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Exhibit No. (NLJ-4THC)

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND CURRENT
POSITION.
Nancy Judy, 902 Wasco Street, Hood River, OR 97031. | am employed by Sprint

Nextel Corporation (“Sprint”) as the State Executive for Oregon and Washington.

ARE YOU THE SAME NANCY JUDY WHO FILED TESTIMONY IN THIS
DOCKET ON AUGUST 26, 2005?

Yes.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to present Sprint’s response to the testimony filed on
behalf of Public Counsel by Michael L. Brosch and to the testimony filed on behalf of
the Washington Utility and Transportation Commission Staff by Wilford Saunders,
Paula Strain, Tim Zawislak, and Betty Erdahl. My testimony will reaffirm that the
separation of LTD Holding Company will have no adverse effect on service quality,
and that it would be premature to institute additional service quality tools based on
conjecture that there could be service quality problems in the future. I will explain

why Sprint believes that directory imputation and-Staffpropesed-rate-changes should

be irrelevant to the Commission’s consideration of Sprint’s application. Aside-from

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 1
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SERVICE QUALITY MONITORING

PUBLIC COUNSEL WITNESS BROSCH CALLS FOR ADDITIONAL
SERVICE QUALITY MONITORING AND REPORTING. STAFF WITNESS
ERDAHL CALLS FOR SERVICE GUARANTEES. IS IT NECESSARY FOR
THE COMMISSION TO ADOPT SUCH RECOMMENDATIONS?

No. The separation of United from Sprint will have no adverse effect on service
quality, or on the ability of United to meet all of its obligations. Customers will
continue to be able to call existing numbers to obtain new services, report service
problems and address billing or other customer care issues. United and LTD Holding
Company will have the assets, agreements, technical capabilities, managerial
expertise, employees and other resources to allow United to continue to provide
quality services to its customers. Customers will continue to interact with the local

employees who serve them today in their local communities.

It is premature to discuss plans aimed at correcting problems before any service
quality problems arise, especially since United has no history of service problems.
With only a few exceptions, United meets and exceeds the service quality benchmarks
established by the Commission, as noted in Ms. Erdahl’s testimony. In the instances

for which United missed a 100 percent benchmark, it still achieved results in the range

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 2
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of 95 to 99 percent on repair. Not specifically noted by Ms. Erdahl, but over the same
period, United closed 97 percent of service activations within 5 days against the 90
percent benchmark. Ms. Erdahl also correctly noted that the Commission did not
receive any service quality complaints relating to United over the most current 12-

month period.

United will remain subject to service quality obligations after separation. The
Commission has extensive service quality standards and reporting rules in place to
monitor service quality and the statutory authority to address any service issues should
they arise. In fact, these rules were recently reviewed and modified as part of the
Commission’s general rewrite of the telecommunications rules (UT-990146). United
describes any maintenance issues for exchanges that exceed the trouble report
standard, in compliance with the rule. Anyone with access to the Internet, including
Public Counsel, can monitor United’s service results because they are posted on the

Commission’s website.

SHOULD THE COMMISSION MONITOR STAFFING LEVELS BY
FUNCTIONAL CATEGORY?

No. Again, there is no need for additional reporting based upon conjecture and
speculation about what might happen. The Commission has not established
benchmarks to measure the appropriate level of staffing for network administration,

installation/repair, call centers, etc., nor should it attempt to manage staffing levels. It

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 3
SHADED INFORMATION CONFIBENHAL-(*}OR-HIGHLY CONFIDENTIAL (**)

PER PROTECTIVE ORDER IN DOCKET NO. UT-051291



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Exhibit No. (NLJ-4THC)

makes more sense for the Commission to continue to concentrate on how well United

performs as indicated by service quality reports and customer complaints.

SHOULD THE COMMISSION MONITOR MONTHLY CAPITAL
EXPENDITURES BY FUNCTIONAL CATEGORY?

No. Again, the Commission has not established standards to measure the “correct”
level of spending, nor would it be appropriate to do so. Capital expenditure levels
tend to fluctuate from year to year, let alone month to month. Capital projects can be
delayed for any number of reasons including frozen ground during the winter months,
the inability to obtain permits or right-of-way easements, contractor’s schedules, etc.
One year United may have a major project to replace miles of cable. A similar
initiative on the same scale may not recur for several years. The Commission has
tools it can use to ensure that United is maintaining and replacing its plant and
investing in new technologies, such as service quality reports, tariff product offerings,
income statements and balance sheets, and, potentially, reports United will file under

its requirement to be an eligible telecommunications provider of universal service.

SHOULD UNITED PROVIDE MONTHLY REPORTS OF OPERATING
EXPENSES AND ACCESS LINES?

No. United currently files quarterly Washington State Operating Reports that provide
operating expenses and access lines by month. Public Counsel has not explained why

getting these reports more often would be necessary post-separation.

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 4
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CUSTOMER BENEFIT

STAFF WITNESS SAUNDERS NOTES THAT OTHER
TELECOMMUNICATIONS COMPANIES ARE ATTEMPTING TO
DIVERSIFY THEIR BUSINESSES RATHER THAN PURSUE A SINGLE-
BUSINESS STRATEGY. CAN YOU COMMENT ON HOW THE
SEPARATION BETTER POSITIONS UNITED TO MEET CUSTOMER
NEEDS?

The separation of Sprint’s ILEC operations is intended to create a company with a
single-minded focus on its local markets. That is not to say that United will be singly-
focused on providing local, wireline service. United will continue to provide a full
portfolio of services to its customers in Washington through a combination of self-
provisioning and commercial agreements. The portfolio will continue to include long-
distance, wireless, high-speed data and video services. There is no need for LTD
Holding Company to be a national provider, with requisite scale economies, to make
these products available to its local customers at affordable rates. It can make such
services available to its customers through the use of commercial service agreements,

as discussed by Richard Pfeifer in his rebuttal testimony.

One benefit of a single-business concentration strategy is that it entails less ambiguity
about “who we are” and “what we do.” The energies of the total organization are
directed down one business path. Sprint currently serves five times as many wireless

customers as wireline customers. That makes nationwide wireless service its core

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 5
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business. Given the predominance of wireless customers, Sprint will naturally focus
on its nationwide business built around wireless services and its nationwide fiber optic
and global IP network. In contrast, the new local company’s core business will be
telecommunication services that meet the needs of its local customers. There is less
chance that management’s time or organizational resources, and the company’s capital
investment, will be stretched thinly over too many activities. Entrepreneurial efforts
can focus exclusively on keeping the firm’s business strategy and competitive
approach responsive to local markets and fine-tuned to customer needs. The company
can become better at what it does by concentrating on its core, local business. It
should also be able to make decisions faster and have more flexibility because it will
not have to resolve the inherent tensions between Sprint’s anticipated national wireless
strategy and LTD Holding Company’s local wireline strategy. These benefits in turn
will promote the state’s telecommunications policy of competition and customer

choice.

HOW WILL THE SEPARATION INCREASE COMPETITION?

After the separation, Sprint will be a competitor to the new local company. Sprint has
announced that it will focus on serving as a wireless alternative to wireline service and
to advance competition by, for example, partnering with cable companies’ to offer
voice services. Sprint’s long-distance service will also compete directly with the new
local company’s offerings. In addition, the new local company will have its own long

distance and wireless offerings.

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 6
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*%* ] ?
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CONCLUSION-IN-UTF-970325 FHATTFERMINATHNG CALLS SHOULD BE

% }dp-34,114-115.

3 . .l ’ . l
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should-have been-excluded.—See-paragraphs-100-102;
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designated-as-a-rural-company:

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 14

SHADED INFORMATION CONFIBENHAL{*}OR-HIGHLY CONFIDENTIAL (**)
PER PROTECTIVE ORDER IN DOCKET NO. UT-051291



10

11

12

13

14

15

16

17

18

19

20

21

Exhibit No. (NLJ-4THC)

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 15
SHADED INFORMATION CONFIBENHAL-(*}OR-HIGHLY CONFIDENTIAL (**)
PER PROTECTIVE ORDER IN DOCKET NO. UT-051291



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Exhibit No. (NLJ-4THC)

Q—POESUNIHFED S LEOCAL RATESTRUCTUREINCLUDBE BISCOUNTS
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SEPARATEEASSURCHARGES?
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BUSINESS MODEL

>

HOW DO YOU RESPOND TO STAFF WITNESS SAUNDERS CLAIM THAT

UNITED HAS AN OUTDATED, UNECONOMIC, AND VULNERABLE

BUSINESS MODEL ? (pp. 11, 15 Saunders Direct Errata).

Mr. Saunders provides no explanation or support for his claim. For over one hundred

vears, United has been a successful and progressive company in the communications

business. It has a well-running, modern distribution network, an established customer

base, and experienced management and personnel. As | indicated in my Direct

Testimony, United will continue to offer the full range of products and services that it

offers today, in the same markets it serves today. These offerings, which include

bundled services, high-speed internet access, wireless service and video, have been

well received by United’s customers. United is optimistic that it will be better able to

satisfy the evolving needs of its local customers once it is separated from Sprint

because the core business of United will be aligned with the core business of the

corporation.

WHAT ABOUT MR. SAUNDERS ASSERTION THAT THE COMPANY WILL

BE VULNERABLE BECAUSE IT WILL BE LESS DIVERSIFIED AND LESS

LEVERAGED?

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 22
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United is a requlated utility with separate books. It is not cross-subsidized by the

profits of Sprint’s non-requlated business lines such as the Long Distance Division or

the Wireless Division. The notion that the Commission would require requlated

utilities to be affiliated with other non-requlated lines of business in order to cross-

subsidize requlated operations contradicts the Commission’s longstanding policy of

promoting competition. Certainly such a policy would represent an entry barrier to

stand-alone operators. The fact is that neither LTD Holding Company nor United

have been dependent upon Sprint’s Long Distance or Wireless Division to sustain its

Local operations. Mr. Pfeifer has demonstrated the solid financial track record of

LTD Holding Company as if it existed independent from its parent. (p. 9 Direct). He

has also shown that United will continue to benefit from virtually the same economies

of scale that it realizes today, and that the slight loss it will realize in efficiencies

should be eliminated over time or offset by reducing other costs. (id, pp. 4-5).

WILL UNITED HAVE THE SUSTAINED ABILITY TO PROVIDE

ADEQUATE SERVICE AT REASONABLE RATES?

Yes, Sprint has demonstrated through the testimony of its witnesses that it will have

the technical, managerial and financial capabilities to continue to provide excellent

service to its customers after the separation. There are no changes as a result of the

separation that would cause United to increase rates.

HOW DOES THE COMPANY RESPOND TO MR. SAUNDERS PREDICTION

THAT UNITED WILL FACE SIGNIFICANT BUSINESS RISK FROM

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 23
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REGULATORY OR COMPETITIVE ACTIVITIES THAT COULD ERODE

PROFITS FROM UNITED’S HIGH MARGIN SERVICES SUCH AS

EXCHANGE ACCESS SERVICE AND LOCAL EXCHANGE SERVICE IN

ITS LARGER COMMUNITIES?

Mr. Saunders has not explained why the company would face additional requlatory

risk or competition as a result of the separation. Because the competitive scope of

United’s parent will now be local, rather than national, markets, United will be better

equipped to succeed in a competitive marketplace than it is today. | can only surmise

that Mr. Saunders is expressing his concern about United’s current prices and rate

structure. The Commission has ordered parties in this proceeding to strike testimony

regarding rate rebalancing and access reform; therefore, | will not attempt to

reintroduce United’s defense of its current rate structure. Certainly, nothing prevents

the Staff from seeking to address rate structure issues outside the context of this

proceeding.

SALE OF DIRECTORY IN 2003

WHICH OF SPRINT’S WITNESSES WILL BE ADDRESSING THE SALE OF
THE STOCK OF THE DIRECTORY BUSINESS?

Brian Staihr will discuss economic theory as it relates to Sprint Corporation’s stock
sale of its directory publishing business. | will provide an historic context of how
directory revenue has been handled for United in the past, and will compare and

contrast Staff’s proposal in this case with the way the Commission resolved Qwest’s

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 24
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sale of Dex in UT-021120. Richard Pfeifer will discuss all remaining issues raised by
Staff and Public Counsel, including why this issue should not be addressed in the

instant proceeding.

PLEASE SUMMARIZE SPRINT’S POSITION WITH REGARD TO THE 2003
SALE OF THE STOCK OF SPRINT’S DIRECTORY PUBLISHING
BUSINESS.

Sprint believes that Hke-theraterebalaneing-issue; there is no connection between this
issue and the matter to be determined in this proceeding. As Richard Pfeifer will
testify, the transfer of control in this docket does not give rise to any change in facts or
circumstances relating to the directory sale or the existing revenue imputation. Sprint
Corporation’s sale of its directory publishing business is not analogous to Qwest’s sale
of Dex. In contrast to Qwest, United never owned any assets that were involved in the
directory publishing business. Brian Staihr will demonstrate that the value of the
publishing business was not created by United. Moreover, United ratepayers bore no

risk or financial burden that would entitle them to a share of proceeds.

If the Commission believes that imputation of the gain should be further explored, it
could make a determination in a future rate case. The Commission would have all the
information it would need. United provided information concerning the stock sale at
the time of the sale and subsequently in this proceeding. That information will not be
lost as a result of the separation of United from Sprint. In the meantime, United’s

local rates will continue to reflect ** of directory imputation, even though there

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 25
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is no longer any actual directory advertising revenue stream associated with this

subsidy.

IN WHAT WAY WAS UNITED’S AFFILIATION WITH SPRINT’S
DIRECTORY PUBLISHING BUSINESS DIFFERENT FROM QWEST’S
AFFILIATION WITH DEX?

Unlike Qwest, United never operated its own directory publishing business or owned
any assets related to directory publishing, nor has the Commission ever included
Sprint Publishing and Advertising assets in United’s ratebase. United originally
obtained directory publishing services through a contract with LM Berry. When
Sprint entered the publishing business it created a wholly owned subsidiary,
Directories America, Inc., which was the parent to Sprint’s directory publishing
business. At that point, Directories America became a sister company to United.
Unlike Qwest, United did not transfer any assets, employees, or working capital to
Sprint’s directory publishing business because it had none related to directory
publishing. To the best of my knowledge, the Commission has never issued an order
asserting that United had any assets or ownership of Sprint’s directory publishing
business. And unlike Qwest, there has never been any case or Commission order in
which either Staff or the Commission determined that a sale of the directory occurred
over which the Commission had jurisdiction. Additionally, in United’s case, there was
never an MFJ order that assigned ownership of directory publishing to United, as there

was in Qwest’s case.

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 26
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HOW HAS THE COMMISSION HANDLED DIRECTORY IMPUTATION
FOR UNITED FOR RATEMAKING PURPOSES?

In the 1989 Staff earnings investigation that culminated in a local rate rebalancing, U-
89-3067-SlI, Staff adjusted United’s test year based on Staff’s belief that United did
not receive enough compensation in base fees from its affiliate. Staff believed that
United should have received ** of revenue, whereas the company had
recognized ** of test year revenue. The difference of ** was used as a
test year adjustment. United stipulated to include this adjustment for ratemaking
purposes and has not had a basic local rate change since then; therefore, United
currently has ** of directory imputation revenue built into its rates. Sprint has
been unable to find any Commission order approving this imputation arrangement,
and this arrangement was the result of a stipulation, so it does not appear that the

Commission has ever decided that United should be imputing directory revenues for

ratemaking purposes or otherwise.

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 27
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Q. WHAT IS SPRINT’S RECOMMENDATION REGARDING THE 2003 SALE

OF THE STOCK OF SPRINT’S DIRECTORY PUBLISHING BUSINESS ?

A. The Commission should disregard this issue because it is irrelevant to this proceeding.

There is no relationship between this transfer of control proceeding and the stock
purchase transaction that occurred three years ago. Because United never owned any
assets related to the directory publishing business, and its ratepayers bore no risk or

financial gain related to the business, there is no basis for calculating a gain
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attributable to United. If the Commission wishes to explore the issue further, it could
do so in a rate case proceeding. At that point the Commission can make a
determination on the amount of subsidy, if any, it wishes to include in local rates
based upon all the information it will have at hand such as earnings level, the impact
the subsidy would have on competition, the prospects for continuing profitability in

the directory advertising market and other factors as addressed by Richard Pfeifer.

. AFFILIATED INTEREST

UNDER RCW 80.16.010 WOULD SPRINT BE AN AFFILIATED INTEREST
OF UNITED OR SLDI AFTER THE SEPARATION?

No. Ms. Erdahl seems to rely upon one definition contained in this law which
describes an affiliated interest as “Every corporation or person with which the public
service company has a management or service contract.” Taken literally, this would
mean that every copy machine repair service, janitorial service, etc. provided under
contract would constitute an affiliated interest. Sprint doubts this was the intent when
the law was created. Certainly the Commission has not enforced this interpretation in

its review of the annual affiliated interest reports that are filed by ILECs.

SHOULD THE LONG-DISTANCE RESALE COMMERCIAL CONTRACT
THAT SPRINT LONG DISTANCE, INC. ENTERS INTO WITH SPRINT BE
TREATED AS AN AFFILIATED INTEREST AGREEMENT AS PROPOSED

BY MS. ERDAHL?

Rebuttal Testimony of Nancy Judy (NLJ-4THC) 29
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No. Sprint does not believe that LTD Holding Company or any of its entities would
be affiliated interests of Sprint after the separation, but even if they were, the affiliated
interest statutes would not apply to this contract. The reason is that United is not a
party to this contract The contract is between SLDI and Sprint. SLDI is certified as
a competitive provider in Washington. Under WAC 480-121-063, certain regulatory
requirements are waived for competitively classified companies, including Chapter
80.16 RCW Affiliated Interests. One of Ms. Erdahl’s concerns with the long-distance
contract is that the five year term will limit United’s flexibility to compete effectively
after the spin-off, and could restrict LTD’s ability to compete with other long distance
carriers. She also expresses concern that the wholesale rates Sprint will charge may
not be fair because Sprint has not provided a cost study supporting the rates. There is
no basis for this concern, however, because long-distance and wholesale pricing is
regulated by the competitive market. Additionally, as indicated by the table in
Richard Pfeifer’s rebuttal testimony, the toll revenue at issue will not appear on
United’s books, but will be booked to non-regulated operations by United’s new toll
affiliate, currently certified as SLDI. Under this arrangement, United will bill access
charges to Sprint at tariff rates as it has in the past. If United’s local customers select
another provider instead of SLDI, such as AT&T, United will charge the same tariff
access rates as it would charge Sprint. Therefore, there can be no negative impact to
United’s regulated operations nor any harm to “captive customers of a regulated
telecommunications carrier” as Ms. Erdahl puts it. United’s revenue will not vary

with the success or failure of SLDI.
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Further, it has not been the Commission’s practice to require other toll resellers that
are competitors to SLDI to prove that they are paying fair wholesale rates, nor does it
require the underlying provider to submit cost studies to determine if the competitive
rate they are charging resellers is fair. Requiring Sprint to provide access rates to
SLDI at cost would interfere with the market dynamics. For example, it would be
discriminatory if Sprint were required to provide access rates to SLDI at cost, but not
required to provide access rates to Sprint’s other resellers at cost. Conversely, if
Sprint has contracts with other resellers with most favored nation (MFN) provisions, it
would be required to provide access to its other resellers at regulated rates that would

not be sufficient to maintain its wholesale business profitably.

SHOULD THE WIRELESS SERVICE RESALE MVNO AND THE BUSINESS
SALES AGENCY AGREEMENTS BE TREATED AS AFFILIATED
INTEREST AGREEMENTS?

No. Again, both contracts are between SLDI and Sprint. Even if an argument could
be made that the two entities were affiliated interests after the separation, SLDI is
exempt from the affiliated interest statue under WAC 480-121-063. With respect to
the business sales agency agreement, SLDI is not required to sell services on behalf of
Sprint as Ms. Erdahl testified. Rather, SLDI is entering into this agreement because it

provides an opportunity for a new revenue stream.

SHOULD LTD’S CONTRACT TO PROVIDE CNAM SERVICES TO SPRINT

BE TREATED AS AN AFFILIATED INTEREST?
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No. This service will be provided to Sprint by LTD Holding Company, not United,
and is a non-regulated service that will not affect United’s regulated operations in any

way.

CONCLUSION

BASED UPON YOUR READING OF THE TESTIMONY OF PUBLIC
COUNSEL AND STAFF, DO THE CONCLUSIONS CITED IN YOUR PRIOR
TESTIMONY CHANGE?

My conclusions about United possessing the requisite technical and managerial
capabilities to continue to provide quality of service do not change, nor do my

conclusions about the benefits of the separation. lam-concerned,-however-that

aceess-Hnes: Ultimately, the real decision before the Commission does not concern

raterebalancing-or directory imputations, but whether United and LTD Holding

Company will be better situated to face increased competition on their own, where
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they have the flexibility, autonomy, and independence to meet their local customers’
needs unencumbered by the demands of a larger, predominantly wireless, carrier. The

answer is clearly yes. The Commission should approve the proposed separation.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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