed that one
entrance (acihty should be included with cach transport rate (Exl S-1, at 4)  Although this incorrect
assumption 1mpacted only certain carriers such as MTI and Tiume Warner, Staff contends that 1t
would be discriminatory to require MTI and other such carriers to pay a higher rate for services they
do not use or nced  Staff claims that establishment of a new separate tariffed rate for a service 15 not
relroactive ratemaking  Staff therefore supports making June 12, 2002 the effective date for the
transporl rates adopted m this proceeding

We agree with Staff and MTI that the transport rate should be effective as of June 12, 2002
when the Phase {1 Order was issued  The record reflects that the underlying assumption of the cost
studies was incorrect, insofar as the studies assumed that each transport rate required inclusion of an

entrance facilty  Even Qwest apparently was not aware that certan customers obtained service Im

this manner  Qwest's wilness adnutted that the company was “surprised” at the impact on certain
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customers from bundling transport and entrance facthty rates (Tr 85, 100-101) Qwest also
conceded that if the rate placed in effect by Qwest was based on assumptions that were not mtended
by the Commssion's Order, and the Commussion believes 1t 1s necessary tzo correct that mistake, the
Commussion should make the rate effective as of the date of the original Phase /1 Order (Tr 82-84)

Based on this nustaken assumption by all parties, that transport and entrance facihities were
required by all carners, the transport rate determined by Qwest following the Phase /T Order should
he considered voird ah o, and the effective date must necessarily revert back to the date of the
Commussion’s Phase Il Order In addition, we agree with Staff and MTI that 1t would be
mappropriale to permit Qwest lo earn a windfall on rates that resulted from a mistaken assumption by
all parties, ncluding Qwest  We do not believe that our determination of this effective date
constitutes retroactive ratcmaking as that term was discussed 1n the Arizona Grocery case and other
cases cited by Qwest None of those cases involved a set of facts where the underlying assumption
that gave rise to the ncw rate was ncorrect, by the adnnssion of all parties Because we are adopting
Staff’s proposed Option 1, the transport and entrance facility rates in effect prior to the Phase I/
Order shall remamn i effect on an intenim basis from June 12, 2002 until the Commussion establishes
permanent transport rates 1 Phase ('

C. Analog Switch Port Rate

The Phase [iA Order determined a port rate of $1 61 and an allocation of switch costs of 60
percent port and 40 percent usage (Decision No 65451, at 16-17)  Staff witness Dunkel explained
thal switching equipment contains traffic sensitive equipment, as well as non-traffic sensitve
cguipment known as the “port” (Ex S-1,at 6) The port includes a “hine card” which 1s connected 10

the loop faciliies  Thus, the port 15 considered non-traffic sensitive because the number of hine cards

reguired depends on the number of loops rather than the level of traffic through the switch (1d)

Inside the switch, the switching network (or “switching fabric”) is the equipment that actua]Ty

| ' Qwest makes the argument that, 1f the Comnussion adopts an effective date of June 12, 200§ for transport rates, 1t

should aiso order the revised switching rates (see discussion below) be made effective as of the same dale (Qwest Ex 1

at 7)  Although the April 8, 2003 Stipulation setting out the issues m this proceeding specifically identified the effectwe:
date (m the transport rates as an 1ssue to be addressed, the Stipulation did not include a similar provision indicating that
the effective date of adjustments tv the swiching rates would be a topie for consideration {See, April 11, 2003 Procedual
Ouder. Tr 138-139) Therefore, we disagree with Qwest’s arpument on this 1ssue ’

7 DECISION NO 66383
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switches calls  Mr Dunkel stated that this equipment 1s traffic sensitive because its function 1s
related to the level of calls placed through the switch (Id at 7). According to Mr. Dunkel, the exact
distribution between traffic sensitive and non-traffic sensitive costs may va‘ry By switch manufacturer
or other factors However, for all local sxxfztche§, t}j,ere are costs assignable to port that are not traffic
sensilive and costs allocable to usage due to theur traffic sensitive nature (1d )

Mr Dunkel testified that the disputed 1ssue 1 this proceeding arises primanly from an
inconsistency in the Phase [74 Order which accepted Staff’s $1.61 port rate recommendation while,
al the same ume, adopting an allocation of 60 percent of costs to the porl and 40 percent to usage (Ex
S-1, at 6) Mr Dunhel stated that the 60/40 port and usage allocation does not produce a §1 61 porl
rate, and thus Qwest could not recover 100 percent of its switch costs with a $1 61 port rate (1d ) Mr
Dunke!l explained that the $1 61 rate recommended by Staff in the Phase ITA hearing was based on a
compromise between the port rate advocated by Qwest and the $1 10 rate supported by AT&T based
on the HA1 mode!l’s allocation of 30 percent to port and 70 percent to usage. The $1.61 rate was the
analog port rate 1n effect prior to the Commussion’s Phase /4 Order

Staff suggests that, 1f the Comnussion wishes to retain the $1 61 port charge adopted in the
Phase {14 Order, 1t would be necessary to change the allocatyxon of costs between port and usage to
allow Qwest to fully recover its switching costs In the altemative, Staff recommends that the
Commission should adopt a port rate of §2 44 based on an allocation of 60 percent to port and 40
percent to usage (Id )2

Qwest agrees with Staff that the $1 61 analog switch port rate 1s inconsistent with the
Comumission’s adoption of the 60/40 allocation adopted 1n the Phase 1I4 Order Qwest witness
Milhion testified that the HAL model adopted by the Commussion for switching and other UNEs

preduces a tolal switching cost of $144,269,311 using the inputs ordered 1n the Phase IIA Order

However, the $1 61 port rate, combined with the per minute use rate of $0 00097, allows recoveryhef‘

only $115,415,449 (Qwest Ex 1, at 7, 11) Qwest claims that this shortfall necessitates an

" AT&T/WorldCom witness Douglas Denney testified that $0 12 per hine of network operation expenses was transferred
trom loops to switclung m the Phase TIA comphance runs and, therefore, the cost of loops should be reduced by a
cortespending amount (1e , lom $12 11 to $1199) (AT& I/WorldCom Ex 2, at 3)  On rebuttal, M1 Dunke] stated that
i liew of reducing the loop rate by $0 12, Staff recommends that the $0 12 per hne network operatrons expense be taken
out ol the switch rates to produce a port rate of $2 36 and 4 per minute usage rate of $0 00094 (Ex $-2, at 6)
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adjustment of port and usage rates to $2.44 and $0.00097, respectively, in order 1o ensure [ull
recovery of the company’s switch costs

Qwest opposcs Staff's recommendation to reduce the port and usa:ge rates to account for the
$0 12 relaled to network operations expenses iQwest argues that, because of the inter-relationship
between UNE rales, there 1s often an impact on unrelated UNE rates when one or more UNE rates are
adjusted  Qwest claims that adoption of Staff’s proposal would preclude finahty in setiing rates
hecause with every adjusiment other UNE rates could be affected

Prior to the hearning 1n tlis proceeding, Qwest, AT&T, and WorldCom stipulated that a

reduction m transport rates below the level produced by the HAI model in Phase II would cause the

HAT model to mcrease the amount of expenses assigned to the unbundled loop and switching

clements (Qwest Ex 4)  As a result of this shuft in costs, Qwest contends 1f the Commussion adopls
Stafls proposed $0 12 reallocation, the parties should likewise be required 1o recognmize m thesr
switching comphance runs the increase 1n the HAI model’s allocation of expenses to switching that
would result from the decrease in transport rates (under Staff’s Option 1}

In a departure from the position taken in the earher phase of this docket, AT&T and
WorldCom argue that the Commussion should assign no SWltCl}h costs to usage As described 1n the
Phase [[4 Order, the HAL modcl advocated by the CLECs assigned 70 percent of costs to the usage
clement and 30 percent 1o the port clement (Decision No 65451, at 17). In the Phase I[[4 Order, the
Connussion rejected the CLECs’ position and adopted the allocation described above assigning 60
percent to the port and 40 percent to usage The Commussion’s Decision was based on the fact that
the CLECs had argued 1n other states that the 60/40 port and usage split was more appropriate (1d at

17-18) Indeed, the CLECs agreed :n the Phase [1A hearing that 60 percent of costs assigned to port

and 40 percent te usage was appropriate 1 this docket (1d at 18).

| Now. however, the CLECs suggest that no costs should be assigned to usage based on their
claim that modem switching equipment has virtually no usage constraints and because Qwest mncurs
swilching costs entrely on a flal-rated basis  The CLECs contend that Qwest and Staff are simply

adhering to an outdated view of technology when switches were constrained by usage limitations and

cosl ailocation was confused with cost causatton The CLECs assert that the question to be

9 DECISION No 06385




-2
o

DOCKET NO T-00000A-00-0i94

considered 1s not the extent of usage of a switch by any particular customer, but how to recover the
costs (hat Qwest mncurs to provide switching

According to AT&T/WorldCom witness Richard Chandler, cm:rex;tly available forward-
lockimg switches have virtually no capacity c.oqstrginis other than the number of hines served by the
swilch and, as a vesul(, there s ne basis for imposition of a usage charge (Tr 158-163) Mr Chandler
indicated that he struggled to find a supportable allocation of costs between switch port and usage, an
exercise AT&T described as “trying to find a black cat in a dark room when there was no cat”
(AT&T Bref, at 12) The CLECs contend that, because Qwest does not pay 1ts vendors for switches
on a per-minute of use basis. Qwest should charge CLECs on a flat-rated basis to lease that swilching
capacily According to CLEC witnesses Joseph Gillan, there are valid policy reasons for adopting the
CLECs’ propesal Mr Gillan testified that CLECs considening entering the Arizona market will be
reluctant to serve higher volume residential customers f per-minute of use charges are imposed on
swilching costs (Tr 166)

With respect to the change of posttion from the prior phase of this docket, the CLECs claim
AT&T and WorldCom, as well as other carriers, have been slow to question the “myth” that costs of
local switching are usage sensitive (AT&T/WarldCom Ex 3, at 26) However, the CLECs assert that
the historical industry practice of usage-based pneimg of local switching is no longer vahd and should
now be rejected  The CLECs cite to regulatory commussion decisions in Minnesota, [lhinoss,
Wisconsin, and [ndiana, where flat-rate swilching structures have been adopted. The CLECs also
note that a Qwest witness testificd before the Colorado commission that swilching costs can
reasonably be recovered through fixed monthiy charges (Id at 24—26)3.

We agree with Qwest and Staff that, despite technology advances, switches are still designed
and engmeered based on switch usage (Qwest Ex 3, at 6)  As Qwest witness Phihp Linse explaimed,
end user usage remains a relevant factor because “the amount of central processor capacity needed 1

a diect Tunction of switch usage™” (Id at 7) Mr Linse also testified that several recent swiich

upgrades 1 Anzona were necessitated by increased usage 1n the areas where the upgrades occurred

" On cross-examination, Mr Chandler admutted thal lus quotation of the Qwest wimess’ Colotado tesimony anutted the
witness” footnole which stated “the cost may be taffic sensitive because additional traffic may require the use of more
munks or lines respectinely™ (Tr 205-206)

10 DECISIONNOQ 66385
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(Tr 110-112,152)

Qwest points out that most state regulatory commissions have rejected arguments similar to
those propounded by the CLECs in this proceeding  Qwest cites to decismins i Missouri, New York,
New Jersey, and Ohio where state comzmssion!s have adopted switching costs that include a usage
element The FCC has also recognized that adoption of a per-minute of use component for switching
costs Js a reasonable .appmaclf1

Qwest’s position 1s supported by Staff witness Dunkel, who testified that a portion of the
switch nvestment, imcludimg the switch fabric, 1s for the pumpose of switching usage Mr Dunkel
stated that Qwest’s mvestment 1 the switch depends in parl on the level of usage the switch 15
designed to handle and, therefore, usage-1elated costs should be recovered through usage rates Mr
Dunkel discounts the CLECs™ ¢laim that Qwest’s investment at the time of wstallation should be
determinative of whether usage-related investment shouid be zero According to Mr Dunkel, the
CLECs’ position fails to recogrmize the cost causation associated with increased usage on a switch
(Ex S-2, at 2-4)

We arc concerned that the CLECs™ position 1n this dqckel has been an evolutionary process.
As described above, the CLECs' origimal position in this clzase, as contained i the HAI model,
recommended that the Comnussion adopt an allocation of switching costs based on 70 percent usage
and 30 percent to the port  On cross-examination at the earlier hearing, the CLECs conceded that
they had advocated 1n other states allocating 40 percent to usage and 60 percent to port The CLEC
wilness agreed al that hearing thal the 40/60 usage and port allocation was reasonable, and the
Commussion adopled that recommendation (Decision No 65451, at 17-18)

We are not persuaded that adoption of the CLECs’ recommendation du your 1s appropriate mn

this latest proceeding  As indicated above, i prior sworm testtimony before this Commission, Mr

Chandler supported muaily a 70/30 split and, only on cross-examination, admitted that 40/60 was

also a reasenable allocation because his clients had advocated that allocation 1n other states During

* Memorandum Opinion and Order, Application by Verizon New England, Inc, Verizon Delaware, inc (dba Verizon
Long Dusiance). NYNEX Long Distance Co (dba Verizon Enterprise Solutions), Verizon Global Networks, Inc . and
Penizon Select Services, Inc, for Awthorization to Prowde In-Region, InterLATA Services wr New Hampshue and
Delaware, WC Dochet No 02-157, FCC 02-262, 17 FCC Red 61882 (Re September 25, 20023
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that prior tesumony, the CLEC witness did not express any reservations about supporting his clients’
postition, and the fact that he subsequently undertook a further analysis of supportable switch costs 1s
not a sulficient reason for changing the Comnussion’s previous determmation. Accordingly, we will
retan the 60 percent switch port and 40 percent usage allocation that was adopted in the Phase /14
Order

With respect to the “$0 12 dispute” between Qwest and Staff, we agree with Qwest that 1t 15
mappropriate to adjust the switching rate in this proceeding. There is an inter-relationship between
various UNE rates which will often affect a number of rates 1f one or more of those rates 1s changed
As Qwesl pomts out, the Phase I1I proceeding will address certain elements and services, mcluding
transpert  As stipulated by Qwest and AT&T, the establishment of new transport rates will affect
switching and loop costs  However, no party 1s suggesting that switching and loop rates should also
be adjusted i Phase 111, because to do so would be administratively burdensome not only to the
Cemmssion, but to the parties as well  Moreover, constant adjustments to all elements would
undermine the finality 1n rates that both Qwest and the CLECs require to make business plans in a
UNE environment We will, therefore, adopt the $2 44 port and $0 00097 per-minute usage rate
advocated by Qwest |

Having considercd the enure record heremn and being fully advised in the premises, the
Commussien finds, concludes, and orders that

FINDINGS OF FACT

1 Qwest 1s certificated to provide local exchange and intraLATA telecommunications

services 10 the public i Anzona, pursuant to Article XV of the Anzona Constitution

2 In the First Cost Docket Order (Decision No 60635), the Commusston set prices for

interconnection and UNEs, as well as wholesale discounts

established permanent geographically deaveraged rates and prices for a number of recurnng charges
for UNEs, interconnection, collocation, and other ancitlary services Conmderﬁ'ho?a of “switching™

1ssues was deferred to Phase 1A

4 In the Phase 114 Order (Decision No 65451), the Commussion decided switching and

3 In the Phase 11 Order of this docket (Decision No 64922). the Commission
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othet 1ssues deferred from Phase I

5 Pursuant to a compliance filing made January 10, 2003, 1n the Phase 174 Order, Qwest
mndicated that the parties had come to agreement on all but one 1ssue conla;ned n that Decision The
remaining issue 1n dispute from the Phase /14 Order s the recurring charge for analog hine side port

6 On January 17, 2003, Mountain Telecommunications, Inc filed a Motion for
Injunction sceking to prevent Qwest from imposing the transport rate charges that were authorized in
the Phase [T Order MT1 alleged that the transport rates implemented by Qwest were umntended by
the Commussion and are mconsistent with the Cormmission’s stated geal of encouraging local
competition

7 A Procedural Conference was conducted on March 25, 2003 to discuss the transport
rate and analog switch port 1ate 1ssues  Until the transport rate 1ssue 15 resolved by the Commussion,
Qwesl agreed that 1t would accept from MTI, and similarly situated companies, payments based on
transporl rales existing prior to 1ssuance of the Phase {I Order

8 Pursuant to a Stipulation filed Apuil &, 2003, the signatory parties requested an
expedited hearing on the 1ssues of the proper transport rate anc} entrance facility charges, the effective
date of sucli charges, and the analog swilch port rate

9 By Procedural Order 1ssued April 11, 2003, a hearing on the stipulated issues was set
for May 28, 2003

10 The hearing was held, as scheduled, on May 28, 2003  Closing briefs were filed on
July 1, 2003

11 Based on the record presented n this limited proceeding, Staff’s Option 1 15 a
reasonable mterum solution to the transport rate 1ssue  Option | requires Qwest to assess separate

transport and entrance facility charges at the same rates that were in effect prior to issuance of the

Fhase Il Order A permanent transport rate will be established in Phase 111 of this docket
12 The effective date of the transport rate shall be June 12, 2002, the date of the Phase I7
Order, duc to the fact that the transport rates implemented by Qwest were based on a mistaken

ussumplion by all parties, including Qwest, regarding whether all CLEC customers require both

transport and entrance facilitics
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13 An analog switch port rate of $2 44 and usage rate of $0 00097 per minute are
reasonablc, based on an allocation of 60 percent of switch costs to port and 4G percent to usage

CONCLUSIONS OF.LAW

1 Qwest is a public service corporation within the meaning of Article XV of the Arizona
Constitition

pi Qwest 1s an incumbent LEC within the meaning of 47 U S.C §252

3 The Commission has junsdiction over the parties and of the subject maiter 1n this
docket

4 The Commuission’s resolution of the 1ssues pending herein 1s just and reasonable,
consistent with the 1996 Telecommunications Act, FCC Orders and Rules, the Commuission’s Rules,
and all applicable law, and is in the public interest.

5 The burden of prool to eslablish a proper cost basis under the 1996
Telecommunications Act 1s on Qwest,

6 The prices for unbundled network elements are “based on the cost (determined
withoul reference to a rate of return or other rate-based proceeding) of providing the interconnection

or network element [and are] nondiscriminatory ™
ORDER
IT IS THEREFORE ORDERED that the Commussion hereby adopts and incorporates as 1ts
Order the resolution of the 1ssues contained 1n the above Discussion
IT IS FURTHER ORDERED that the parties shall file within 30 days of the date of this
Decision, a joint schedule setuing forth all rutes and charges approved herein.

IT 1S FURTHER ORDERED that Qwest shall complete implementation, with true-ups,

within 60 days of the comphance filing, or sooner, 1f possible  1f Qwest 1s unable to cbmply with this

implementation imeframe, 1t must file a request for extension of time prior to the deadline, indicati;lg

the reasons why 1t 1s unable to comply and with a proposal of an aliernate date for implementation

.'.‘l"
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IT IS FURTHER ORDERED that the rates and charges approved herein shall be effective

unmediately

IT IS FURTHER ORDERED that this Decision shall become effect)ve immediately.
BY ORDER OF THE AREZON/} CORPORATION COMMISSION.

LUl S,

COMMISSIONER

COMMISSIONER

-

4%_ - (A A v
COMMISSIONE

IN WITNESS WHEREOF, I, BRIAN C McNEIL, Executive
Secretary of the Arizona Corporation Commission, have
hereunto set my hand and caused the official seal of the
Commussion to be affixed at the Capitol, 1n the City of Phoenix,
this dayof , 2003
Yy A
Q(AN C. MENEI '.

EXECUTI¥E SE TARY

DISSENT _

DISSENT

DDN
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