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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Michael Dougherty.  I am the Program Manager for the Corporate 3 

Analysis and Water Regulation Section of the Public Utility Commission of 4 

Oregon (Commission).  My business address is 550 Capitol Street NE Suite 5 

215, Salem, Oregon 97301-2551.   6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/101. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is three-fold.  First, I am the lead witness for the 11 

Commission Staff (Staff) in this proceeding.  Accordingly, I am familiar with 12 

Staff sponsored testimony and recommended ordering conditions.  Second, I 13 

will generally discuss the structure of this transaction, potential risks of the 14 

transaction, and mitigation of these risks.  Third, I will list Staff’s recommended 15 

ordering conditions proposed by Staff in this docket.  16 

Q. WHAT IS STAFF’S RECOMMENDATION CONCERNING THIS DOCKET? 17 

A. Staff recommends the Commission deny CenturyLink, Inc.’s (CenturyLink or 18 

Company) request to approve this transaction.  There are significant risks 19 

posed by this transaction, which CenturyLink and Qwest Communications 20 

International, Inc. (QC II) have failed to adequately address. 21 

 22 
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Q. ARE THERE ANY CIRCUMSTANCES UNDER WHICH STAFF WOULD 1 

RECOMMEND THE COMMISSION APPROVE THE TRANSACTION? 2 

A. Yes.  The Commission could approve the transaction subject to the Applicants 3 

voluntarily offering or agreeing to conditions or commitments that either reduce 4 

the numerous risks of the transaction or offset the risks.  Although Staff 5 

believes its recommended conditions (discussed later in testimony) reduce the 6 

risks of the transaction, Staff does not believe its conditions will completely 7 

mitigate the risks with the transaction, which include (and discussed later): 8 

1. Maintaining a dividend of $2.90 per share; 9 

2. CenturyLink taking on increased and substantial debt; 10 

3. Increased debt leverage, Net Debt/EBITDA1 (from approximately 2.0x 11 

to 2.4x (2.2x if synergies are achieved)); 12 

4. Potential for CenturyLink debt to fall below investment grade;  13 

5. CenturyLink taking on steeper access line losses (Qwest currently has 14 

an 11 percent line loss as compared to CenturyLink’s 6.6 percent); 15 

6. Post-merger CenturyLink being less profitable than pre-merger 16 

CenturyLink.  The decreased profitability may preempt or halt 17 

broadband expansion in legacy CenturyLink territories;  18 

7. The inability to effectively ring fence the operating companies from the 19 

parent company; 20 

8. CenturyLink is still in the process of integrating Embarq (a company 21 

that was approximately three times the size of CenturyTel when the 22 

                                            
1 Earnings Before Interest, Taxes, Depreciation, and Amortization 
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merger occurred) and the focus of rapid expansion in a short period 1 

may result in a lack of focus in Oregon;2 2 

9. CenturyLink does not have experience as a BOC,3 which may have an 3 

adverse effect on competition; and 4 

10. Associated risks as presented by CenturyLink in its SEC Filing S-4 5 

dated June 4, 2010.   6 

As such, CenturyLink must offer conditions that will offset risks to ensure the 7 

legal standard for the transaction (in the public interest, no harm) is satisfied. 8 

Q. PLEASE PROVIDE A LIST OF STAFF WITNESSES, EXHIBIT NUMBERS, 9 

AND THE SUBJECTS EACH ADDRESSES. 10 

A. Staff witnesses who are providing direct testimony in this docket are as follows: 11 

Table 1 – Staff Assignments 12 

Witness Exhibit Subject(s) 

Dougherty 100 

Legal Standard; Summary of the Transaction; 
Risks and Risk Mitigation; Records, Access to 
Books; Ratemaking; Synergy Savings; Goodwill; 
Affiliated Interest Issues; and Recommended 
Approval Conditions 
 

Ordonez 200 

Financial Analysis; Financial Leverage; 
Profitability; and Credit Ratings Aspects of the 
Merger 
 

Reynolds 300 
Broadband Issues and Customer Support and 
Billing Systems 
 

  13 

                                            
2 Per Staff’s UM 1416 memo, dated March 18, 2009:  “As of December 31, 2008, Embarq served 
approximately 6.5 million local access lines including approximately 60,000 total access lines in 
Oregon.  CenturyTel served approximately 2.1 million local access lines, including approximately 
62,000 access lines in Oregon.” 
3 Bell Operating Company. 
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Witness Exhibit Subject(s) 

Emmons 400 
Service Quality, Engineering and Service 
Assurance 
 

Marinos 500 Long Distance and Competitive Issues 
 

Cray 600 OTAP/Lifeline 
 

 1 
Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET? 2 

A. Yes.  I prepared Exhibit Staff 102, consisting of 31 separately numbered 3 

pages. 4 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 5 

A. My testimony is organized as follows: 6 

Issue 1, Legal Standard .............................................................................. 4 7 
Issue 2, Structure of Transaction, Potential Risks of the Transaction, 8 

and Mitigation of these Risks ........................................................ 5 9 
Issue 3, Recommended Conditions Proposed by Staff ............................. 41 10 

ISSUE 1 - LEGAL STANDARD 

Q. WHAT IS THE LEGAL STANDARD THAT THE COMMISSION SHOULD 11 

APPLY TO THIS TRANSACTION? 12 

A. According to advice given by the Oregon Department of Justice, the 13 

Commission should apply an “in the public interest, no harm” standard when 14 

considering whether to approve this transaction.  This is the standard the 15 

Commission used in its Order No. 10-067, involving the indirect transfer of 16 

control of Verizon Northwest Inc. to Frontier Communications Corporation; 17 

Order No. 09-169 involving the merger between CenturyTel and Embarq; and 18 

Order No. 95-526 involving a transaction pursuant to ORS 759.375(1)(c) and 19 
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759.380 (sale of 23 exchanges).  This is a lesser standard than the “net 1 

benefits” standard employed under ORS 757.511 for energy utility acquisitions.  2 

Additionally, the Commission has used the “in the public interest, no harm” 3 

standard for property sales including telecommunication utility property sales 4 

(Commission Order No. 08-617 (UP 247) and Commission Order No. 02-466 5 

(UP 195)). 6 

ISSUE 2 - STRUCTURE OF TRANSACTION, POTENTIAL RISKS OF THE 7 

TRANSACTION, AND MITIGATION OF THESE RISKS 8 

Q. PLEASE PROVIDE A BRIEF CHRONOLOGY OF THIS DOCKET. 9 

A. On May 24, 2010, CenturyLink submitted an application (Application) 10 

requesting a Commission order approving the indirect merger of CenturyLink’s 11 

and Qwest’s regulated incumbent local exchange subsidiaries, which operate 12 

as telecommunications utilities in the state of Oregon.  Qwest did not join as an 13 

applicant in the matter because ORS 759.375 and ORS 759.390 do not apply 14 

to Qwest due to the Commission’s approval of its price plan in Order  15 

No. 08-408, UM 1354, which include the waivers of these statutes.4  The 16 

operating subsidies include the four separate Incumbent Local Exchange 17 

Carriers (ILECs) in Oregon (no change from current allocated areas) – 18 

CenturyTel of Oregon Inc., CenturyTel of Eastern Oregon, Inc., United 19 

Telephone Company of the Northwest (dba Embarq), and Qwest Corporation 20 

(Qwest) (collectively, Operating Companies).   21 

                                            
4 Docket UM 1484, Application for an Order to Approve the Indirect Transfer of Control of Qwest 
Corporation (Application), page 1, dated  May 24, 2010. 
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A Prehearing Conference was held on June 8, 2010; and on June 22, 2010, 1 

the Administrative Law Judge (ALJ) issued his Prehearing Conference Report 2 

and Ruling.  On June 22, 2010, CenturyLink and Qwest submitted 3 

supplemental testimony concerning competitive issues to support their 4 

application.  On August 2, 2010, the ALJ granted an unopposed motion to 5 

amend the procedural schedule.  Settlement conferences were conducted on 6 

August 3, 2010, August 17, 2010, and August 30, 2010.  Additional settlement 7 

conferences are scheduled for September 8, 2010, September 27, 2010, and 8 

October 12, 2010. 9 

Q. PLEASE SUMMARIZE CENTURYLINK AND QWEST’S OPERATIONS. 10 

A. According to the Application, CenturyLink is a publicly-traded Louisiana 11 

corporation with headquarters in Monroe, Louisiana.  CenturyLink serves 12 

approximately 7 million access lines nationwide, 2.2 million broadband 13 

subscribers, and over 553,000 video subscribers in 33 states.5  CenturyLink 14 

Oregon ILECs are telecommunication utilities as defined in ORS 759.005 and 15 

are subject to traditional rate regulation.  Combined, the Century Link ILECs 16 

serve approximately 109,000 access lines in the state.6   17 

  Qwest is a subsidiary of QCII, which is a publicly traded corporation with its 18 

headquarters in Denver, Colorado.  Qwest provides ILEC services in 14 states, 19 

serving approximately 10.3 million local access lines.  Qwest serves 20 

approximately 802,000 access lines, as well as intrastate interexchange 21 

services, in Oregon.   22 
                                            
5 Application, dated May 24, 2010, at 7. 
6 Id. at 8. 
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Both the CenturyLink Oregon ILECs and Qwest provide regulated retail and 1 

wholesale services under the jurisdiction of this Commission, as well as 2 

interconnection services to Competitive Local Exchange Carriers (CLECs) 3 

through numerous interconnection agreements approved by the Commission.7   4 

  The combined operation will serve over 5 million broadband customers and 5 

17 million access lines (over 900,000 in Oregon) across 37 states.8 6 

Q. PLEASE PROVIDE A BRIEF BACKGROUND OF THE TRANSACTION. 7 

A. According to the Application, on April 21, 2010, Qwest, CenturyLink, and  8 

SB 44 Acquisition Company (Acquisition Company) entered into an Agreement 9 

and Plan of Merger (Merger Agreement).  Under the terms of the Merger 10 

agreement, QCII and Acquisition Company will merge, after which QCII will be 11 

the surviving entity and the Acquisition Company will cease.  QCII will become 12 

a wholly-owned, first-tier subsidiary of CenturyLink.   According to CenturyLink, 13 

there will be no change in corporate structure of the respective CenturyLink 14 

and QCII operating entities as a result of the Transaction.  Qwest will remain a 15 

subsidiary of QCII.9,10 16 

  The transaction is a tax-free, stock-for-stock business deal with no new debt 17 

or refinancing required.  Shareholders of QCII will receive 0.1664 shares of 18 

CenturyLink for each share of QCII common stock owned at closing.  Upon 19 

closing, shareholders of pre-merger CenturyLink will own approximately  20 

                                            
7 Id. at 8, 9 and 10. 
8 CenturyLink and Qwest Merger Transaction Overview, Oregon Public Utility Commission, dated 
May 3, 2010, at 6.  Included in Staff Exhibit 102, pages 1 - 9. 
9 Application, dated May 24, 2010, at 4. 
10 Please see Staff Exhibit 102, page 10 for a diagram of the merger. 
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50.5 percent of post-merger CenturyLink and shareholders of the pre-merger 1 

QCII will own approximately 49.5 percent of post-merger CenturyLink.  2 

 CenturyLink will issue new stock to acquire QCII.  It is not paying cash or 3 

financing the transaction through debt.11  With that said, it is important to note 4 

that CenturyLink will be assuming $11.8 billion in Qwest debt, resulting in a 5 

total CenturyLink corporate debt of $19.4 billion.  The increased debt will 6 

increase CenturyLink’s pre-merger leverage (Net debt/trailing EBITDA) of 2.0x 7 

to a post-merger level of 2.4x.  (See Staff/200, Ordonez/4) 8 

Q. HAS CENTURYLINK FILED A SIMILAR APPLICATION IN OTHER 9 

STATES? 10 

A. Yes.  As a result of being under certain regulatory requirements by federal and 11 

state agencies, CenturyLink was required to file for approval in several 12 

jurisdictions.  The table below summarizes the status of jurisdictional approvals 13 

as of June 21, 2010, (based on CenturyLink’s response to Staff Data Request 14 

No. 24).12 15 

 Table 2 – List of Regulatory Approvals 16 
Regulatory 
Agency  

Approval 
Necessary 
(Yes/No)  

Current Status 
if Approval is 
Pending  

Scheduled 
Hearing Date  
(if applicable)  

Projected 
Close Date  

Federal Filings  
DOJ/FTC  Yes  Initial HSR filing 

on 5/12/2010; 
refiled on 
6/15/10 to 
provide 
additional 
information  

N/A  Pending  

 17 
                                            
11Application, dated May 24, 2010, at 5. 
12 Included in Staff Exhibit 102, pages 11-12. 
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Regulatory 
Agency  

Approval 
Necessary 
(Yes/No)  

Current 
Status if 
Approval is 
Pending  

Scheduled 
Hearing Date  
(if applicable)  

Projected 
Close Date  

FCC  Yes  214 
Application 
filed on 
5/7/2010  

Comments due 
7/12/10; reply 
comments due 
7/27/10  

Pending  

State filings – ILEC States  
Arizona  Yes  Application 

filed 5/28/10  
Schedule 
Pending  

Pending  

California  Yes  Advice letter 
filed 5/14/10  

N/A  Pending  

Colorado  Yes  Application 
filed 5/27/10  

Schedule 
Pending  

Pending  

Georgia  Yes  Application 
filed 5/2510  

Schedule 
Pending  

Pending  

Iowa  Yes  Application 
filed 5/24/10  

Schedule 
Pending  

Pending  

Louisiana  Yes  Application 
filed 5/19/10  

Schedule 
Pending  

Pending  

Minnesota  Yes  Application 
filed 5/13/10  

Schedule 
Pending  

Pending  

Mississippi  Yes  Application 
filed 5/25/10  

Schedule 
Pending  

Pending  

Montana  Yes  Application 
filed 5/28/10  

Schedule 
Pending  

Pending  

Nebraska  Yes  Application 
filed 6/4/10  

Schedule 
Pending  

Pending  

New Jersey  Yes  Application 
filed 5/19/10  

Schedule 
Pending  

Pending  

Ohio  Yes  Application 
filed 5/28/10  

Schedule 
Pending  

Pending  

Oregon  Yes  Application 
filed 5/21/10  

October 20-21  Pending  

Pennsylvania  Yes  Application 
filed 5/14/10  

Schedule 
Pending  

Pending  

Utah  Yes  Application 
filed 5/28/10  

October 26-27  Pending  

Virginia  Yes  Application 
filed 5/25/10  

Schedule 
Pending  

Pending  

Washington  Yes  Application 
filed 5/13/10  

January 5-7, 
2011  

Pending  

  1 
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State Filings – Non-ILEC States  
Regulatory 
Agency  

Approval 
Necessary  
(Yes/No)  

Current 
Status if 
Approval is 
Pending  

Scheduled 
Hearing Date  
(if applicable)  

Projected 
Close Date  

Alaska  Yes  Application 
filed 6/3/120  

Schedule 
Pending  

Pending  

District of 
Columbia  

Yes  Application 
filed 6/4/10  

Schedule 
Pending  

Pending  

Hawaii  Yes  Application 
filed 6/3/10  

N/A  Approved 
6/15  

Maryland  Yes  Application 
filed 6/8/10  

Schedule 
Pending  

Pending  

New York  Yes  Application 
filed 6/4/10  

Schedule 
Pending  

Pending  

 1 
Q. PLEASE SUMMARIZE THE CUSTOMER BENEFITS OF THIS MERGER 2 

AS PRESENTED BY CENTURYLINK. 3 

A. CenturyLink, in its CenturyLink and Qwest Merger Transaction Overview, 4 

Oregon Public Utility Commission, dated May 3, 2010, lists the following as 5 

general customer benefits: 6 

1. Increased Capabilities: Creates a stronger data/voice and long-haul 7 

competitor to the long haul efforts of the two largest integrated 8 

communication companies. 9 

2. Expanded and Enhanced Consumer Offerings: Increases the likelihood 10 

of faster, broader broadband service deployment enabling terrestrial 11 

based video competition via IPTV. 12 

3. Customer Focus: Creates a local go-to-market focus bringing decisions 13 

closer to the needs of local customers and communities. 14 

4. Financial Strength and Flexibility: The combined company’s sound 15 

capital structure will support its ability to take advantage of 16 
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opportunities that may arise, while continuing to invest in its 1 

business.13 2 

Additionally, in its application and in direct testimony,  the Company discusses 3 

its track record of successfully integrating companies including its recent 4 

merger with Embarq that was approved by the Commission in  5 

Order No. 09-169 (UM 1416);14 and the increased economies of scale and 6 

scope that will result from the merger.15 7 

Q. DID CENTURYLINK, IN ITS TESTIMONY, OFFER ANY CONDITIONS OR 8 

COMMITMENTS CONCERNING THESE CUSTOMER BENEFITS? 9 

A. No. 10 

Q. HAS CENTURYLINK TOUTED ANY OTHER BENEFITS TO THE 11 

TRANSACTION? 12 

A. Yes.  In its CenturyLink and Qwest Merger Conference Call, dated April 22, 13 

2010, CenturyLink lists the following as shareholder positives of the 14 

transaction: 15 

1. Maintain annual dividend of $2.90 per share; and 16 

2. Significant synergy savings of $625 million run-rate, which includes 17 

$50 million of run-rate capital expenditure (capex) synergies.16 18 

 19 

                                            
13 CenturyLink and Qwest Merger Transaction Overview, Oregon Public Utility Commission, dated 
May 3, 2010, at 7.  Included in Exhibit Staff 102, pages 1-9. 
14 Application at 7-8 and 21-22; CTL/200, Schafer/7-12; and CTL/201, Schafer. 
15 Id. at13.  See also Qwest/1, Peppler/10-13. 
16 CenturyLink and Qwest Merger Conference Call, dated April 22, 2010.  Included in Staff Exhibit 
102, page 13. 
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Q. DO THESE SHAREHOLDER POSITIVES TRANSLATE TO POSTIVES 1 

FOR CUSTOMERS? 2 

A. No.  In fact, these positives for shareholders could come as a detriment for 3 

customers.  Concerning the level of dividends, CenturyLink could potentially 4 

place a higher priority on paying dividends to shareholders than maintaining 5 

service quality and investing in business operations.  If earnings per share are 6 

lower than the dividend per share, the Company would need to reach into free-7 

cash flow to pay those dividends.  Being that depreciation expense is a 8 

significant contributor to free cash flow, paying of dividends could consume 9 

funds that could have been allocated for plant investment. 10 

  Also, in order to achieve the operating synergy goals, CenturyLink projects 11 

one-time operating costs of $650 to $800 million.  In order to achieve the 12 

capital synergy goal, CenturyLink projects one-time capital costs of $150 to 13 

$200 million.17  These one-time costs, could potentially consume funds that 14 

may have otherwise been allocated to benefit customers such as broadband 15 

expansion, improved service quality, and additional product offerings. 16 

  In addition, the combined company, despite the increased economies of scale 17 

and scope, will continue to confront access line losses that could negatively 18 

affect revenues, resulting in decreased funds to invest in the Oregon network.  19 

In fact in Qwest/1, Peppler/15, Qwest states that its residential and business 20 

access lines in Oregon declined more than 50 percent when in this same time 21 

                                            
17 CenturyLink and Qwest Merger Conference Call, dated April 22, 2010.  Included in Staff Exhibit 
102, page 13. 
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period, Oregon’s actual population grew by 24 percent.18  It is interesting to 1 

note that CenturyLink in CTL/300, Bailey/16 actually admits the companies 2 

have not attempted to identify the specific benefits of new services that might 3 

be made available as a result of the transaction by stating: 4 

No.  The process of integration is too early at this point to 5 
estimate the full extent of the opportunities to provide new 6 
products and services to customers and to increase 7 
broadband penetration rates in the combined service 8 
territory.19 9 
 10 

  Finally, the increased value to shareholders of rapid expansion, high 11 

dividends, and higher share prices for Qwest shareholders could result in a 12 

CenturyLink’s management being more focused on shareholders than Oregon 13 

customers.  In fact in its SEC S-4 filing, the Company acknowledges this risk of 14 

rapid expansion by stating: 15 

CenturyLink’s future results will suffer if CenturyLink does 16 
not effectively manage its expanded operations following the 17 
merger.20 18 

 19 
Q. WHAT ARE THE RISKS OF THE TRANSACTION TO CENTURYLINK 20 

CUSTOMERS? 21 

A. As previously mentioned, Staff believes the risks of the transaction are 22 

considerable and include: 23 

1. Maintaining a dividend of $2.90 per share; 24 

2. CenturyLink taking on increased and substantial debt; 25 

                                            
18 Docket UM 1484 Qwest/1, Peppler/15. 
19 Docket UM 1481 CTL/300, Bailey/16. 
20 CenturyLink SEC Form S-4, dated July 16, 2010, at 20.  Included in Staff Exhibit 102, page 20. 
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3. Increased debt leverage, Net Debt/EBITDA (from approximately 2.0x 1 

to 2.4x (2.2x if synergies are achieved)); 2 

4. Potential for CenturyLink debt to fall below investment grade;  3 

5. CenturyLink taking on steeper access line losses (Qwest currently has 4 

an 11 percent line loss as compared to CenturyLink’s 6.6 percent); 5 

6. Post-merger CenturyLink being less profitable than pre-merger 6 

CenturyLink.  The decreased profitability may preempt or halt 7 

broadband expansion in legacy CenturyLink territories;  8 

7. The inability to effectively ring fence the operating companies from the 9 

parent company; 10 

8. CenturyLink is still in the process of integrating Embarq (a company 11 

that was approximately three times the size of CenturyTel when the 12 

merger occurred) and the focus of rapid expansion in a short period 13 

may result in a lack of focus in Oregon; 14 

9. CenturyLink does not have experience as a BOC which may have an 15 

adverse effect on competition; and 16 

10. Associated risks as presented by CenturyLink in its SEC Filing S-4 17 

dated June 4, 2010.   18 

Q. PLEASE BRIEFLY LIST THE OPERATIONAL RISK FACTORS 19 

PRESENTED BY THE COMPANY IN ITS SEC FORM S-4. 20 

A. The listed operational risk factors include: 21 

• CenturyLink expects to incur substantial expenses related to the 22 
merger; 23 

 24 
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• Following the merger, the combined company may be unable to 1 
integrate successfully the businesses of CenturyLink and Qwest and 2 
realize the anticipated benefits of the merger; 3 

 4 
• The merger will change the profile of CenturyLink’s local exchange 5 

markets to include more large urban areas, with which CenturyLink has 6 
limited operating experience; 7 

 8 
• Following the merger, the combined company may be unable to retain 9 

key employees; 10 
 11 

• If CenturyLink and Qwest continue to experience access line losses 12 
similar to the past several years, following the merger, the combined 13 
company’s revenues, earnings and cash flows may be adversely 14 
impacted; 15 

 16 
• CenturyLink and Qwest face competition, which is expected to intensify 17 

and place further pressure on the market share of the combined 18 
company; 19 

 20 
• CenturyLink could be harmed by rapid changes in technology; 21 

 22 
• The industry in which CenturyLink operates is changing; CenturyLink 23 

cannot assure you that its diversification efforts will be successful; 24 
 25 

• CenturyLink may not be able to grow through acquisitions; 26 
 27 

• CenturyLink’s future results will suffer if CenturyLink does not 28 
effectively manage its expanded operations following the merger; 29 

 30 
• Following the merger, CenturyLink may need to conduct branding or 31 

rebranding initiatives that are likely to involve substantial costs and 32 
may not be favorably received by customers; 33 

 34 
• Following the merger, CenturyLink’s relationship with other 35 

communications companies will continue to be material to its 36 
operations and will expose it to a number of risks and 37 

 38 
• Network disruptions or system failures could adversely affect 39 

CenturyLink’s operating results and financial conditions.21 40 
 41 

                                            
21 CenturyLink SEC Form S-4, dated July 16, 2010, at 16–21.  Included in Staff Exhibit 102, pages 
16–21. 
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In addition to operating risks, the Company lists numerous risks under Risks 1 

Relating to the Merger, Regulatory and Legal Risks and Other Risks.22  It is 2 

important to note that the SEC requires, as a matter of full disclosure, the 3 

inclusion of any and all potential risks to shareholders even if they are unlikely 4 

to occur.  However, these risks are real risks that can negatively impact 5 

customers. 6 

Q. DO YOU BELIEVE THE FOUR STATED CUSTOMER BENEFITS 7 

OUTWEIGH THE MANY RISKS OF THE TRANSACTION? 8 

A. No. 9 

Q. HOW CAN THE COMMISSION REDUCE THE MANY RISKS ASSOCIATED 10 

WITH THE TRANSACTION? 11 

A. Staff has recommended numerous conditions that are designed to protect 12 

customers and the public generally.  Please note that Staff separated the 13 

conditions into general categories.  These categories are:  14 

• Records/Rates/Tariffs/Access to Books 15 
• Broadband 16 
• Financial 17 
• Service Quality and Safety – Retail 18 
• Operations Support Systems 19 
• Long Distance 20 
• Wholesale Services 21 
• OTAP/Lifeline 22 
• Affiliated interests/Non-regulated Operations 23 
• Most Favored State Commitment 24 

 25 
Many of the recommended conditions are similar to the conditions ordered in 26 

Commission Order 10-067 (UM 1431) involving the indirect transfer of control 27 

                                            
22 Id. at 21–22.  Included in Staff Exhibit 102, pages 21–22. 
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of Verizon Northwest Inc. to Frontier Communications Corporation and 1 

Commission Order No. 09-169 (UM 1416) involving the merger between 2 

CenturyTel and Embarq.  As a difference from the conditions accepted by 3 

CenturyLink in UM 1416, Staff prepared numerous additional conditions that 4 

address broadband, long distance, service quality, Oregon Telephone 5 

Assistance Programs, and competitive issues.  The recommended conditions 6 

also require increased reporting that will allow Staff, parties, and interested 7 

persons to monitor the transition of Qwest’s operations to CenturyLink.  These 8 

types of additional conditions were approved by the Commission in UM 1431.  9 

As previously mentioned, Staff does not believe its conditions will completely 10 

mitigate the risks to meet the statutory requirements due to the financial risk 11 

posed by the change in ownership, the inability to ring fence the operating 12 

companies from the parent, CenturyLink, and risks relating to competition. 13 

Q. PLEASE DISCUSS THE RISK OF MAINTAINING A $2.90 PER SHARE 14 

DIVIDEND. 15 

A. CenturyLink’s post-transfer dividend policy of maintaining a $2.90 per share 16 

dividend may be problematic.  In its response to Staff Data Request No. 7, 17 

CenturyLink had 301,031,397 outstanding shares in 2010.  If CenturyLink 18 

shareholders will own 50.5 percent of the combined company, total outstanding 19 

shares will equal approximately 596,101,776.  Dividend payments of $2.90 per 20 

share will equal approximately $1.73 billion.   21 

As a result, CenturyLink could potentially place a higher priority on paying 22 

dividends to shareholders than maintaining service quality and investing in 23 
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business operations.  CenturyLink’s Pro forma income statement in its SEC 1 

Form S-4 shows earnings per share (EPS) of $2.40.23  This is $0.50 less than 2 

the $2.90 dividend per share.  A dividend that is higher than the EPS will 3 

require an allocation of CenturyLink’s cash flow from operations that could 4 

result in hindering upgrading its current network infrastructure and may delay 5 

or cease broadband expansion in CenturyLink’s legacy service area as overall 6 

demand for landlines falls. 7 

  As a result, Staff’s recommended condition No. 15 places a restriction on the 8 

amount of net income the operating companies can dividend up to any 9 

company (including affiliates and subsidiaries of post-merger CenturyLink) if 10 

the Company’s Net debt/training 12-month EBITDA is greater than 2.6x.  It is 11 

important to note that Staff’s metric of 2.6x allows some cushion over the 2.4x 12 

(2.2x if synergies are achieved) projected by the Company.  CenturyLink 13 

actually accepted a similar condition concerning operating company dividends 14 

in UM 1416, Commission Order No. 09-169.  It is important to note that the 15 

dividend condition in UM 1416 used a different metric (average market value of 16 

CenturyTel’s common equity is less than 50 percent of the book value of 17 

CenturyTel’s net debt) than the net leverage metric used in Staff condition 15.   18 

Q. HAS THE COMMISSION APPROVED RESTRICTION OF DIVIDENDS OR 19 

DISTRIBUTIONS IN ANY PREVIOUS TELECOMMUNICATIONS MERGER 20 

FILING? 21 

                                            
23 CenturyLink SEC Form S-4, dated July 16, 2010, at 113.  Included in Staff Exhibit 102, page 23. 
 



Docket UM 1484 Staff/100 
 Dougherty/19 

 

A. Yes.  As previously mentioned, the Commission has placed restrictions on 1 

dividends or distributions in UM 1416 (CenturyTel/Embarq), Commission Order 2 

No. 09-169, Condition 4.j.  I believe that this recommended condition reduces 3 

the risks of the transaction and helps ensure that the “in the public interest, no 4 

harm” standard is achieved. 5 

Q. PLEASE DISCUSS THE RISKS THAT PERTAIN TO INCREASED DEBT, 6 

INCREASED NET LEVERAGE, THE POTENTIAL FOR CENTURYLINK 7 

DEBT TO FALL BELOW INVESTMENT GRADE, AND THE POTENTIAL 8 

TO BECOME LESS PROFITABLE. 9 

A. Staff Ordonez in Staff/200, Ordonez/6-8 discusses the financial risks 10 

associated with the transaction.  As Staff Ordonez demonstrates in Staff/200, 11 

Ordonez/4, CenturyLink’s debt will increase from $7.6 billion to $19.4 billion.  12 

As a result, the debt service of this increased level of debt will increase from 13 

the current $556 million to $1,543 million.24  Although the Company will have 14 

increased revenue to service this debt, if Qwest line losses continue on its 15 

current pace (approximately 11 percent per year), the debt service will require 16 

a higher allocation of CenturyLink’s cash flow from operations.  The increased 17 

debt service could potentially result in hindering CenturyLink from upgrading its 18 

current network infrastructure and may delay or cease broadband expansion in 19 

CenturyLink’s legacy service area as overall demand for landlines falls.  In fact, 20 

a May 5, 2010, article from MarketWatch points out that total phone lines, 21 

including business and wholesale, dropped 10.5 percent to 9.39 million from a 22 

                                            
24 CenturyLink SEC Form S-4, dated July 16, 2010, at 113.  Included in Staff Exhibit 102, page 23. 
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year earlier; and that second quarter 2010 revenue dropped 5 percent from the 1 

same quarter of 2009.25   2 

  Concerning the risk of increased leverage, Staff Ordonez in Staff/200, 3 

Ordonez/6, succinctly states: 4 

Financial leverage is the extent to which a company relies 5 
on debt rather than equity for capitalization.  Measurements 6 
of financial leverage assist in determining the likelihood a 7 
firm will default on its contractual debt.  The more debt there 8 
is on a company’s balance sheet relative to equity, the 9 
greater the probability that it will be unable to fulfill its 10 
contractual obligations. 26 11 
 12 

 Additionally, because Qwest’s debt is currently non-investment grade, 13 

CenturyLink’s acquisition of Qwest could result in a possible downgrade of 14 

CenturyLink’s credit rating from BBB- to BB+ or BB (See Staff/200, 15 

Ordonez/13).  Staff Ordonez also points out in Staff/200, Ordonez/12 that 16 

Qwest has a higher prospective interest rate than CenturyLink’s in issuing debt 17 

securities.  Higher interest rates result in higher debt service payments.  As 18 

previously mentioned, the increased debt service will require a higher 19 

allocation of CenturyLink’s cash flow from operations, which could hinder 20 

CenturyLink from upgrading its current network infrastructure and may delay or 21 

cease broadband expansion in CenturyLink’s legacy service area as overall 22 

demand for landlines falls. 23 

  Staff Ordonez also discusses profitability and the effect of lower profitability in 24 

Staff/200, Ordonez/7.  In Table 2 of Staff/200, Ordonez/7, Mr. Ordonez shows 25 

the CenturyLink’s pre-merger profitability (EBITDA Margin) will decrease from 26 
                                            
25 http://www.marketwatch.com/story/qwest-communications-profit-drops-26-2010-08-04. 
26 Ross, Westerfield and Jaffe, Corporate Finance 36 (McGraw-Hill Irwin, 2005). 
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its current 50 percent to a 41 percent post-merger profitability.  The lower 1 

levels of profit could become a detriment to CenturyLink’s current customers 2 

because a less profitable and more leveraged company may experience more 3 

difficulties and costs in procuring capital in the capital markets.  These may 4 

affect the level of investment including investments in broadband by 5 

CenturyLink towards its current pre-merger customers. 6 

Q. HOW DOES CENTURYLINK’S CAPITAL STRUCTURE DIFFER BETWEEN 7 

PRE- AND POST-MERGER? 8 

A. In CenturyLink’s response to Staff Data Request No. 3,27 the Company 9 

provides the pre- and post-merger capital structure and cost of capital: 10 

 Table 3 - Pre-Merger Capital Structure 11 
Component % of Capital Cost Weighted 

Cost
Long Term Debt 42.60% 7.65% 3.26%
Preferred Stock N/A N/A 00.00%
Common Equity 57.40% 10.40% 5.97%
  
Total 100%  9.23%

 12 
Table 4 - Post-Merger Capital Structure 13 

Component % of Capital Cost Weighted 
Cost

Long Term Debt 52.10% 8.15% 4.25%
Preferred Stock N/A N/A 00.00%
Common Equity 47.90% 13.40% 6.42%
  
Total 100%  10.67%

 14 
 As can be seen from the above tables, the post-merger company has a higher 15 

debt level, higher cost of debt, and a higher cost of capital.  To address the 16 

                                            
27 Included in Staff Exhibit 102, page 24. 
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potential harm of the capital structure on customers, Staff’s recommended 1 

condition 8 states: 2 

The Operating Companies will not advocate in any general 3 
rate case proceeding for a higher overall cost of capital as 4 
compared to what its cost of capital would have been absent 5 
the transaction, but the Operating Companies may seek a 6 
cost of capital under the then-existing capital market 7 
conditions.  8 

 9 
Q. DOES STAFF PROPOSE ANY METHODS TO RING FENCE THE 10 

OPERATING COMPANIES FROM THE CENTURYLINK? 11 

A. No.  Ring fencing the Oregon operating companies from CenturyLink would be 12 

a challenge due to CenturyLink’s proposed organizational structure.  Based on 13 

the proposed organizational structure, CenturyLink’s Oregon operating 14 

companies would not be well-defined subsidiaries that have their own credit 15 

ratings and access to capital.  Further, the nature of the business activities 16 

across the CenturyLink subsidiaries may not be sufficiently diversified to 17 

enable a non-consolidation opinion to be obtained even if the operating 18 

companies were well-defined subsidiaries.   19 

Staff’s perspective on ring fencing continues to be that ring fencing energy 20 

utilities is always appropriate and achieves the desired effect of isolating the 21 

utility from negative financial impacts created by its parent company or other 22 

affiliates.  In a bankruptcy of an energy utility, customers face significant risks 23 

due to the uncertainty of preeminence of federal versus state law.  For 24 

example, a plan for reorganization put forth by creditors could entail selling 25 

generation assets including low cost resources, or selling storage facilities for 26 
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natural gas companies.  If adopted, customers would lose the benefits of those 1 

resources and the state may not be successful in opposing such a structuring 2 

given the uncertainty over whether federal bankruptcy preempts state 3 

regulatory authority.  The output from electrical generating resources can be 4 

sold in the wholesale market distinct from the retail customers of the utility.   5 

With respect to telecommunications utilities, presumably the greatest value 6 

for creditors of local plant is one of continued operations.  It is doubtful that 7 

local loop and switches would be transported and sold elsewhere and as such 8 

is quite different from electricity economics.  Because of the different nature of 9 

operations between energy utilities and telecommunications, ring fencing could 10 

be counterproductive for telecommunications utilities and possibly result in 11 

higher interest rates and increased financial risks of the operating companies. 12 

  In UM 1431 (Commission Order No. 10-067), the parties agreed to replace 13 

the Staff recommended ring fencing condition with a broadband commitment 14 

that invests up to $25 million in Oregon and increases broadband availability in 15 

18 wire centers in Oregon.  The commitment includes a fast (two-year) 16 

completion, which ensures broadband investments will be quickly focused 17 

towards Oregon.  As a result, the Commission should require a similar 18 

broadband commitment from CenturyLink.  There are significant risks, most 19 

notably financial, competition, and corporate focus, to the transaction.  A 20 

broadband commitment would offset risks of the transaction with a benefit for 21 

customers. 22 

  23 



Docket UM 1484 Staff/100 
 Dougherty/24 

 

SYNERGY SAVINGS 1 

Q. DOES CENTURYLINK ADDRESS SYNERGY SAVINGS OF THE 2 

TRANSACTION? 3 

A. Yes.  CenturyLink believes it may achieve $575 million in annual operating cost 4 

synergies and $50 million in annual capital expenditure (capex) synergies.  5 

These purported synergies will result from savings in corporate overhead, 6 

network and operational efficiencies, Information Technology (IT) support, 7 

increased purchasing power, and advertising and marketing.28   8 

Q. ARE THESE SYNERGY SAVINGS SIMILAR TO THE SYNERGY SAVINGS 9 

REPORTED IN THE EMBARQ/CENTURYTEL MERGER, DOCKET NO.  10 

 UM 1416? 11 

A. Yes.  Staff calculates that the synergy savings are approximately 8.7 percent of 12 

consolidated EBITDA.29  In UM 1416, the Embarq/ CenturyTel synergy savings 13 

were approximately 9.5 percent of consolidated EBITDA.30  As a result, the 14 

synergy savings, if achieved, are comparable to those projected in the 15 

Embarq/CenturyTel merger.  In a highly confidential response to a Staff Data 16 

Request, CenturyLink demonstrated significant strides in achieving the synergy 17 

savings stated in UM 1416.  However, it should be noted that some of 18 

CenturyLink’s post-transfer financial projections take into consideration the 19 

synergy savings.  As such, if CenturyLink does not fully achieve the synergy 20 

                                            
28 CenturyLink and Qwest Merger Conference Call, dated April 22, 2010.  Included in Staff Exhibit 
102, page 13. 
29 CenturyLink witness Bailey, actually estimates in CTL/300, Bailey/15 that the $625 million in 
combined synergy savings is less than 8 percent of Qwest’s operating cash.  Mr. Bailey also states 
that the synergy savings are below 9 percent of the target company cash operating expenses. 
30 Based on data included in Staff’s UM 1416 public meeting memo. 
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savings, net income and cash flow will be lower than current projections.  As 1 

previously mentioned, CenturyLink in its SEC Form S-4 points out that  2 

The inability to successfully combine the businesses of 3 
CenturyLink and Qwest in a manner that permits the combined 4 
company to achieve the cost savings anticipated to result from 5 
the merger, which would result in the anticipated benefits of the 6 
merger not being fully realized in the time frame currently 7 
anticipated or at all.31 8 

 9 
Q. ARE OREGON OPERATIONS INCLUDED IN THE SYNERGY SAVINGS? 10 

A. No, at least not initially.  However, the Company has not offered any 11 

commitments concerning retention and pay of Oregon personnel in the same 12 

manner as Frontier in UM 1431. 13 

Q. DOES THE AMOUNT OF SYNERGY SAVINGS POSE A POTENTIAL RISK 14 

TO CUSTOMERS? 15 

A. Yes.  Although the purported synergies will result from savings in corporate 16 

overhead, network and operational efficiencies, Information Technology (IT) 17 

support, increased purchasing power, and advertising and marketing, 18 

CenturyLink will also be required to pay stated dividends, service the higher 19 

debt load, confront increasing landline losses, and invest in certain investments 20 

that may be required as part of any state or federal merger approval.  If all 21 

these factors come into play, investments needed to improve or maintain the 22 

current level of service for Oregon retail customers may become a low priority 23 

of the Company. 24 

  25 

                                            
31 CenturyLink SEC Form S-4, dated June 4, 2010, at 17.  Included in Staff Exhibit 102, page 17. 
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GOODWILL 1 

Q. ARE THERE GOODWILL ISSUES CONCERNING THIS TRANSACTION? 2 

a. Yes.  Partially as a result of previous transactions, CenturyLink currently shows 3 

$10.252 billion of goodwill on its pro forma balance sheet.  In an acquisition, 4 

goodwill is recognized as the excess of the cost of an acquired entity over the 5 

net of the amounts assigned to identifiable assets acquired (including 6 

identifiable intangibles) and liabilities assumed.32  Based on the pro forma 7 

financial statements contained in the Form S-4 (Joint Proxy Statement) filed 8 

with the SEC, the estimated post-merger goodwill that will be carried on 9 

CenturyLink’s balance sheet is approximately $20,681 billion,33 which is over 10 

double the current amount.  In CTL/300, Bailey/33, Mr. Bailey states in footnote 11 

23 that the transaction premium is estimated to be approximately 15 percent 12 

using the share prices of Qwest  and CenturyLink at the New York Stock 13 

Exchange close of the day before the announcement.34 14 

The potential problem with a large amount of goodwill on a company’s books 15 

is that goodwill cannot be amortized over a given period of time.  According to 16 

Generally Accepted Accounting Principles (GAAP), goodwill must be tested for 17 

impairment on an annual basis.  Impairment occurs when the fair value of a 18 

long-term asset group is less than the book value.  If goodwill is impaired, its 19 

carrying amount is reduced and an impairment loss is recognized on a 20 

                                            
32 GAAP 2005, Interpretation and Application of Generally Accepted Accounting Principles, Wiley, 
page 367.  Included in Staff Exhibit 102, page 25. 
33 Figures taken from CenturyLink’s SEC Form S-4, dated July 16, 2010, page 112.  Included in Staff 
Exhibit 102 page 26. 
34 Docket UM 1484, CTL/300, Bailey/23. 
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company’s income statement.  As a result, impairment losses could potentially 1 

create earnings volatility with no cash flow effects and signal a loss in 2 

economic value of the company. 3 

Both CenturyLink and Qwest’s 2009 annual evaluation of goodwill resulted in 4 

conclusions that goodwill was not impaired.  If goodwill was substantially 5 

impaired, the impairment loss would be a non-cash charge to earnings and 6 

would not, by itself, necessitate the issuance of debt or other financing for the 7 

impairment loss.  Staff placed a recommended condition that goodwill would be 8 

carried on the books of the parent company and that the Company would not 9 

seek to recover in Oregon retail or wholesale rates any acquisition premium 10 

paid by CenturyLink to Qwest. 11 

Q. IN ADDITION TO THE DIVIDEND CONDITION, DOES STAFF 12 

RECOMMEND ADDITIONAL FINANCIAL CONDITIONS? 13 

A. Yes.  Staff recommends six additional conditions which require enhanced 14 

reporting concerning Net debt/trailing 12-month EBITDA, increased reporting 15 

concerning financial data, a restriction of requesting approval from the 16 

Commission to encumber the assets of the Operating Companies, restriction of 17 

including any acquisition premium in rates, and agreement by CenturyLink that 18 

the Qwest operating company would be subject to ORS 759.395 and  19 

ORS 759.380, notwithstanding the price plan.  Staff believes that a 20 

commitment from CenturyLink that the Qwest operating company would be 21 

subject to ORS 759.395 and ORS 759.380 is important in order to ensure the 22 

Commission approval authority over a subsequent sale of Qwest properties. 23 
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Q. HAS THE COMMISSION APPROVED FINANCIAL CONDITIONS IN 1 

PREVIOUS TELECOMMUNICATIONS MERGER FILINGS? 2 

A. Yes.  The Commission has placed financial conditions on previous 3 

mergers/financing applications.  These financial conditions include: 4 

• UM 1416 (CenturyTel/Embarq), Commission Order No. 09-169, 5 
Conditions 4.j., 4.k., 4.l., and 4.m; and 6 

 7 
• UM 1431 (Verizon Northwest/Frontier), Commission Order No. 10-067, 8 

Conditions 15 to 17. 9 
 10 

The Commission should adopt Staff’s recommended conditions concerning, 11 

records, access to books, rates, and tariffs.  These recommended conditions 12 

reduce the risks of the transaction and help ensure that the “in the public 13 

interest, no harm” standard is met.  14 

RECORDS/RATES/TARIFFS/ACCESS TO BOOKS 15 

Q. ARE THERE CONCERNS ABOUT CENTURYLINK’S ABILITY TO 16 

PROVIDE ACCESS TO BOOKS AND RECORDS? 17 

A. No.  CenturyLink has previously met all Oregon reporting and tariff 18 

requirements.  However, because of the significant change in the scale of 19 

CenturyLink’s Oregon operations, Staff recommends certain conditions (listed 20 

later in testimony) in order to ensure that:  21 

• Staff has proper access to all books and records of the transaction; 22 
 23 
• The four current Oregon operating companies are maintained 24 

immediately after completion of the transaction; 25 
 26 
• Existing agreements are maintained; 27 

 28 
• Existing tariffs are maintained;  29 
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 1 
• Qwest’s UM 1354 price plan (Order Nos. 08-408, 08-544, and 10-215)  2 

is maintained for the Qwest ILEC; 3 
 4 

• The transaction is transparent to customers; 5 
 6 

• Customers will not be harmed by higher rates that result from the 7 
transaction; and 8 

 9 
• The Commission is able to monitor the impacts on Oregon operations 10 

and customers. 11 
 12 

Q. HAS THE COMMISSION PREVIOUSLY APPROVED RECORDS, ACCESS 13 

TO BOOKS, RATES, AND TARIFF CONDITIONS IN PREVIOUS 14 

TELECOMMUNICATIONS MERGER ORDERS? 15 

A. Yes.  The Commission has required records, access to books, rates and tariff 16 

conditions in previous telecommunications merger applications.  These dockets 17 

include: 18 

• UM 1416 (CenturyTel/Embarq), Commission Order No. 09-169, 19 
Conditions 1, 2, 3, 4.d., 4.e., 4.f, 4.g., 4.h., 4.i., and 4.o; and 20 

 21 
• UM 1431 (Verizon Northwest/Frontier), Commission Order No. 10-067, 22 

Conditions 1 to 13. 23 
 24 

The Commission should adopt Staff’s recommended conditions concerning, 25 

records, access to books, rates, and tariffs.  These recommended conditions 26 

reduce the risks of the transaction and help ensure that the “in the public 27 

interest, no harm” standard is met. 28 

  29 
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SERVICE QUALITY 1 

Q. ARE THERE CONCERNS ABOUT CENTURYLINK’S ABILITY TO 2 

PROVIDE ADEQUATE LEVELS OF RETAIL SERVICE QUALITY? 3 

A. Yes.  Both Staff Witness Reynolds (Staff/300) and Staff Witness Emmons 4 

(Staff/400) discuss service quality issues and associated concerns resulting 5 

from the transfer.  Recommended ordering conditions 22 through 28 (listed 6 

later in testimony) ensure that adequate service quality is maintained through 7 

enhanced service quality and safety reporting and actions.  As previously 8 

mentioned, CenturyLink may come under pressure to reduce investments and 9 

operations in Oregon in order to maintain shareholder dividends, service a 10 

greater debt load, or allocate capital resources to other states that resulted 11 

from acceptance of certain merger conditions.  Staff recommended condition 12 

24 allows Staff to have the ability to monitor CenturyLink’s investments in 13 

Oregon including a comparison to other states.  This condition will allow Staff 14 

to be proactive in working with the Company to ensure Oregon retail service 15 

quality is not deteriorated.  16 

  Staff recommended ordering condition 28 requires CenturyLink to construct a 17 

physical communication link between the cities of Lincoln City and Newport, 18 

Oregon, which would allow network redundancy.  Commission Safety Staff 19 

believes that this link is necessary as a result of system outages, community 20 

isolation, and lack of network redundancy.  Additionally, Staff has received a 21 
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letter in support of such condition from the Oregon Military Department, Oregon 1 

Emergency Management (OEM).35  In UM 1484 CUB/100, Feighner/3,  2 

Mr. Feighner also supports construction of a physical connection between 3 

Lincoln City and Newport, Oregon, or some other form of network redundancy. 4 

Q. IN PARKER COMMUNICATIONS/100, PARKER/3-4, MR. PARKER 5 

RECOMMENDS A MORE DETAILED COMMITMENT CONCERNING 6 

COASTAL NETWORK REDUNDANCY.  DOES STAFF BELIEVE THE 7 

ADDITIONAL REQUIREMENTS ARE NECESSARY? 8 

A. No.  Discussions with Safety Staff who act as a liaison to OEM believe that the 9 

Staff recommended condition is adequate to ensure network redundancy.  I 10 

have been informed that Safety Staff had previously suggested in dialogue with 11 

the Lincoln County Legislative Representative and with the former Commission 12 

Chair that the resolution of redundancy could have been solved by the 13 

collaborative actions of resident Lincoln County CLECs.  This suggestion was 14 

rejected by these parties in favor of placing the cost, construction, maintenance 15 

and the operation of the deployment, which enables the diverse routing of 16 

region traffic on the incumbents in North and South Lincoln County. 17 

Secondly, if this stipulation is enacted and becomes operational, ISP 18 

operators can contract with the incumbent for Special Access services which 19 

could access the proposed facility at the existing tariff rates. 20 

  21 

                                            
35 Included in Staff Exhibit 102, page 27. 
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Q. HAS THE COMMISSION APPROVED SERVICE QUALITY STANDARDS 1 

IN PREVIOUS TELECOMMUNICATIONS MERGER ORDERS? 2 

A. Yes.  The Commission has required service quality standards in previous 3 

merger applications.  These dockets include: 4 

• UM 1416 (CenturyTel/Embarq), Commission Order No. 09-169, Condition 5 
4.n; and 6 

 7 
• UM 1431 (Verizon Northwest/Frontier), Commission order No. 10-067, 8 

Conditions 18 to 27. 9 
 10 

The Commission should adopt Staff’s recommended service quality and safety 11 

conditions.  These recommended conditions reduce the risks of the transaction 12 

and help ensure that the “in the public interest, no harm” standard is met. 13 

OPERATING SUPPORT SYSTEMS 14 

Q. ARE THERE CONCERNS ABOUT CENTURYLINK’S AND QWEST’S 15 

OPERATION SUPPORT SYSTEMS (OSS)? 16 

A. No, not initially.  It is important to note that CenturyLink has yet to complete its 17 

customer conversion project, including Oregon customers, from its merger with 18 

Embarq.  In CTL/202, Schafer, the Company’s witness sets a third quarter 19 

2011 completion time for the customer conversion.  According to the timeline, 20 

the Company completed conversion of its Ohio and North Carolina customers 21 

in May 2010.  It is important to note that if CenturyLink acquires Qwest’s  22 

10 million access lines, it will have grown by approximately nine times its size 23 

within less than two years.  The concern is that CenturyLink is still in the midst 24 

of fully integrating the former Embarq customers into CenturyLink and sufficient 25 
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time has not passed to determine how smoothly that merger activity will 1 

actually have progressed before the Commission must make a determination 2 

on the more significant merger with Qwest.   3 

CenturyLink may eventually transition Qwest from the Qwest systems to 4 

CenturyLink’s OSS.  Because the transferred Qwest properties are larger than 5 

CenturyLink’s current properties, Staff has no means of being assured that 6 

CenturyLink’s OSS can handle the increased traffic, both retail and wholesale.  7 

As a result, Staff condition 29 requires certain reporting by the Company on its 8 

OSS conversion activities.  Both Staff Witnesses Reynolds and Marinos further 9 

discuss OSS aspects and risks of this transaction in Staff/300 and Staff/500.   10 

Q. IS CENTURYLINK PERFORMING A REPLICATION OF QWEST’S OSS IN 11 

A SIMILAR FASHION AS OCCURRED IN UM 1431? 12 

A. No.  CenturyLink is acquiring Qwest as a whole, which is unlike UM 1431 13 

where Frontier only acquired certain Verizon properties and not Verizon as a 14 

whole.  As a result, CenturyLink will not have to replicate the Qwest OSS as 15 

was required by Frontier in UM 1431.  Although at some point in the future, 16 

CenturyLink may integrate the Qwest OSS to the CenturyLink OSS.  In a 17 

response to Staff Data Request No. 32, CenturyLink stated: 18 

At this time, system integration plans for the proposed 19 
transaction with Qwest have not been fully developed. In 20 
fact, complete integration plans cannot be developed until 21 
the merger is concluded.  However, because the transaction 22 
results in the entirety of Qwest, including operations and 23 
systems, merging into and operating as a subsidiary of 24 
CenturyLink, it will allow a disciplined approach to systems 25 
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and practices integration decisions to proceed in a 1 
disciplined manner.36 2 

 3 
 When asked for additional clarification on its plans concerning wholesale OSS 4 

operations, the Company responded to Staff Data Request No. 60 by stating: 5 

Integration planning is in the early stages and decisions on 6 
wholesale OSS systems have not been made at this time.  Upon 7 
merger closing, there will be no immediate changes to Qwest’s 8 
or CenturyLink’s OSS.  Any changes will occur only after a 9 
thorough and methodical review of both companies’ systems 10 
and processes to determine the best system to be used on a go-11 
forward basis.  Decisions will be made from both a combined 12 
company and a wholesale customer perspective and consistent 13 
with the continued provision of quality service to our wholesale 14 
customers.37 15 
 16 

Although Staff does not have any reason not to believe that the Company will 17 

take a disciplined and methodical approach, Staff is requiring certain reporting 18 

concerning the integration of Qwest’s OSS. 19 

Q. PLEASE EXPLAIN STAFF’S SPECIFIC CONDITION TO ADDRESS THE 20 

COMPANY’S CURRENT AND FUTURE OSS? 21 

A. Yes.  Staff recommended condition 29 (listed later in testimony) requires 22 

CenturyLink to maintain Qwest’s legacy OSS intact for a minimum of three 23 

years after closing of the transaction; and requires increased reporting 24 

concerning the UM 1416 CenturyTel/Embarq conversion.  Staff believes that 25 

the Company’s increased focus on integrating Qwest properties may take 26 

focus off its current customers.  As such, Staff is recommending reporting 27 

concerning the CenturyLink legacy properties to ensure current customers are 28 

not harmed by this transaction.  As a result of the inherent risks (personnel, 29 

                                            
36 Included in Exhibit Staff 102, page 28. 
37 Included in Exhibit Staff 102, page 29. 
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technical, data integration, support) surrounding the different OSSs that will be 1 

used by CenturyLink, the Commission should adopt Staff’s recommended 2 

conditions as necessary to meet the statutory standard, “in the public interest, 3 

no harm” for approving the transaction.   4 

CAPITAL EXPENDITURES 5 

Q. DOES STAFF INCLUDE ANY SPECIFIED AMOUNT OF CAPITAL 6 

EXPENDITURES IN THE RECOMMENDED CONDITIONS? 7 

A. With the exception of broadband expansion and a physical communication link 8 

between the cities of Lincoln City and Newport, Oregon, Staff is not requiring 9 

any specific amount of capital expenditures in the recommended conditions.  10 

Based on the no harm standard, Staff believes that the test of sufficient capital 11 

expenditures will be reflected in CenturyLink’s ability to meet its service quality 12 

requirements pursuant to Commission statutes and rule (ORS 759.450 – 455  13 

and OAR 860-023-0055).  The service quality standards are effectively the 14 

performance measurements in place to ensure adequate customer service.  15 

Staff Witnesses Reynolds and Emmons further discuss the service quality 16 

aspects of this transaction in Staff/300 and Staff/400.  With that said, Staff has 17 

concerns about the age of CenturyLink and Qwest switches.   18 

Staff’s recommended condition 24 was included to partially address these 19 

concerns.  Additionally, as previously mentioned, condition 24 allows Staff to 20 

have the ability to monitor CenturyLink’s investments in Oregon including a 21 

comparison to other states.  This condition will allow Staff to be proactive in 22 
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working with the Company to ensure Oregon retail service quality is not 1 

deteriorated. 2 

BROADBAND 3 

Q. DID STAFF PROPOSE A BROADBAND CONDITION SIMILAR TO THE 4 

ONE ACCEPTED BY THE COMMISSION IN UM 1431? 5 

A. Yes.  Staff modeled a Broadband Condition, recommended condition 13, that 6 

closely resembles the broadband condition in UM 1431.  Similar to concerns in 7 

UM 1431, Staff has concerns that during the post-transaction period, 8 

CenturyLink may not have the financial capability and the adequate attention to 9 

invest in the Oregon communications network; and the sufficiency of funds to 10 

dedicate to Oregon-specific investments.  To realize public benefits and to 11 

protect against potential harms, CenturyLink should be required to spend a 12 

specific level of capital expenditures for broadband over a defined period of 13 

time, in order to meet specific accessibility milestones.  Staff’s recommended 14 

condition requires CenturyLink to spend $20 million for broadband 15 

improvements by July 1, 2012.  Additionally, the condition requires CenturyLink 16 

to place $40 million in an escrow account in order to achieve certain 17 

accessibility and broadband speed milestones. 18 

A broadband commitment should provide the Commission a high degree of 19 

certainty that CenturyLink will commit sufficient capital and attention to 20 

maintain and enhance its Oregon network.  Additionally, the quick timeline to 21 

make capital improvements will help reduce the risk of a future unforeseen 22 

financial circumstance that would preclude the commitment from being fulfilled.  23 
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The $40 million recommended by Staff to be placed in escrow will also ensure 1 

funds are set aside and dedicated to Oregon. 2 

  It is important to note that in Qwest testimony, Qwest/1, Peppler/9, the Qwest 3 

witness states: 4 

Qwest is seeking $44 million in Oregon to fund projects 5 
totaling $59 million for the deployment of broadband services 6 
to more than 71,000 new living units.38 7 
 8 

  This statement indicates that there is additional opportunity to expand 9 

broadband in Oregon.  This expansion should not only occur in Qwest service 10 

territory, but for legacy CenturyLink territories.  Expansion in legacy 11 

CenturyLink territory is necessary to offset the risk of the transaction on 12 

CenturyLink’s rural customers. 13 

As previously mentioned, CenturyLink has not completed the customer 14 

conversion in Oregon as it has in Ohio and North Carolina.  Although Staff is 15 

confident that the Federal Communication Commission (FCC) will impose 16 

broadband conditions on CenturyLink, Staff believes that Oregon should not be 17 

last in line to receive any FCC mandated broadband expansion.  Staff’s 18 

condition 13 would prevent a lack of focus in Oregon.  As previously 19 

mentioned, Oregon customers are exposed to significant risks from the 20 

transaction and a dedicated effort to improve broadband associability in 21 

Oregon would help offset the considerable risks.  This is important because 22 

CenturyLink witness Bailey in CTL/300, Bailey/16 states that the process of 23 

integration is too early to estimate the full extent of opportunities for increased 24 

                                            
38 Docket UM 1481, Qwest/1, Peppler/9-10 



Docket UM 1484 Staff/100 
 Dougherty/38 

 

broadband penetration rates in the combined service territory.39  It is important 1 

to note that a total investment of $60 million equals approximately $71 per line 2 

based on a total combined access line count of 851,042.  On a per line basis 3 

this is approximately 24 percent less than what Frontier committed in UM 1431  4 

($25 million divided by 269,415 access lines - $93 per access lines).   5 

The $71 per line is also minimal compared to the $5,208 per line that 6 

CenturyLink invested in Oregon wire line improvements.40  As previously 7 

mentioned, dividend payments of $2.90 per share will equal approximately 8 

$1.73 billion paid annually to shareholders.  In comparison, the Company 9 

should be willing to show a commitment to Oregon of $60 million over a three 10 

year period. 11 

  Staff condition 14 requires broadband reporting.  This condition mirrors the 12 

broadband reporting condition imposed by the Commission in UM 1431.  Staff 13 

believes there should not be a degradation in conditions that have been 14 

previously imposed by the Commission.  Staff believes these requirements are 15 

consistent with the “in the public interest, no harm” standard. 16 

Q. HAVE YOU REVIEWED MR. PARKER’S TESTIMONY CONCERNING 17 

RELIABILITY AND SPEED OF THE INTERNET? 18 

A. Yes.  19 

Q. DO YOU BELIEVE THIS CONDITION IS NECESSARY? 20 

A. Staff has not had sufficient time to examine the technical aspects of  21 

                                            
39 Docket UM 1484 CTL/300, Bailey/16. 
40 Response to Staff Data Request No. 25.  Included in Staff Exhibit 102, pages 30. 
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Mr. Parker’s recommendation.  However, Staff’s condition 13 allows for a total 1 

of $60 million to spend on broadband infrastructure improvements.  If sufficient 2 

funds are available after the milestones listed in condition 13 are completed, 3 

Staff would support the use of surplus funds to effectuate Mr. Parker’s 4 

recommended condition. 5 

COMPETITIVE ISSUES / LONG DISTANCE 6 

Q. WOULD THIS TRANSACTION HAVE ANY NEGATIVE EFFECTS ON 7 

COMPETITION? 8 

A. Yes.  Staff Witness Marinos discusses potential problems concerning 9 

competition, wholesale customers, and interconnection aspects of this 10 

transaction in Staff/500.  Staff Witness Marinos also addresses the risks 11 

associated with CenturyLink not being a BOC and the recommended 12 

conditions to minimize these risks.  Additionally, Staff witness Marinos 13 

addresses concerns about Long Distance and recommends certain conditions 14 

to remedy these concerns. 15 

OTAP / LIFELINE 16 

Q. DOES STAFF HAVE CONCERNS ABOUT THE MERGER’S EFFECT ON 17 

OREGON TELEPHONE ASSISTANCE PROGRAMS (OTAP) AND 18 

LIFELINE? 19 

A. Yes.  Staff Witness Cray explains Staff’s concerns about OTAP/Lifeline and 20 

recommends certain conditions to remedy these concerns in Staff/600. 21 

 22 
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AFFILIATED INTERESTS 1 

Q. ARE THERE AFFILIATED INTEREST CONCERNS REGARDING THIS 2 

TRANSACTION? 3 

A. Yes.  There are basically two affiliated interest (AI) issues: (1) Qwest being 4 

exempted from affiliated interest filings resulting from UM 1354, Qwest’s price 5 

plan; and (2) the current status of the management service AI agreement 6 

between CenturyLink and CenturyLink operating companies, including the 7 

three CenturyLink ILECs.  According to CenturyLink’s response to Staff Data 8 

Request No. 23:  9 

CenturyLink does not currently anticipate changes in the type of 10 
affiliated services provided to or from the Oregon operating companies 11 
as a result of the transaction.  To the extent affiliated interest changes 12 
do occur, new or updated agreements will be filed with the 13 
Commission as appropriate.41   14 

 15 
  Concerning Qwest and AI contracts, Qwest is currently exempt from affiliated 16 

interest filings as a result of its price plan.  To ensure CenturyLink is not over 17 

allocating management or other affiliate costs to Qwest, recommended 18 

condition 53 will require CenturyLink to file an updated Cost Allocation Manual 19 

for services that reflect as charges and credits to operating accounts in each 20 

operating company’s Oregon Form-O within six months after close of the 21 

transaction. 22 

  23 

                                            
41 Included in Staff Exhibit 102, page 31. 
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Q. HAS THE COMMISSION APPROVED AI CONDITIONS IN PREVIOUS 1 

TELECOMMUNICATIONS MERGER FILINGS? 2 

A. Yes.  The Commission has placed AI conditions on previous mergers/financing 3 

applications.  These AI conditions include: 4 

• UM 1416 (CenturyTel/Embarq), Commission Order No. 09-169 Conditions 5 
4.p. and 4.q; and 6 

 7 
• UM 1431 (Verizon Northwest/Frontier), Commission Order No. 10-067, 8 

Conditions 51 to 53. 9 
 10 

The Commission should adopt Staff’s recommended AI conditions.  These 11 

recommended conditions reduce the risks of the transaction and help ensure 12 

that the “in the public interest, no harm” standard is achieved. 13 

ISSUE 3 - RECOMMENDED CONDITIONS PROPOSED BY STAFF 14 

Q. PLEASE SUMMARIZE STAFF’S RECOMMENDED CONDITIONS.  15 

A. A complete listing of the conditions starts on page 45 of this testimony.  As 16 

previously mentioned Staff separated the conditions into general categories.  17 

These categories are: 18 

• Records/Rates/Tariffs/Access to Books 19 
• Broadband 20 
• Financial 21 
• Service Quality and Safety – Retail 22 
• Operations Support Systems 23 
• Wholesale Services 24 
• Long Distance 25 
• OTAP/Lifeline 26 
• Affiliated interests/Non-regulated Operations 27 
• Most Favored State Commitment 28 

  29 
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Records/Rates/Tariffs/Access to Books 1 
 2 

  These conditions are recommended in order to ensure:  3 

• Staff has proper access to all books and records of the transaction; 4 
 5 
• The four current Oregon operating companies are maintained 6 

immediately after completion of the transaction; 7 
 8 
• Existing agreements are maintained; 9 

 10 
• Existing tariffs are maintained;  11 

 12 
• Qwest’s UM 1354 price plan (Order Nos. 08-408, 08-544, and 10-215)  13 

is maintained for the Qwest ILEC; 14 
 15 

• The transaction is transparent to customers; 16 
 17 

• Customers will not be harmed by higher rates that result from the 18 
transaction; and 19 

 20 
• The Commission is able to monitor the impacts on Oregon operations 21 

and customers. 22 
 23 
Broadband 24 
 25 
These conditions are recommended in order to ensure: 26 
 27 

• Adequate investment in broadband improvements in Oregon including 28 
a specified amount to be placed in an escrow account to ensure funds 29 
are available for improvements; and 30 

 31 
• Enhanced broadband reporting. 32 

 33 
Financial 34 

 35 
These conditions are recommended in order to ensure: 36 

• A restriction on dividends by the operating companies to any affiliate if 37 
CenturyLink’s Net Debt/trailing 12-month EBITDA is more than 2.6x; 38 

 39 
• Enhanced reporting by CenturyLink; 40 
 41 
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• CenturyLink will not encumber the assets of the Oregon Operating 1 
Companies; 2 

 3 
• Prevention of any acquisition premium going into rates; and 4 

 5 
• CenturyLink agrees post-merger that any sale, transfer, or merger 6 

concerning Qwest properties will be subject to ORS 759.395 and   7 
ORS 759.380, notwithstanding the price plan. 8 

 9 
Service Quality and Safety – Retail 10 

 11 
These conditions are recommended in order to ensure: 12 

• Enhanced service quality and safety reporting; 13 
 14 

• A commitment by CenturyLink to maintain minimum service quality 15 
standards as being reported in Qwest’s monthly service quality reports; 16 
and 17 

 18 
• A commitment by CenturyLink to construct a physical communication 19 

link between the Cities of Lincoln City and Newport, Oregon within 24 20 
months following the close of the transaction.   21 

 22 
Operations Support Systems 23 

 24 
  These conditions are recommended in order to ensure: 25 

• Enhanced reporting on integration efforts; 26 
 27 
• Maintaining the current Qwest legacy OSS intact for a minimum 28 

of three years; and 29 
 30 

• Achieving Commission approval prior to modifying 31 
Qwest/CenturyLink OSS 32 

 33 
Wholesale Services 34 

 35 
These conditions are designed to ensure that competitors and their 36 

customers are not harmed by the transaction; and that competition continues 37 
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to be fostered in Oregon.  Additionally, these conditions address the concerns 1 

of CenturyLink not having experience as a BOC. 2 

 3 
Long Distance 4 

 5 
These conditions are recommended in order to ensure current customers are 6 

afforded current choices concerning long distance service and the opportunity 7 

to change providers without paying any change charges for 90 days after 8 

close of the transaction.   9 

 10 
OTAP/Lifeline 11 

 12 
These conditions require enhanced reporting concerning OTAP/Lifeline 13 

programs.   14 

 15 
Affiliated Interests/Non-regulated Operations 16 

 17 
These conditions require enhanced affiliated interest reporting and timely 18 

filing of affiliated interests contracts that result from the transaction.   19 

 20 
Most Favored State Commitment 21 

 22 
This condition requires a favored state commitment that is consistent with the 23 

condition included in Commission Orders Nos. 09-169 and 10-067 for 24 

telecommunications utilities.  Additionally, favored state conditions were also 25 

included in the UM 1209 (PacifiCorp/MEHC) and UM 1283 (Cascade Natural 26 

Gas/MDU Resources) stipulations. 27 

  28 
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STAFF’S RECOMMENDED CONDITIONS 1 
 2 

Records/Rates/Tariffs/Access to Books  3 
 4 

1. CenturyLink Inc. (CenturyLink) shall provide the Public Utility Commission of 5 
Oregon (Commission) access to all books of account, as well as, all 6 
documents, data, and records that pertain to the transaction.  7 

 8 
2. The Commission reserves the right to review, for reasonableness, all financial 9 

aspects of this transaction in any rate proceeding or earnings review under an 10 
alternative form of regulation.   11 

 12 
3. The Applicants shall immediately notify the Commission of any substantive 13 

material changes to the transaction terms and conditions from those set forth 14 
in their Application that: (1) occur while a Commission order approving the 15 
transaction is pending, or (2) occur before the transaction is closed, but after 16 
the Commission issues its order approving the transaction.  The Applicants 17 
must also submit a supplemental application for an amended Commission 18 
order in this docket if the substantive transaction conditions and terms 19 
affecting Commission regulated services change as set forth in this condition.   20 

 21 
4. Except as authorized by this Commission, CenturyLink (referring to the parent 22 

company at the conclusion of this transaction) will maintain an organizational 23 
structure that includes the four separate ILECs in Oregon (no change from 24 
current allocated areas) – CenturyTel of Oregon Inc., CenturyTel of Eastern 25 
Oregon, Inc. United Telephone Company of the Northwest (dba Embarq), and 26 
Qwest Corporation (Qwest) (collectively, Operating Companies).  CenturyLink 27 
(also referred to as “Company”) agrees that an application must be filed with 28 
the Commission should it propose to merge or consolidate the operations of 29 
the Operating Companies, to the extent required by Oregon law.   30 

 31 
5. Prior to the closing of the transaction, customer notification of the merger and 32 

change of parent company will be given to all local exchange and long 33 
distance customers and comply with any Oregon and FCC rules and 34 
regulations.  This notice will include notification to all existing and acquired 35 
OTAP/Lifeline customers that the acquisition will not affect their OTAP/Lifeline 36 
credits and that there is no action required on their part.  Prior to the 37 
notification, CenturyLink will submit a draft of the OTAP/Lifeline portion to the 38 
OTAP Manager for review. 39 

 40 
6. No Commission-regulated intrastate  service currently offered by Qwest in 41 

Exchange and Network Services Tariff No. 33 and Private Line Transport 42 
Services Tariff No. 31 will be discontinued for a period of at least three years 43 
following the Closing Date, except as approved by the Commission.   44 

 45 
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7. Post-closing, the Qwest Operating Company shall follow the terms and 1 
conditions of Qwest’s UM 1354 price plan (Order Nos. 08-408, 08-544, and 2 
10-215).  An exception to this condition is noted in Condition 12 below.  Any 3 
proposed changes to the approved price plan must receive Commission 4 
approval.  Within 60 days following any branding or administrative changes to 5 
Qwest’s Oregon rates, rules, and regulations, CenturyLink will file updated 6 
Qwest Oregon rates, rules, and regulations that show the branding change. 7 

 8 
8. The Operating Companies will not advocate in any general rate case 9 

proceeding for a higher overall cost of capital as compared to what its cost of 10 
capital would have been absent the transaction, but the Operating companies 11 
may seek a cost of capital under the then-existing capital market conditions.  12 

 13 
9. Operating Companies will not seek recovery of one-time transition, branding 14 

or transaction costs in Oregon intrastate regulated rate proceedings.  15 
Operating Companies will not seek to recover through wholesale service 16 
rates one-time transaction, branding or transition costs.   17 

 18 
10. Operating Companies will hold retail and wholesale customers harmless for 19 

increases in overall management costs that result from the transaction.  20 
 21 
11. As a requirement for post merger financial reporting, each operating company 22 

will submit the Commission standard Annual Report Form O and Commission 23 
standard Oregon Separated Results of Operations Report Form I, unless 24 
otherwise approved by the Commission. 25 

 26 
12. Beginning with the first of the month following 12 months after close of the 27 

transaction, and for two subsequent 12-month periods, CenturyLink shall file 28 
with the Commission a report describing: 29 
 30 

a. Substantive activities undertaken relating to integrating Qwest 31 
operations with CenturyLink, as well as achieving synergies made 32 
available as a result of this transaction.  CenturyLink synergies will be 33 
reported on a CenturyLink total company basis; 34 

 35 
b. Costs and projected savings of each such respective activity on a 36 

CenturyLink total company and Oregon-allocated basis;  37 
 38 

c. Organizational and staff force changes in Oregon operations; and, 39 
 40 

d. Impacts on Oregon operations and customers. 41 
 42 

e. The reporting requirement required by Condition 12 shall end with the 43 
submission of the third report unless otherwise directed by the 44 
Commission.  45 
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 1 
Broadband 2 
 3 
13. Before July 1, 2012, CenturyLink will prudently expend up to $20 million on 4 

broadband deployment in CenturyLink territory in Oregon.  Before July 1, 5 
2014, CenturyLink will prudently expend an additional $40 million ($60 million 6 
in aggregate) in the CenturyLink territory in Oregon.  Funds used for 7 
investment can include Company funds, federal stimulus funds received 8 
through the American Recovery and Reinvestment Act (ARRA), Broadband 9 
Investment Plan (BIP), other stimulus or a combination of funds.  CenturyLink 10 
will have broadband service available in not less than 95% of the legacy 11 
CenturyLink Oregon wire centers within two years of closing of the proposed 12 
transaction.  By July 1, 2014, in aggregate, no less than 95% of households in 13 
legacy CenturyLink wire centers will have broadband available at no less than 14 
1.5 mbps download speed.  By July 1, 2014, in aggregate, no less than 95% 15 
of households in legacy Qwest wire centers will have broadband available at 16 
no less than 4.0 mbps download speed.  CenturyLink may petition the 17 
Commission for a slower speed if 1.5 mbps or 4.0 mbps download speed 18 
cannot effectively be deployed.   19 

 20 
By July 1, 2013, CenturyLink shall report to the Commission on its progress 21 
towards meeting the broadband deployment thresholds contained in this 22 
condition.  Should it appear that CenturyLink will not expend the entire $60 23 
million meeting these thresholds, then CenturyLink shall consult with the 24 
Commission to identify additional priority areas within Oregon for which the 25 
remaining $60 million shall be expended. 26 
 27 
Within 180 days after closing, CenturyLink will submit to the Commission Staff 28 
a detailed broadband deployment plan identifying the wire centers and 29 
geographic areas CenturyLink is targeting for additional broadband 30 
deployment, any anticipated engineering or technical issues associated with 31 
the deployment, and the expected timeline for completing the deployment.  32 
CenturyLink agrees to consult with Staff regarding the timing of the 33 
deployment in specific wire centers and geographic areas the Commission 34 
identifies as priority areas.   35 
 36 
During the three-year period after closing, CenturyLink will file quarterly 37 
reports with the Commission, for Commission and CUB review, detailing the 38 
broadband deployment that CenturyLink has completed to date, identifying 39 
the additional number of households capable of receiving broadband during 40 
that preceding period, identifying any impediments that may prevent 41 
fulfillment of this condition and describing additional deployment CenturyLink 42 
plans to implement in the following year.   43 
 44 
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Within 60 days of closing, CenturyLink shall deposit in an Oregon bank 1 
account, Oregon escrow account or other Oregon account as approved by 2 
the Commission (“Account”) $40 million to fulfill the remaining broadband 3 
commitment and this Account shall remain in place, retaining all deposited 4 
funds and interest thereon, until CenturyLink has met and completed, to the 5 
satisfaction of the Commission in its sole and reasonable discretion, the 6 
above broadband commitment contained in this condition (the Broadband 7 
Commitment).   8 
 9 
In addition, any portion of the $20 million that has not been expended on 10 
broadband deployment as of July 1, 2012, in accordance with the first 11 
sentence of this condition shall also be deposited into the Account.  The 12 
Account shall not be subject to any liens, security interests or claims of any 13 
other kind from any entity except CenturyLink and the Commission.  In the 14 
event that CenturyLink does not ever meet the Broadband Commitment, the 15 
funds and all interest and earnings shall remain in the Account.  Any 16 
administrative costs associated with the maintenance of the Account shall be 17 
borne solely by CenturyLink and not included in regulated accounts.  In the 18 
event an institution acceptable to the Commission cannot be found to hold the 19 
Account under the conditions set forth in this condition, then the parties shall 20 
use best efforts to agree to an acceptable alternate method of setting aside 21 
funds that will be an equivalent financial incentive to CenturyLink to meet this 22 
condition.  CenturyLink commits that this condition will not result in the 23 
diminishment of Oregon maintenance and investment expenditures in Oregon 24 
outside plant. 25 
 26 
If CenturyLink determines that it is technically infeasible to fulfill one or more 27 
of the broadband deployment objectives identified above, CenturyLink will 28 
immediately (within 30 days of determining technical infeasibility) submit to 29 
the Commission a detailed report identifying the technical or operational 30 
impediments and limitations that prevent fulfillment of the condition and 31 
propose an alternative broadband deployment plan that provides at least a 32 
similar level of public benefit.  The Commission may accept the alternative 33 
plan, or if it determines the alternative plan does not provide a similar level of 34 
public benefit, the Commission may order a different broadband deployment 35 
plan to provide a similar level of public benefit as an alternative to satisfy this 36 
condition.   37 
 38 
Once the Commission makes this determination the Account funds will be 39 
released for the purpose of enhancing broadband quality and capacity and 40 
availability.  CenturyLink and Qwest will report in its annual Form O Report for 41 
the current and preceding three years of expenditures in Plant Accounts 2111 42 
– 2690 and Operating Expense Accounts 6110 – 6720. 43 

 44 
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14. Given that the Commission is approving the transaction based in part on the 1 
increased availability of broadband, CenturyLink is directed to provide the 2 
following reporting requirements: 3 

 4 
a. Not less than 90 days following the first anniversary of the close of the 5 

transaction, and for the four subsequent annual periods, CenturyLink 6 
shall provide the following reports on the preceding twelve-month 7 
period, regarding the provision of DSL service in Oregon: 8 

 9 
b. By month, the numbers of initial and verified trouble report complaint 10 

(TRC) data. 11 
 12 
c. The types and duration of TRCs. 13 
 14 
d. A brief caption as to the cause of each TRC.  (TRCs may be grouped 15 

into categories for administrative reporting simplicity.) 16 
 17 
The filing must thoroughly document what information CenturyLink collects in 18 
the form of customer complaints about DSL service on the number, types, 19 
and causes of trouble that impinge on CenturyLink’s provisions of DSL 20 
service in Oregon. 21 
 22 
CenturyLink must also file a report with the Commission not less than 90 days 23 
following the first anniversary of the close of the transaction, and for the four 24 
subsequent annual periods, the following: 25 
 26 

a. By customer class, wire center, by month, the number of DSL 27 
subscriptions. 28 

 29 
b. By customer class, wire center, by month, the number of requested 30 

DSL subscriptions.  31 
 32 
 33 
Financial 34 
 35 
15. If post-merger CenturyLink Inc.’s quarterly Net Debt/trailing 12-month EBITDA 36 

is more than 2.6x, the Operating Companies of post-merger CenturyLink 37 
Inc.’s will limit payments of dividends on common equity distributed to any 38 
company (including affiliates and subsidiaries of post-merger CenturyLink 39 
Inc.) holding shares of the Operating Companies to an amount not more than 40 
50 percent of net income in the preceding fiscal year.  The Operating 41 
Companies will limit payment of dividends on common equity in any quarter, if 42 
dividends are distributed quarterly, to not more than one-fourth of the annual 43 
limitation amount of 50 percent of net income in the preceding fiscal year. 44 
 45 
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a. The Net Debt/trailing 12-month EBITDA ratio will be calculated by 1 
Bloomberg L.P., as of the date post-merger CenturyLink files its 2 
quarterly 10-Q report with the Securities and Exchange Commission. 3 

 4 
16. Within 30 days after the close of the transaction, CenturyLink will notify 5 

Commission staff of: 6 
 7 
a. Post-merger CenturyLink’s consolidated 2010 Net Debt/trailing 12-8 

month EBITDA. 9 
 10 
b. Post-merger rating agency reports of CenturyLink. 11 
 12 
c. Pre-merger stand-alone CenturyLink’s price per share as of the date of 13 

closing of the merger. 14 
 15 
d. Pre-merger stand-alone Qwest’s price per share as of the date of 16 

closing of the merger. 17 
 18 
17. CenturyLink will not encumber the assets of the Oregon Operating 19 

Companies that are necessary or useful in the performance of their duties to 20 
the public without seeking Commission approval pursuant to ORS 759.375. 21 

 22 
18. CenturyLink agrees that it will not seek to recover in Oregon intrastate 23 

regulated retail or wholesale rates any acquisition premium paid by 24 
CenturyLink for Qwest.  Any acquisition premium will be recorded in the 25 
books at the parent level. 26 

 27 
19. CenturyLink agrees that post-merger that any sale, transfer, or merger 28 

concerning Qwest properties will be subject to ORS 759.395 and ORS 29 
759.380, notwithstanding the price plan. 30 

 31 
20. After the closing of the transaction and for a period of not less than three 32 

years, CenturyLink must file with the Commission quarterly reports with: 33 
 34 
a. CenturyLink’s consolidated balance sheet. 35 
 36 
b. Intercompany receivables and payables showing the beginning 37 

balance, the change for the quarterly and the ending balance of those 38 
accounts will be submitted to the Commission.  This report shall be 39 
filed annually on April 1 of each year.  40 

 41 
c. Dividend payments declared by CenturyLink to its shareholders (in 42 

total and per share) for that same time period. 43 
 44 
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21. These quarterly reports in condition 20 should be filed no more than 90 days 1 
following the close of each quarter.  CenturyLink could waive this condition if 2 
its post transaction issuer credit rating is affirmed as investment grade by two 3 
of the following credit rating agencies: Fitch Ratings, Standard and Poor’s or 4 
Moody’s Investor Services. 5 

 6 
 7 

Service Quality - Retail 8 
 9 

22. Immediately after the close of this transaction, the Operating Companies will 10 
report retail service quality results in accordance with OAR 860-023-0055. 11 
CenturyTel is currently exempt from service quality reporting, having met the 12 
conditions of OAR 860-023-0055(16)(d), but is required to submit to the 13 
Commission the monthly CenturyTel retail service quality reports for two 14 
years after the close of this transaction.  15 

 16 
23. CenturyLink will maintain current Commission minimum retail service quality 17 

standards (OAR 860-023-0055) as are currently being reported in the Qwest’s 18 
monthly service quality reports to the Commission.  If CenturyLink fails to 19 
maintain the current service quality levels for the Qwest Operating Company, 20 
it will be subject to potential penalties as set forth in ORS 759.450.  21 

 22 
24. No later than one year from the close of the transaction, CenturyLink will 23 

provide to the Commission the following: 24 
 25 

a. A multi-year strategic plan that identifies the expected remaining life of 26 
each of the base unit and remote switches currently deployed in legacy 27 
Qwest’s and legacy CenturyLink franchise area in Oregon and a 28 
proposed replacement plan for the switches, if any, so that CenturyLink 29 
will be able to meet the then current service standards pursuant to 30 
Oregon statutes and rules. 31 
 32 

b. For three years, an annual report detailing Oregon capital expenditures 33 
concerning planned actions on subsection (a) above.  Included in the 34 
report will be a comparison of the amount of planned Oregon capital 35 
expenditures as a percentage of total system expenditures; and a 36 
comparison of the amount of capital expenditure per Oregon access 37 
line with the amount of capital expenditure per CenturyLink system-38 
wide access lines.  39 

 40 
25. CenturyLink will provide to Commission Staff in electronic form, and subject to 41 

confidentiality, the detailed, Form-477 data that the four Operating 42 
Companies are currently providing to the FCC for their service areas.  This 43 
will be done annually for three years beginning with the year after the closing 44 
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of the transaction, subject to the continuation of the requirement for filing with 1 
the FCC.  2 

 3 
 4 

Safety 5 
 6 

26. CenturyLink is committed to complying with all applicable federal and Oregon 7 
safety standards and requirements, and will commit to comply with the safety 8 
and reliability laws in Oregon per ORS 757.035, OAR 860 Division-024, and 9 
OAR 860 Division-028.   10 
 11 

27. Within seven (7) days after close of the transaction, CenturyLink agrees to 12 
provide the Commission a listing of CenturyLink primary and secondary 13 
points of contact within its new organization for safety and pole attachment 14 
matters.  15 

 16 
28. CenturyLink will construct a physical communication link between the Cities of 17 

Lincoln City and Newport, Oregon within 24 months following the close of the 18 
transaction.  The deployment expectation is that this link construct have, at a 19 
minimum, the bandwidth capacity of OC-192 in both directions to each 20 
community. 21 
 22 

 23 
Operations Support Systems (OSS) 24 
 25 

29. The Applicants commit to the following OSS actions: 26 

General 27 
Operations support systems included in this requirement will include: 28 
 29 

a. Systems used to monitor cable and pair information and operation, 30 
b. Systems used to track or monitor in-service circuit equipment 31 

information, 32 
c. Systems used to track or monitor switch components, 33 
d. Billing systems, and 34 
e. Systems used for customer pre-ordering, ordering, provisioning, 35 

maintenance, and repair operations. 36 
 37 
This requirement applies to both wholesale and retail systems. 38 
 39 
CenturyLink will keep Qwest’s legacy operations support systems intact for a 40 
minimum of three years after the closing of the transaction. 41 
 42 
Prior to modifying or integrating existing Qwest/CenturyLink operations 43 
support systems, CenturyLink will request approval from the Commission six 44 
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months in advance of the proposed action.  Notification will consist of a 1 
description of the systems involved, the action to be taken, the proposed work 2 
schedule, a description of the Company’s and customers’ activities that will be 3 
affected, and a list of status reports to be provided to the Commission. 4 

 5 
CenturyTel – Embarq Conversions 6 
CenturyLink will provide to Commission Staff quarterly reports for the state of 7 
Oregon for the same performance measures as those currently submitted to 8 
the FCC in FCC 09-54.  This reporting requirement will begin with data for the 9 
first quarter following Commission approval of the merger and will continue at 10 
least through the end of 2012.  During 2012, Commission staff will analyze 11 
the performance data and recommend whether there is a need for continued 12 
reporting.       13 
  14 
CenturyLink will enable Commission staff to access the service quality data 15 
currently available to CLECs on the company’s website. 16 

 17 
 18 

Wholesale Services 19 
 20 

30. CenturyLink will honor, assume or take assignment of all obligations under 21 
Qwest’s existing interconnection agreements.  CenturyLink will not terminate, 22 
change the conditions of (with the exception of those governing expiration), or 23 
increase the rates in, any effective interconnection agreement during the 24 
unexpired term of the agreement, or for a period of four years from the 25 
Closing Date, whichever occurs later, unless requested by the non-ILEC 26 
interconnecting party, approved by the Commission, or required by a change 27 
of law.  Furthermore, CenturyLink will allow requesting carriers to extend 28 
existing interconnection agreements, whether or not the initial or current term 29 
has expired, at least four years from the Closing Date, or the date of 30 
expiration, whichever is later.   31 

 32 
31. CenturyLink will honor or assume all obligations in effect as of the Merger 33 

Filing Date under Qwest’s current intrastate tariffs, including those for access 34 
services, and price lists for wholesale services.  CenturyLink will not increase 35 
rates for such services for a period of at least four years from the Closing 36 
Date. 37 

 38 
32. CenturyLink will continue to provide intrastate transit service in all ILEC 39 

territories subject to the same rates, terms, and conditions that were provided 40 
as of the Merger Filing Date unless approved or directed otherwise by the 41 
Commission. 42 

 43 
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33. No Qwest wholesale intrastate service offered to competitive carriers as of 1 
the Merger Filing Date will be discontinued for four years after closing of the 2 
transaction except as approved by the Commission.  3 
 4 

34. CenturyLink and all of its ILEC affiliates will comply with the statutory 5 
obligations applicable to all incumbent local exchange carriers (ILECs) under 6 
47 U.S.C. Section 251 and 252.  In the legacy Qwest territory, CenturyLink 7 
will not seek to avoid any of its obligations on the grounds that it is exempt 8 
from any of the obligations pursuant to Section 251(f)(1) or Section 251(f)(2) 9 
of the Act. 10 
 11 

35. After the close of the transaction the legacy Qwest ILEC territory shall 12 
continue to be classified as a Bell Operating Company (“BOC”), pursuant to 13 
Section 3(4)(A)-(B) of the Communications Act and shall be subject to all 14 
requirements applicable to BOCs, including but not limited to the “competitive 15 
checklist” set forth in Section 271(c)(2)(B) of the Act. 16 
 17 

36. In the legacy Qwest ILEC territory, CenturyLink shall comply with all 18 
wholesale performance requirements for all wholesale services, including 19 
those set forth in regulations, tariffs, and interconnection agreements 20 
applicable to legacy Qwest as of the Merger Filing Date, unless otherwise 21 
directed by the Commission or agreed to by customers. 22 
 23 

37. Following the Closing Date, CenturyLink shall continue to comply with the 24 
provisions of the Qwest Performance Assurance Plan (QPAP) that are in 25 
effect as of the Merger Filing Date for at least four years following the Closing 26 
Date, or such period as negotiated by any other party in this docket, 27 
whichever is longer.  CenturyLink shall provide the monthly reports of 28 
wholesale performance metrics that Qwest currently provides to Staff and to 29 
each CLEC.  Any changes to the PIDs or PAP must be approved by the 30 
Commission or agreed to by affected wholesale customers.  Staff will monitor 31 
QPAP reported data and alert the Commission if service performance 32 
appears to be deteriorating from pre-merger levels. 33 
 34 

38. After the close of the transaction, CenturyLink shall provide and maintain 35 
updated escalation information, contact lists and account manager 36 
information that is in place at least 30 days prior to the transaction close date.  37 
For changes to support center locations, wholesale customer-impacting 38 
organizational structures, or contact information, CenturyLink will provide at 39 
least 30 days advance written notice to all CLECs and Commission Staff.  40 

 41 
39. CenturyLink will continue to make available to each wholesale carrier in the 42 

Legacy Qwest ILEC territory the types of information that Qwest made 43 
available as of the Merger Filing Date concerning wholesale Operational 44 
Support Systems functions and wholesale business practices and 45 
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procedures, including information provided via the wholesale web site, 1 
notices, industry letters, the change management process, and 2 
databases/tools.   3 
 4 

40. CenturyLink will maintain the current Qwest Change Management Process 5 
(CMP), utilizing the terms and conditions set forth in the CMP Document.  6 
Pending CLEC Change Requests shall be completed in a commercially 7 
reasonable time frame.   8 

 9 
41. CenturyLink shall ensure that Wholesale and CLEC support centers are 10 

sufficiently staffed by adequately trained personnel dedicated exclusively to 11 
wholesale operations so as to provide a level of service that is comparable to 12 
that which was provided in the Legacy Qwest ILEC area prior to the 13 
transaction and to ensure the protection of CLEC information from being used 14 
for CenturyLink’s retail operations. 15 

 16 
42. The Merged Company shall allow a requesting competitive provider to use its 17 

pre-existing interconnection agreement, including agreements entered into 18 
with Qwest, as the basis for negotiating a new replacements interconnection 19 
agreement.  If Qwest and a requesting competitive carrier are in negotiations 20 
for a replacement interconnection agreement before the Closing Date, the 21 
Merged Company will allow the requesting carrier to continue to use the 22 
negotiations draft upon which negotiations prior to the Closing Date have 23 
been conducted as the basis for negotiating a replacement interconnection 24 
agreement. 25 

 26 
43. In the Legacy CenturyLink ILEC territory, the Merged Company will permit a 27 

requesting carrier to opt into any interconnection agreement to which Qwest 28 
is a party in Oregon, including agreements in evergreen status 29 
 30 

 31 
Long Distance  32 

 33 
44. For at least 180 days following the close of the proposed transaction, 34 

CenturyLink will offer substantially the same intrastate toll calling services, at 35 
the same rates, in the pre-merger Qwest area as provided by Qwest 36 
immediately prior to the closing.  This includes the bundled service offerings 37 
of local and long distance at the same rates as set forth in the price lists of 38 
Qwest. In addition, CenturyLink will honor all commitments made by Qwest to 39 
customers regarding the terms for which promotional discounts on intrastate 40 
long distance services apply.    41 

 42 
45. If CenturyLink changes the carriers it uses to provide intrastate long distance 43 

service to customers in either the pre-merger CenturyLink or the pre-merger 44 
Qwest areas, the company will notify each of the affected Oregon intrastate 45 
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long distance customers at least 30 days in advance of the change.  1 
Furthermore, for 90 days following any such change, CenturyLink will waive 2 
any change charges, e.g., PICs, for any affected long distance customer 3 
choosing to change carriers    4 

 5 
 6 

OTAP/Lifeline 7 
 8 

46. CenturyLink will designate a representative to serve on the Commission’s 9 
Oregon Telecommunications Industry Advisory Committee which generally 10 
convenes on a quarterly basis should the incumbents representing Qwest and 11 
CenturyLink respectively, vacate their seats as a result of the merger. 12 

  13 
47.  Prior to any billing system consolidations or changes, CenturyLink will notify 14 

the OTAP Manager and Administrative Specialist with a description of how 15 
the OTAP credits are listed on customer bills.  CenturyLink will also provide 16 
the OTAP Manager and Administrative Specialist a sample copy of a 17 
customer’s bill that lists the OTAP/Lifeline credits.  The OTAP Manager and 18 
Administrative Specialist will accept a redacted copy in which the customer’s 19 
personal identifying information is protected. 20 
 21 

48.  CenturyLink will maintain staffing levels for its existing territories and its 22 
newly acquired territory for daily communications with Commission Staff 23 
regarding daily OTAP/Lifeline questions and concerns and OTAP/Lifeline 24 
reporting issues. Prior to any billing system consolidations or changes, 25 
CenturyLink will provide notice to the OTAP Manager of any of its staffing 26 
level changes, including its staff for filing with the Commission OTAP 27 
reimbursement reports, in any of its territories.   28 
 29 

49. If legacy Embarq or CenturyTel staff identify an approved OTAP/Lifeline 30 
customer for the other’s territory on a Commission-approval report due to 31 
Commission Staff error, legacy staff may either:  32 

 33 
a. Notify the OTAP Manager and Administrative Specialist of the 34 

discrepancy on the No Match report  35 
b. Contact legacy staff (and the OTAP Manager and Administrative 36 

Specialist) of the customer’s respective territory to apply the 37 
OTAP/Lifeline credit to their account.   38 

  39 
Note this does not apply to Qwest transactions due to its automated systems.  40 

50.  Before the close of transaction, CenturyLink will designate at least one 41 
liaison for higher level discussions with the OTAP Manager should the 42 
incumbents representing Qwest and CenturyLink respectively, vacate their 43 
positions as a result of the merger. 44 
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 1 
51.  Post merger, CenturyLink will advise the OTAP Manager of any impending 2 

OTAP/Lifeline marketing and outreach efforts (e.g. radio public service 3 
announcements).  In addition, CenturyLink will provide the OTAP Manager 4 
electronic copies of its OTAP/Lifeline advertising collateral.   5 
 6 

52. Prior to the merger, CenturyLink including Embarq and Qwest will have no 7 
outstanding debt to the Commission with respect to the RSPF surcharge 8 
collection, remittance, and reporting requirements.   9 
 10 

53. CenturyLink will provide notice to and obtain input from the OTAP Manager 11 
prior to making material changes to the existing Qwest mechanized OTAP 12 
reporting system. 13 

 14 
 15 

Affiliated Interests/Non-regulated Operations  16 
 17 

54. CenturyLink agrees that the Operating Companies will comply with all 18 
applicable Commission statutes and regulations regarding affiliated interest 19 
transactions, including timely filings of applications and reports, consistent 20 
with their respective forms of regulation, and terms of such regulation, as 21 
applicable to each respective Operating Company.  To the extent affiliated 22 
interest changes do occur, the Company or its Operating Companies will 23 
make the appropriate affiliated interest filings pursuant to ORS 759.390 24 
consistent with their respective forms of regulation.   25 

 26 
55. Within 9 months after the close of this transaction, CenturyLink will file with 27 

the Commission affiliated interest agreements including an updated Cost 28 
Allocation Manual for services that reflect as charges and credits to operating 29 
accounts in Operating Companies’ Form O. 30 

 31 
56. The certificates of all CenturyLink and Qwest entities certified as Competitive 32 

Providers in Oregon will remain in effect and unchanged as of the date of 33 
close of the transaction.  Thereafter, CenturyLink and Qwest will report any 34 
changes affecting those certificates in compliance with applicable 35 
Commission statutes and regulations.   36 

 37 
 38 

Most Favored State Commitment 39 
 40 

57. CenturyLink agrees that the Conditions may be expanded or modified as a 41 
result of regulatory decisions in other states and the FCC, including decisions 42 
based upon settlements, that impose conditions or commitments related to 43 
this merger proposal.  CenturyLink agrees that the Commission may adopt 44 
any commitments or conditions from other states and the FCC that are 45 
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adopted after the final order in UM 1484 is issued that are related to 1 
addressing harms of this transaction if: 2 
 3 
The commitment or condition does not result in the combined company being 4 
required to provide a “net benefit” and either: 5 

 6 
i. The Commission or Staff had not previously identified the harm to 7 

Oregon ratepayers and such harm is applicable to Oregon; or 8 
 9 

ii. The commitments or conditions in a final order of another state and the 10 
FCC are more effective at preventing a harm previously identified by 11 
the Commission or Staff. 12 
 13 

Should new commitments or conditions meeting the requirements of 14 
subsections i. or ii. of this paragraph occur, CenturyLink will commit to the 15 
following process to facilitate a prompt decision from the Commission under 16 
this section: 17 

 18 
a) Within fifteen (15) calendar days after a final order adopting a new 19 

condition or stipulation with new or amended commitments by a 20 
commission in another state jurisdiction and the FCC, CenturyLink will 21 
send a copy of the stipulation and commitment to Oregon Commission 22 
Staff and to all parties in UM 1484. 23 

 24 
b) CenturyLink will notify the Commission that they have received the last 25 

such final order from other states and the FCC adopting new 26 
conditions, stipulations or commitments (the “Final Filing”) within fifteen 27 
(15) calendar days of receipt and send it to Staff and all UM 1484 28 
parties. 29 

 30 
c) Within fifteen calendar days after the last such filing from the other 31 

states and the FCC (“Final Filing”), any party to this proceeding may 32 
file with the Commission its response, including its position as to 33 
whether any of the covenants, commitments and conditions from the 34 
other jurisdictions (without modification of the language thereof except 35 
such non-substantive changes as are necessary to make the 36 
commitment or condition applicable to Oregon), meets the two 37 
requirements set forth above, and should be adopted in Oregon.  Any 38 
party filing such a response should serve it upon the UM 1484 parties.  39 

 40 
  41 
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Q. DO YOU BELIEVE THAT THESE CONDITIONS ARE SUFFICIENT TO 1 

FULLY MITIGATE THE RISKS TO THIS TRANSACTION? 2 

A. No.  As previously mentioned, although Staff believes its recommended 3 

conditions reduce the risks of the transaction, Staff does not believe its 4 

conditions will completely mitigate the risks to meet the statutory requirements 5 

due to the change in financial risk, wholesale competition risk, and the inability 6 

to effectively ring fence the Oregon operating companies from the parent, 7 

CenturyLink under the proposed organizational structure.  With that said, many 8 

of these conditions were accepted by the Commission in the 9 

CenturyTel/Embarq merger approved in docket UM 1416 and the indirect 10 

transfer of Verizon Northwest properties to Frontier Communications 11 

Corporation approved in docket UM 1431.   12 

Q. DOES THIS CONCLUDE YOUR REPLY TESTIMONY? 13 

A. Yes. 14 

 15 
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WITNESS QUALIFICATION STATEMENT 
 
 
NAME:  MICHAEL DOUGHERTY 
 
EMPLOYER:  PUBLIC UTILITY COMMISSION OF OREGON 
 
TITLE: PROGRAM MANAGER, CORPORATE ANALYSIS AND 

WATER REGULATION 
 
ADDRESS: 550 CAPITOL ST. NE, SALEM, OR  97308-2148 
 
EDUCATION: Master of Science, Transportation Management, Naval 

Postgraduate School, Monterey, CA  
 
 Bachelor of Science, Biology and Physical Anthropology, 

City College of New York, New York, NY 
 
EXPERIENCE: Employed with the Oregon Public Utility Commission from 

June 2002 to present, currently serving as the Program 
Manager, Corporate Analysis and Water Regulation.   

 
Performed a five-month job rotation as Deputy Director, 
Department of Geology and Mineral Industries, March 
through August 2004. 

 
 Employed by the Oregon Employment Department as 

Manager - Budget, Communications, and Public Affairs from 
September 2000 to June 2002. 

 
 Employed by Sony Disc Manufacturing, Springfield, Oregon, 

as Manager - Manufacturing, Manager - Quality Assurance, 
and Supervisor - Mastering and Manufacturing from April 
1995 to September 2000. 

 
 Retired as a Lieutenant Commander, United States Navy.  

Qualified naval engineer. 
 
 Member, National Association of Regulatory Commissioners 

Staff Sub-Committee on Accounting and Finance. 
 
 Team Member in UE 1206, PGE Issuances of Securities 

(PGE Independence); Team Member in UM 1209, MEHC 
acquisition of PacifiCorp; Team Member in UM 1283, MDU 
acquisition of Cascade Natural Gas Corporation; Team 
Leader in UM 1416, Merger of CenturyTel and Embarq; and 
Team Leader in UM 1431, Merger of Verizon Northwest and 
Frontier. 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Jorge Ordonez.  I am employed by the Public Utility Commission of 3 

Oregon (Commission) as the Senior Financial Economist in the Economic and 4 

Policy Analysis Section. My business address is 550 Capitol Street NE, Suite 5 

215, Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/201, Ordonez /1. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is to review the impact of the proposed merger1 11 

between CenturyLink, Inc. (CenturyLink) and Qwest Communications 12 

International, Inc. (Qwest) on the customers of CenturyLink and Qwest’s local 13 

exchange carriers operating in Oregon.  My analysis covers the financial 14 

aspects of the proposed merger.  15 

Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET? 16 

A. Yes, I have prepared Exhibit Staff 201, consisting of one page; Exhibit Staff 17 

202, consisting of three pages; Exhibit Staff 203, consisting of two pages; 18 

Exhibit Staff 204, consisting of one page; Exhibit Staff 205, consisting of two 19 

pages; Exhibit Staff 206, consisting of 22 pages; highly confidential Exhibit 20 

                                            
1 On May 24, 2010, CenturyLink submitted an application (“Application” or “Application of 
CenturyLink”) to the Public Utility Commission of Oregon for approval of the proposed merger 
between CenturyLink and Qwest. 
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Staff 207, consisting of 2 pages; and highly confidential Exhibit Staff 208 1 

consisting of 1 page. 2 

SUMMARY RECOMMENDATION 3 

Q. PLEASE PROVIDE YOUR SUMMARY RECOMMENDATION? 4 

A. I recommend that the Commission not approve the merger between 5 

CenturyLink and Qwest unless CenturyLink agrees to accept the financial 6 

conditions proposed in Exhibit Staff/100, where Mr. Dougherty addresses the 7 

conclusion I present in this testimony.  8 

 9 
ORGANIZATION OF THE TESTIMONY 10 

Q. HOW HAVE YOU ORGANIZED YOUR TESTIMONY? 11 

A. My testimony is organized into four parts as follows: 12 

1. I describe the organizational structure of CenturyLink and Qwest’s 13 

subsidiaries that operate in Oregon and are involved in the transaction. 14 

2. I describe the financial aspects of the proposed merger between 15 

CenturyLink and Qwest and its impact on CenturyLink and Qwest subsidiary 16 

companies that operate in Oregon. 17 

3. I describe the credit rating implications of the proposed merger between 18 

CenturyLink and Qwest and their impact on CenturyLink and Qwest 19 

subsidiary companies that operate in Oregon. 20 

4. I provide the conclusion resulting from my analysis. 21 

1. ORGANIZATIONAL STRUCTURE 22 

Q. WHICH OF CENTURYLINK’S OPERATING COMPANIES ARE 23 

REGULATED BY THE PUBLIC UTILITY COMMISSION OF OREGON? 24 
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A. CenturyLink operates in Oregon through three indirect subsidiaries: CenturyTel 1 

of Oregon, Inc.; CenturyTel of Eastern Oregon, Inc.; and United Telephone 2 

Company of the Northwest d/b/a CenturyLink.  These operating subsidiaries 3 

are collectively referred to as CTL Oregon ILECs and serve approximately 4 

109,000 access lines in Oregon. 2 5 

Q. WHICH OF QWEST’S OPERATING COMPANIES ARE REGULATED BY 6 

THE PUBLIC UTILITY COMMISSION OF OREGON? 7 

A. Qwest’s regulated operations in Oregon are through one indirect operating 8 

subsidiary,  Qwest Corp,3 which serves approximately 802,000 access lines in 9 

Oregon. 4  10 

Q. WHAT WILL BE THE OPERATING COMPANIES’ ORGANIZATIONAL 11 

STRUCTURE IN OREGON AFTER THE MERGER? 12 

A. The operating companies of CTL Oregon ILECs and Qwest Corp. will be 13 

indirect subsidiaries of post-merger CenturyLink.  The post-merger structure 14 

has been provided in CTL/101 Jones/1-3 and is attached in Exhibit Staff/202 15 

Ordonez/1-3. 16 

2. FINANCIAL ASPECTS  17 

Q. PLEASE PROVIDE THE FINANCIAL PROFILE OF THE COMPANIES 18 

INVOLVED IN THE MERGER TRANSACTION. 19 

                                            
2 See Exhibit  CTL/100 Jones/7 
3 See Exhibit  Qwest/1Peppler/5 
4 See Exhibit  Qwest/1Peppler/10 
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A. Table 1 summarizes actual financial data for CenturyLink and Qwest for 2009; 1 

Table 1 also provides 2009 pro forma financial data post-merger for 2 

CenturyLink as of December 31, 2009.  3 

  Except as noted, the information in Table 1 has been compiled and derived 4 

from Exhibit CTL/300 Bailey/8-10, “I. Financial Profile of the Two Individual 5 

Companies,” and Exhibit CTL/300 Bailey/23-29, “Specific Financial 6 

Characteristics of the Merged Company.”  7 

Table 1 8 
 9 

  10 
 11 

Q. PLEASE COMPARE CENTURYLINK AND QWEST PRE-MERGER? 12 

A. Qwest has approximately 46 percent more access lines than CenturyLink and 13 

has been experiencing accelerated access line losses.  For example, in 2009, 14 

Qwest lost 11 percent of its access lines, as compared with CenturyLink’s 15 

losses of 6.6 percent in the same year.  16 

  Qwest has 63 percent more revenue than CenturyLink; Qwest also has  17 

2009 Metrics Units
pre‐merger 
CenturyLink

Qwest
post‐merger 
pro forma 
CenturyLink

Access lines Millions 7.0 10.3 17.3

Access lines losses1 % 6.6% 11.0% ‐

Revenues $ Billions 7.5 12.3 19.8
EBITDA $ Billions 3.8 4.4 8.2
EBITDA Margin % 50% 36% 41%

Net Debt $ Billions 7.6 11.8 19.4
Net Debt / trailing EBITDA 2.0 2.7 2.4

Market Capitalization $ Billions 10.8 7.2 ‐

1 From CenturyLink and Qwest's  2009 10‐K reports  fi led with the Securities  and 
Exchange Commission
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16 percent more Earnings Before Interest, Taxes, Depreciation and 1 

Amortization (EBITDA) than CenturyLink.  However, Qwest has a 2009 2 

EBITDA margin5 of 36 percent, which is lower than CenturyLink’s 2009 3 

EBITDA margin of 50 percent. 4 

  Qwest has approximately 55 percent more debt than CenturyLink. Qwest also 5 

has a 2.7x Net Debt/EBITDA ratio, which is greater than CenturyLink’s 2.0x 6 

ratio.  Finally, Qwest’s market capitalization is $7.2 billion as of December 31, 7 

2009, which is 66 percent of CenturyLink’s $10.8 billion.  8 

Q. PLEASE SUMMARIZE THE COMPARISON BETWEEN PRE-MERGER 9 

CENTURYLINK AND QWEST? 10 

A. Qwest is a larger company than CenturyLink as measured by access lines and 11 

revenues.  However, Qwest has been experiencing greater losses in access 12 

line losses, is relatively less profitable, and has a higher relative debt burden 13 

than CenturyLink. 14 

Q. WHAT IS THE FINANCIAL PROFILE OF POST-MERGER 15 

CENTURYLINK? 16 

A. As shown in Table 1, post-merger CenturyLink is naturally bigger than the sum 17 

of two individual pre-merger companies (i.e., pre-merger CenturyLink and 18 

Qwest.) as measured by access lines, revenues, EBITDA and net debt. 19 

Post-merger CenturyLink is less profitable than pre-merger CenturyLink and 20 

more profitable than Qwest as represented by the 2009 EBITDA margin; i.e., 21 

                                            
5 Investopedia: [EBITDA Margin is] a financial metric used to assess a company's profitability by 
comparing its revenue with earnings. More specifically, since EBITDA is derived from revenue, this 
metric would indicate the percentage of a company is remaining after operating expenses. 
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on a relative basis.  Post-merger CenturyLink is also more leveraged than pre-1 

merger CenturyLink and less leveraged than Qwest as represented by its 2009 2 

Net Debt/EBITDA ratio on a relative basis. 3 

Q. PLEASE EXPLAIN HOW CENTURYLINK’S POST-MERGER FINANCIAL 4 

PROFILE MAY IMPACT THE OREGON CUSTOMERS OF PRE-MERGER 5 

CENTURYLINK AND QWEST? 6 

A.  My explanation focuses on the “profitability” and “leverage” aspects of the 7 

merger transaction and its impact on Oregon customers of pre-merger 8 

CenturyLink and pre-merger Qwest. 9 

PROFITABILITY AND LEVERAGE 10 

Q. WHAT IS PROFITABILITY? 11 

A.  Profitability is a company’s ability to generate revenues in excess of its costs.  12 

Calculating the EBITDA margin is a way to measure profitability.  13 

Q. WHAT IS FINANCIAL LEVERAGE? 14 

A. “Financial leverage is the extent to which a company relies on debt rather than 15 

equity.  Measures of financial leverage are tools in determining the probability 16 

that the firm will default on its debt contracts.”6  17 

Q. HOW MIGHT THE MERGER IMPACT CURRENT OREGON CUSTOMERS 18 

OF CENTURYLINK’S CTL OREGON ILECS AND QWEST CORP.? 19 

A. From the point of view of relative profitability and leverage, the current Oregon 20 

customers of pre-merger CenturyLink’s CTL Oregon ILECS may be harmed in 21 

that they will be served by a more leveraged and less profitable company than 22 
                                            
6 Ross, Westerfield and Jaffe, Corporate Finance 36 (McGraw-Hill Irwin, 2005). 
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pre-merger CenturyLink.  As shown in Table 2, the relative profitability and 1 

leverage metrics of post-merger CenturyLink are inferior to those of pre-merger 2 

CenturyLink.  On the other hand, the Oregon customers of Qwest Corp. may 3 

benefit from the merger, because post-merger CenturyLink’s relative 4 

profitability and financial leverage metrics are superior to those of Qwest. 5 

Table 2 6 
 7 

 8 

Q DID YOU PERFORM A PRO FORMA STRESS TEST OF POST-MERGER 9 

CENTURYLINK? 10 

A. Yes. I used the models provided by CenturyLink in response to Staff Data 11 

Request 66 to develop certain scenarios related to the Company’s operations, 12 

in addition to what I requested in Staff Data Request 99. In Staff Data Request 13 

997, I requested information similar to the information requested in the  14 

UM 14318 Bench Request.9     15 

Q WHAT SCENARIOS DID YOU DEVELOP? 16 

A. The scenarios I developed are the following: 17 

• Scenario 1: A five percent decrease in revenues per year between 2011 and 18 
2015; 19 

                                            
7 See Highly Confidential Exhibit Staff/207 Ordonez/1-2. 
8 Docket No. 1431 refers to merger between Frontier Communications Corporation and New 
Communications Holdings, Inc., the latter being a subsidiary of Verizon Communications, Inc.  
9 See http://edocs.puc.state.or.us/efdocs/HDA/um1431hda14341.pdf 

pre‐merger 
CenturyLink

Qwest
post‐merger 
CenturyLink

PROFITABILITY
2009 EBITDA Margin 50% 36% 41%

LEVERAGE
2009 Net Debt / trailing EBITDA 2.0 2.7 2.4
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• Scenario 2: A ten percent decrease in revenues per year between 2011 and 1 
2015; 2 

• Scenario 3: A five percent decrease in revenues per year between 2011 and 3 
2015, and removing one-half of synergy effects; and 4 

• Scenario 4: A ten percent decrease in revenues per year between 2011 and 5 
2015, and removing one-half of synergy effects. 6 

 7 
I only removed one-half on the synergy effect because as Staff Dougherty 8 

states in Staff/100, Dougherty/24 that CenturyLink has “demonstrated 9 

significant strides in achieving the synergy savings stated in UM 1416.”  Highly 10 

Confidential Exhibit Staff/208 Ordonez/1 provides the results of my analysis.  11 

The results of the four scenarios show high levels of dividend payout ratios, 12 

high levels of leverage, and in some scenarios, negative free cash flows, which 13 

may adversely affect the financial viability of post-merger CenturyLink.   14 

Q. PLEASE PROVIDE A SPECIFIC EXAMPLE OF HOW THE OREGON 15 

CUSTOMERS OF CENTURYLINK’S CTL OREGON MIGHT BE IMPACTED 16 

BY THE MERGER TRANSACTION? 17 

A. A less profitable and more leveraged company may experience more 18 

difficulties and higher costs in procuring capital in the capital markets.  In this 19 

testimony, I focus on the bond markets and how credit rating agencies rate the 20 

quality of corporate bonds in general. 21 

3. CREDIT RATINGS 22 

Q. WHAT IS A BOND RATING? 23 

A. “Bond Rating is a ranking of a bond's quality, based on its value as a sound 24 

investment.  Bonds are rated from a high of "AAA" (highly unlikely to default) 25 

through a low of "D" (companies already in default).  The rating is based on 26 
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such factors as the issuer's reputation, management, debts , and its record in 1 

paying interest.”10 2 

Q. WHY IS A BOND RATING IMPORTANT? 3 

A. “The ratings assigned to bond issues are important in terms of the marketability 4 

and effective cost to the [utility’s] ratepayer[s]. Bond issues having the top four 5 

letter ratings, AAA down to BBB[-], are considered to be investment grade 6 

securities, meaning that financial institutions can purchase such bonds without 7 

violating the laws of prudent investment. Not only are investment grade bond 8 

ratings crucial for a utility to maintain continued access to capital, but the rating 9 

determines the cost and terms of the issue. Corporate bonds are discounted at 10 

progressively higher discount rates as their ratings deteriorate.”11 11 

Q. PLEASE PROVIDE A COMPARISON OF THE LONG-TERM CREDIT 12 

RATING SCALES FROM THE THREE MAJOR CREDIT AGENCIES? 13 

A. Table 3 shows the scales from the three major credit rating agencies: Moody’s 14 

Investor Services (Moody’s), Standard & Poor’s (S&P) and Fitch Ratings 15 

(Fitch). Additionally, Exhibit Staff/203 Ordonez/1-2 includes the rating scale 16 

comparison for other rating organizations as provided by Bloomberg L.P. 17 

                                            
10 Source: Bloomberg L.P. 
11 Roger Morin, New Regulatory Finance 91-92 (Public Utilities Reports, Inc., 2006) 
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Table 3 1 

 2 

Q. PLEASE PROVIDE AN EXAMPLE OF HOW BONDS WITH DIFFERENT 3 

RATINGS HAVE DIFFERENT INTEREST RATES?12 4 

                                            
12 Within this testimony, I use the terms “interest rates” and “yields” interchangeably.  

Moody's S&P Fitch

Aaa AAA AAA

Aa1 AA+ AA+
Aa2 AA AA
Aa3 AA‐ AA‐

A1 A+ A+
A2 A A
A3 A‐ A‐

Baa1 BBB+ BBB+
Baa2 BBB BBB
Baa3 BBB‐ BBB‐

Ba1 BB+ BB+

Ba2 BB BB
Ba3 BB‐ BB‐

B1 B+ B+
B2 B B
B3 B‐ B‐

Caa1 CCC+ CCC+
Caa2 CCC CCC
Caa3 CCC‐ CCC‐

Ca CC CC

C C C

C D D In default

Investment 
grade

Speculative
grade

* Source: Edison Electric Institute; Q2‐2009 Financial 
Update, Quarterly Report of the U.S. Shareholder‐owned 
Electric Utility Industry
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A.  Figure 113 shows the yields of Moody’s Baa (top line) and Aaa (middle line) 1 

corporate bond indices and Bloomberg’s 10-year Treasury index (bottom line) 2 

over a recent 30 month period. The spread between Baa  and Treasury bond 3 

yields is greater than the spread between Aaa and Treasury bond yields. Note 4 

that bonds with Moody’s Aaa or Baa ratings are each within the investment-5 

grade category. Spreads over Treasury bond yields increase for bonds rated in 6 

the speculative-grade category, as these bonds have correspondingly greater 7 

yields. 8 

Figure 1 9 

 10 

 11 

                                            
13 A larger version of Figure 1 is included as Exhibit Staff/204 Ordonez/1. Source: Bloomberg L.P. 
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Q DID YOU CALCULATE THE DIFFERENCE IN INTEREST RATES FOR 1 

PROSPECTIVE DEBT BETWEEN CENTURYLINK AND QWEST? 2 

A.  Yes. Based on Qwest’s confidential response to Staff’s DR-72, in which I 3 

requested indicative quotes from multiple investment banks for an issuance of 4 

debt securities, Qwest has a higher prospective interest rate than does 5 

CenturyLink.  6 

Q WHAT ARE THE CURRENT RATINGS FOR THE COMPANIES INVOLVED 7 

IN THIS MERGER? 8 

A. Table 4 shows the current ratings of pre-merger CenturyLink and Qwest.14 9 

CenturyLink’s rating is two notches higher (better) than that of Qwest from 10 

each of the three rating agencies to which I refer in this testimony. 11 

Table 4 12 
 13 

   14 

Q. DID YOU REVIEW CREDIT RATING AGENCIES’ REPORTS ABOUT THIS 15 

MERGER? 16 

A.  Yes.  CenturyLink and Qwest’s responses to Staff Data Requests 79 and 80 17 

contain reports on the merger transaction from Fitch, Moody’s and S&P. 18 

 19 

                                            
14 See Exhibit Staff/205 Ordonez/1-2. 

Rating Agency CenturyLink Qwest
Notch 

difference

Moody's Long‐term Rating Baa3 Ba2 2
S&P's Long‐term Local Issuer Credit BBB‐ BB 2
Fitch's Long‐term Default Rating BBB‐ BB 2
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Q. DID CREDIT RATING AGENCIES TAKE ANY ACTION IN CONNECTION 1 

WITH THE MERGER TRANSACTION? 2 

A.  Yes. Fitch stated: 3 

“Fitch Ratings has placed the Issuer Default Ratings (IDRs) of 4 
CenturyLink Inc. (CenturyLink) and Embarq Corporation (Embarq) 5 
on Rating Watch Negative. Simultaneously, Fitch has placed the 6 
IDRs of Qwest Communications International Inc. (Qwest) and its 7 
subsidiaries on Rating Watch Positive…”15 8 

Standard &Poor’s Research Update, published on April 22, 2010, stated:   9 

“On April 22, 2010, Standard & Poor’s Ratings services placed its 10 
ratings on Monroe, La.-based incumbent local exchange carrier 11 
(ILEC) CenturyTel Inc. on CreditWatch with negative implications, 12 
including the ‘BBB-’ corporate credit, ‘A-3’ commercial paper, and 13 
all other issue ratings. At the same time, we placed the ‘BB’ 14 
corporate credit rating on Denver-based ILEC Qwest 15 
Communications International Inc. on CreditWatch with positive 16 
implications.” 16 17 

 “We currently expect that if the transaction is completed as 18 
planned, the corporate credit rating on the combined entity is likely 19 
to be ‘BB+’ or ‘BB’.” 17 20 

Finally, Moody’s stated: 21 

“Moody’s Investors Service has affirmed the Baa3 long-term and 22 
Prime-3 short-term debt rating of CenturyTel, Inc. (“CenturyTel or 23 
the “Company”) and changed the rating outlook to negative 24 
following the announcement that CenturyTel plans to acquire 25 
Qwest in a stock-for-stock transaction. In connection with the 26 
announcement, Moody’s also placed the ratings of Qwest 27 

                                            
15 See Exhibit Staff/206 Ordonez/2, Fitch Ratings report published on April 22, 2010, “Fitch Places 
CenturyTel’s Ratings on Watch Negative; Qwest’s Rating on Watch Positive” 

16 See Exhibit Staff/206 Ordonez/5, Standard & Poor’s Research Update published on April 22, 
”CenturyTel 'BBB-' Rating On Watch Negative On Deal To Acquire Qwest Communications; 
Qwest 'BB' Rating On Watch Positive” 

17 See Exhibit Staff/206 Ordonez/6, Standard & Poor’s Research Update published on April 22, 
”CenturyTel 'BBB-' Rating On Watch Negative On Deal To Acquire Qwest Communications; 
Qwest 'BB' Rating On Watch Positive” 
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Communications International Inc. (“QCII”) and its subsidiaries 1 
under review for upgrade” 18 2 
 3 

Q. PLEASE SUMMARIZE THE THREE CREDIT AGENCIES’ ANALYSES OF 4 

THE TRANSACTION. 5 

A.  The three major credit rating agencies currently have a negative outlook on 6 

CenturyLink and a positive outlook on Qwest.  7 

  Standard and Poor’s goes a step further and expects pre-merger CenturyLink 8 

will lose its current investment-grade rating, becoming post-merger 9 

CenturyLink with a speculative-grade rating.    10 

Q. HOW COULD OREGON CUSTOMERS OF CENTURYLINK AND QWEST 11 

BE AFFECTED BY THESE ACTIONS? 12 

A. The Oregon customers of CenturyLink may be harmed, as pre-merger 13 

CenturyLink has credit ratings superior to those of post-merger CenturyLink. 14 

This may be exacerbated by the likelihood of a post-merger CenturyLink rating 15 

downgrade from an investment-grade rating to a speculative-grade rating. 16 

 This implies the current Oregon customers of pre-merger CenturyLink’s CTL 17 

Oregon ILECS may experience increased rates due to a higher post-merger 18 

cost of debt financing. 19 

  20 

                                            
18 See Exhibit Staff/206 Ordonez/18, Moody’s Global Credit Research published on April 22, 2010, 
”Rating Action: Moody's changes CenturyTel's outlook to negative; reviews Qwest's ratings for 
upgrade” 
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4. CONCLUSION 1 

Q. WHAT CONCERN DO YOU HAVE REGARDING THE PROPOSED 2 

MERGER? 3 

A. Post-merger CenturyLink’s financial profile is inferior to that of pre-merger 4 

CenturyLink.  This may cause harm to the Oregon customers of pre-merger 5 

CenturyLink’s CTL Oregon ILECS if the Application is approved without Staff’s 6 

conditions.   7 

Q. WHAT CONDITIONS DO YOU PROPOSE TO ADDRESS YOUR 8 

CONCERN? 9 

 A. In Exhibit Staff/100, Mr. Dougherty proposes several financial conditions that 10 

address my concern. 11 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 12 

A.  Yes. 13 

 14 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is John Reynolds. I am a Senior Telecommunications Analyst in the 3 

Cost Analysis Section of the Telecommunications Division of the Public Utility 4 

Commission of Oregon (Commission).  My business address is 550 Capitol 5 

Street NE Suite 215, Salem, Oregon 97301-2551. 6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/301. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is to provide supporting arguments for certain 11 

requirements proposed by Staff as conditions for Commission approval of the 12 

transaction. 13 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 14 

A. Yes. I prepared Highly Confidential Exhibit Staff/300, consisting of 13 pages, 15 

Highly Confidential Exhibit Staff/302, Concerning CenturyLink Broadband, 16 

consisting of 2 pages, and Highly Confidential Exhibit Staff/303, Concerning 17 

Qwest Broadband, consisting of 2 pages. 18 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 19 

A. My testimony is organized as follows: 20 

Issue 1, BROADBAND DEPLOYMENT PLAN ............................................ 2 21 
Issue 2, SERVICE QUALITY – SWITCH REPLACEMENT PLAN .............. 7 22 
Issue 3, OPERATIONS SUPPORT SYSTEMS........................................... 9 23 
Issue 4, ACCESS CHARGES ................................................................... 11 24 
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ISSUE 1, BROADBAND DEPLOYMENT PLAN 1 

Q. DO YOU RECOMMEND A SPECIFIC BROADBAND DEPLOYMENT PLAN 2 

AS A CONDITION FOR APPROVAL OF THE TRANSACTION? 3 

A. Yes.  As a condition for transaction approval I recommend specific 4 

expenditures and specific speed targets over the five years after closing of the 5 

transaction.  This is Condition number 13, stated in Staff/100, Dougherty/46. 6 

Q. WHY IS THE BROADBAND PROGRESS PLAN REQUIRED? 7 

A. This condition is required to ensure that the merged CenturyLink Company 8 

plans to place the appropriate emphasis on upgrading its broadband network in 9 

Oregon to meet the target developed by the FCC in the National Broadband 10 

Plan.1, 2 I believe that failure to meet this goal would be detrimental to the 11 

Oregon customers and to the economy of Oregon. 12 

Q. HOW DOES THE PROPOSED REQUIREMENT MATCH EXISTING 13 

CENTURYLINK AND QWEST PLANS? 14 

A. Neither CenturyLink nor Qwest provided Staff with sufficient data to evaluate 15 

plans the companies might have.  Both CenturyLink and Qwest were asked 16 

through Staff Data Requests Nos. 108 (CenturyLink) and 109 (Qwest) to 17 

provide data concerning their broadband expansion plans.  The following are 18 

the requests made to CenturyLink and Qwest and their responses: 19 

Staff Data Request 108 [109] “Additional requests for CenturyLink’s [Qwest’s] 20 
response to Staff Data Request   No. 25 [26]: 21 
 22 

                                            
1 FCC Order No. 10-58, released April 21, 2010. (4 Mbps download, 1 Mbps upload within 3 to 5 
years.) 
2 Federal Communications Commission, National Broadband Plan, March 16, 2010, p. 135 
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a. Please provide projected Capital expenditures for years 2010, 2011, 1 
2012, 2013, and 2014. (Provide in Excel format as hard copy and 2 
CDROM) 3 

 4 
b. Show the subtotals included in the above amounts for: 5 

i. DSL expansion. 6 
ii. Fiber optic broadband service expansion to the home/curb. 7 
iii. Local loop modernization & growth. 8 
iv. Switching modernization & growth. 9 
v. Circuit equipment modernization & growth….” 10 

 11 
CenturyLink responded as follows: 12 

a. Please see Confidential Attachment Staff 108 for the projected 13 
expenditures for 2010.  State specific capital expenditure projections 14 
are not available beyond 2010. 15 

b. Please see Confidential Attachment Staff -108 for the requested 16 
capital expenditure projection for Oregon in the categories utilized by 17 
CenturyLink for 2010.” 18 

 19 
Qwest responded in a supplemental response as follows: 20 

(a) Qwest does not prepare capital budgets for stand alone operating 21 
entities below QCII or capital budgets for states. 22 

 23 
Qwest prepares an annual capital expenditure budget at the QCII 24 
[Qwest Communications International, Inc.]  level only.  A portion of 25 
QCII’s total annual capital expenditure is further assigned to the Qwest 26 
Corporation (QC) Network Operations Vice president (NOVP) level 27 
and, under each NOVP, to the states managed by that NOVP.  The 28 
assignment of annual capital expenditure budget to NOVP and state is 29 
fluid and changes frequently throughout the year as the needs of the 30 
business change throughout the year.  Please see Confidential 31 
Attachment A for the current estimate of the FTTN and DSL High 32 
Speed Internet budgets to Oregon. 33 
 34 

Both companies provided their estimated expenditures for only the year 2010.  35 

As this year is almost over, the responses of both companies provided little 36 

assurance that broadband (DSL) growth has been purposefully planned with 37 

sufficient funding for Oregon.  Broadband has been identified as one of the 38 

factors that would give a boost to the economy nationwide.  Indeed the 39 
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broadband proposals reviewed by Staff for the American Reinvestment and 1 

Recovery Act (ARRA) funding for Oregon demonstrate that broadband 2 

stimulates the Oregon economy.  Lack of steady progress on the part of 3 

CenturyLink in providing adequate broadband growth post transaction presents 4 

the risk of harm to the economic growth of Oregon.  5 

Q. HAS THE FEDERAL COMMUNICATIONS COMMISSION STATED ITS 6 

GOAL FOR BROADBAND SPEED AVAILABILITY? 7 

A. Yes.  In the National Broadband Plan the Federal Communications 8 

Commission (FCC) stated its goal for broadband speed availability: “actual 9 

download speeds of at least 4 Mbps and actual upload speeds of at least    10 

1 Mbps.”3 11 

Q. WHERE DO QWEST AND LEGACY CENTURYLINK STAND TODAY IN 12 

TERMS OF SPEEDS AVAILABLE IN THEIR RESPECTIVE AREAS? 13 

A. Both Qwest’s and CenturyLink’s broadband deployments are short of the 14 

speed goal that the FCC has set.  *************REDACTED***************** 15 

******************************************************************************************16 

******************************************************************************************17 

******************************************************************************************18 

****************************************************************************************** 19 

********************************* REDACTED *************************************

************************************************************************************ 

************************************************************************************ 

                                            
3 Federal Communications Commission, National Broadband Plan, March 16, 2010, p. 135 
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 ******************************************************************************************1 

************ Because of this gap, Staff’s proposed condition for establishing 2 

broadband deployment funding and meeting speed goals is intended to 3 

minimize the risks to the customers in Oregon and to the economy of Oregon. 4 

Q. HAS THE COMMISSION APPROVED CONDITIONS REQUIRING 5 

SPECIFIC BROADBAND GROWTH TARGETS IN OTHER 6 

TRANSACTIONS IN OREGON? 7 

A. Yes.  In Docket UM 1431, the Frontier-Verizon transaction was approved with 8 

the condition that the merged company would spend $25 million on broadband 9 

over three years. (See OPUC Order No. 10-067). 10 

Q. HOW DO THE CONDITIONS PROPOSED FOR CENTURYLINK 11 

COMPARE TO THOSE APPROVED FOR FRONTIER-VERIZON? 12 

A. The post transaction CenturyLink will be a much larger company than the post 13 

transaction Frontier.  A comparison of the funding conditions is shown below in 14 

comparison to total access lines of the companies: 15 

 Amount Access Lines 
(2009 Form O) 

Amt/line 

FTR-VZ $25 Mil. 269,415 $93/line 

CTL-QC $60 Mil 851,042 $71/line 
  16 
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Q. DO YOU SPECIFY CERTAIN REPORTING REQUIREMENTS 1 

CONCERNING BROADBAND DEPLOYMENT PROGRESS? 2 

A. Yes.  These requirements are included in Condition 13.  (See Staff/100, 3 

Dougherty/47).  These requirements are very similar to those required of 4 

Frontier in Docket UM 1431.  5 

Q. DO YOU REQUIRE ADVANCE PLACEMENT OF FUNDS IN AN ESCROW 6 

ACCOUNT? 7 

A. Yes.  This is included in Condition 13.  (See Staff /100, Dougherty/46.)  This 8 

requirement is also similar to that required of Frontier in Docket UM 1431.  9 



Docket UM 1484               Staff/300 
`  Reynolds/7 

um 1484 redacted staff exhibit 300 jr.docx 

ISSUE 2, SERVICE QUALITY – SWITCH REPLACEMENT PLAN 1 

Q. AS A CONDITION FOR APPROVAL OF THE TRANSACTION, DO YOU 2 

PROPOSE THAT CENTURYLINK PROVIDE A PLAN FOR 3 

REPLACEMENT OF AGING OR OBSOLETE SWITCHES? 4 

A. Yes.  The reason for this requirement is to ensure that CenturyLink provides 5 

evidence that it recognizes its funding needs for its operations in Oregon, in 6 

competition with demands for funds in other CenturyLink territories and for 7 

other projects nationwide.   8 

Q. WHAT ARE THE SITUATIONS IN WHICH CENTURYLINK MIGHT 9 

REPACE AGING SWITCHES? 10 

A. There are several common reasons for replacing aging switches:  (1) 11 

deteriorating service quality (2) increasing maintenance costs (3) 12 

opportunity to offer more advanced services (4) and opportunity to serve 13 

customers more economically.  14 

Q. HAS CENTURYLINK PROVIDED INFORMATION REGARDING FUTURE 15 

REPLACEMENT OF SWITCHES IN LEGACY CENTURYLINK AND 16 

QWEST TERRITORIES? 17 

A. No.  The companies provided data regarding the ages of the various switches 18 

in their territories.  However, in response to Staff’s Data Requests Nos. 111 19 

(Qwest) and 113 (CenturyLink), the companies provided no information 20 

regarding planned replacement of any switches either on the basis of age or for 21 

other reasons.  The responses expose a potentially large gap in the network 22 

planning that has been undertaken to date.  CenturyLink provides no 23 
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assurance that proactive network planning will be undertaken.  Furthermore, 1 

the responses convey significant uncertainty as to what priority CenturyLink will 2 

assign to funding for network replacements.   Joint CLECs also express 3 

concern with this lack of planning and commitment for future network 4 

investments, and cite several non-reassuring responses from CenturyLink. 5 

(JCLECs/4, Ankum/22 and 23). 6 

 7 

 8 
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ISSUE 3, OPERATIONS SUPPORT SYSTEMS 1 

Q. AS A CONDITION FOR APPROVAL OF THE TRANSACTION, DO YOU 2 

PROPOSE THAT CENTURYLINK NOTIFY THE COMMISSION IN 3 

ADVANCE REGARDING INTEGRATION OF THE CURRENT 4 

OPERATIONS SUPPORT SYSTEMS OF THE COMPANIES? 5 

A. Yes.  The operations support systems are critical to the operation of the 6 

telephone network.  The concern for the proper functioning of Operations 7 

Support Systems (OSS) was strongly stated in the conditions of the 8 

Frontier-Verizon merger in Docket UM 1431. In the Frontier-Verizon 9 

transaction, the companies planned major conversion activities in the near 10 

future.  In the CenturyLink-Qwest transaction, CenturyLink proposed no 11 

major conversions, and in most cases indicated that it had not evaluated the 12 

issues involved. (See (JCLECS/4, ANKUM/1-4). However, the number of 13 

customers potentially affected by OSS conversions is much greater for 14 

CenturyLink.  Staff proposes Condition No. 29. as a measure to maintain a 15 

level of oversight by the Commission in this critical area. (See Staff/100, 16 

Dougherty/52). 17 

Q. HAVE OTHER PARTIES EXPRESSED CONCERN ABOUT 18 

OPERATIONAL SUPPORT SYSTEMS? 19 

A. Yes.  Several parties expressed concern about the uncertainty of how the 20 

operational support systems will be managed in the future.  The parties 21 

expressed concerns primarily in the wholesale arena, but many of the issues 22 

apply to OSS universally.  Some of the issues are the uncertainties evident in 23 
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CenturyLink's responses to many data requests, where the company claims it 1 

has not evaluated the issues (JCLECs/4, Ankum/1-4) and expresses 2 

uncertainty regarding CenturyLink’s plans for Qwest’s OSS (JCLECs/8, 3 

Gates/121).  Staff Witness Marinos also addresses OSS concerns in Staff/500. 4 

//// 5 

//// 6 
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ISSUE 4, ACCESS CHARGES 1 

Q. DO YOU SUPPORT REDUCING CENTURYLINK’S ACCESS CHARGES 2 

AS A CONDITION FOR APPROVAL OF THE TRANSACTION? 3 

A. No.  Reducing CenturyLink’s access rates at this time is likely to have 4 

serious undesirable consequences:  (1) a potentially large increase in the 5 

Oregon Exchange Carrier Association (OECA) pool access charges, (2) a 6 

significant reduction in CenturyLink’s rates could price them below costs, 7 

and (3) the issues of Universal Service Support, intercarrier compensation, 8 

and access charges are extremely complex and a solution that focuses only 9 

on the carriers involved in this transaction is not appropriate. 10 

Q. HOW MIGHT A REDUCTION IN CENTURYLINK’S ACCESS RATES 11 

AFFECT THE OREGON EXCHANGE CARRIER ASSOCIATION (OECA) 12 

POOL? 13 

A.   CenturyLink Oregon and CenturyLink Eastern Oregon are members of the 14 

Oregon Exchange Carrier Association (OECA) pool.  The OECA pool 15 

consists of thirty small Oregon telephone companies.  CenturyLink is the 16 

largest, comprising roughly forty percent of the input value (minutes of use 17 

and revenue requirements) used in calculating the pool access rates.  18 

CenturyLink’s input values drive the pool rates downward.  Departure of 19 

CenturyLink from the OECA pool to allow it to file independently is likely to 20 

cause a significant increase in the rates that the remaining twenty nine 21 

members of the pool must charge.  The options the other companies would 22 

have to consider to counteract this increase would be to increase basic 23 



Docket UM 1484               Staff/300 
`  Reynolds/12 

um 1484 redacted staff exhibit 300 jr.docx 

service rates, or to increase the Oregon Universal Service Fund (OUSF) 1 

distributions to the companies. Raising basic rates to the customers of 2 

these companies to accommodate this merger is not acceptable.  An 3 

increase in OUSF to fund legacy telecommunications services is contrary to 4 

the direction of the FCC.  In Oregon, it is not likely that additional OUS 5 

funds will be available.   6 

Q. HOW MIGHT A SIGNIFICANT REDUCTION IN RATES CAUSE THEM TO 7 

BE BELOW COSTS? 8 

A.   The legacy CenturyLink companies compute access charges under different 9 

rules from those that apply to Qwest.  The CenturyLink companies use 10 

“embedded costs” or actual costs as the basis for computing access 11 

charges.   The OECA pool input is embedded cost data from the pool 12 

members. A cursory review of access charges in Qwest’s tariff P.U.C. 13 

Oregon No. 32 shows that they are orders of magnitude lower than 14 

CenturyLink’s.  Reducing CenturyLink's rates significantly, particularly to the 15 

level of Qwest’s rates, incurs the risk of their being priced below cost.  16 

Reducing access rates would likely require the company to seek rate 17 

increases in other services, e.g. basic services. A condition requiring 18 

reduction of access rates would penalize CenturyLink, and is not warranted 19 

for approval of this transaction.  20 

Q. DO YOU BELIEVE IT IS APPROPRIATE TO ADDRESS THE ISSUES 21 

INVOLVED IN ACCESS CHARGES, INTERCARRIER COMPENSATION 22 

AND UNIVERSAL SERVICE SUPPORT IN THIS DOCKET? 23 
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A. No.  These issues are too broad and too complex to be addressed simply as 1 

a condition for approval of this transaction. Where many of the requests of 2 

the parties may have merit and warrant in-depth consideration, these issues 3 

must be considered in a broad policy context.  (An example of the pitfalls of 4 

addressing these issues solely in this docket is illustrated by the potential 5 

harm to the OECA pool as discussed earlier.)  The Commission has initiated 6 

Docket UM 1481 Staff Investigation into the Oregon Universal Service Fund 7 

to address the many issues involved.   8 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 9 

A. Yes, it does. 10 
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WITNESS QUALIFICATIONS STATEMENT 

 
 
NAME:  JOHN REYNOLDS 
 
EMPLOYER: PUBLIC UTILITY COMMISSION OF OREGON  
 
TITLE:   SENIOR TELECOMMUNICATIONS ANALYST 
 
ADDRESS: 550 Capitol Street NE, Suite 215 
   Salem, Oregon 97301-2551  
 
EDUCATION 
AND TRAINING: Master of Science in Engineering-Economic Systems—

Stanford University  
 
  Bachelor of Science in Mechanical Engineering – Stanford 

University  
 
  Certificate -- Duke University Graduate School of Business—

Pacific Bell Management Development Program  
 
WORK 
EXPERIENCE: Employed with the Oregon Public Utility Commission as a   

Senior Telecommunications Analyst since September, 1998  
• Audit of Annual Reports Form O 
• Jurisdictional Separations Issues 
• Lead in Annual Access Charge Filings 
• Lead in Unbundled Network Element  (UNE) and Non-

recurring Cost dockets 
• Review tariffs for conformance to cost rules 
• Broadband proposal review and recommendation 

 
 
   Principal of Decision Consulting Associates, performing eco-

nomic decision and risk analyses (1994-1998) 
 
 Pacific Bell (1966-1992). Various assignments in cost alloca-

tion methods development, engineering process redesign, 
network maintenance engineering, network capital budget 
management, long range planning, transmission engineering, 
and equipment cost estimating. 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Irvin L. Emmons. I am employed by the Public Utility Commission 3 

of Oregon (PUC) as the Program Manager of the Rates and Service Quality 4 

Section, Telecommunications Division, Utility Program.  My business address 5 

is 550 Capitol Street NE Suite 215, Salem, Oregon 97301. 6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/401. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. In my testimony I will discuss Oregon Public Utility Commission Staff 11 

recommended conditions 22 and 23. 12 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 13 

A. Yes.  I prepared Exhibit Staff/401, my Witness Qualification Statement. 14 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 15 

A. My testimony is organized as follows: 16 

Issue 1, Condition Number 22, Service Quality Reporting. ......................... 1 17 
Issue 2, Condition Number 23, Penalties .................................................... 4 18 

 19 
ISSUE 1 – CONDITION NUMBER 22, SERVICE QUALITY REPORTING 

Q. PLEASE STATE STAFF RECOMMENDED CONDITION NUMBER 22.  20 

A. Immediately after the close of this transaction, the Operating Companies will 21 
report retail service quality results in accordance with OAR 860-023-0055. 22 
CenturyTel is currently exempt from service quality reporting, having met the 23 
conditions of OAR 860-023-0055(16)(d), but is required to submit to the 24 
Commission the monthly CenturyTel retail service quality reports for two years 25 
after the close of this transaction. 26 
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Q. DO UNITED TELEPHONE COMPANY OF THE NORTHWEST (UNITED); 1 

CENTURYTEL OF OREGON, INC. AND CENTURYTEL OF EASTERN 2 

OREGON, INC. (CENTURYTEL); AND QWEST CORPORATION (QWEST) 3 

CURRENTLY SUBMIT SERVICE QUALITY REPORTS? 4 

A. United and Qwest currently submit monthly service quality reports to the 5 

Commission as in accordance with ORS 759.450 and OAR 860-023-0055. 6 

CenturyTel met the requirements of OAR 860-023-0055(16)(d) and is currently 7 

exempt from service quality reporting, but is still required to collect service 8 

quality data. 9 

Q. HOW DID CENTURYTEL MEET OAR 860-023-0055(16)(D)? 10 

A. CenturyTel filed a petition on March 5, 2008, to the Commission for a waiver 11 

from service quality reporting requirements after meeting all service quality 12 

objective service levels set forth in OAR 860-023-0055(4) through (8) for the 12 13 

months prior to the month in which the petition was filed.  CenturyTel met the 14 

requirements and the Commission granted the petition in Order 08-205, 15 

effective April 11, 2008. 16 

Q. UNDER WHAT CONDITIONS WOULD CENTURYTEL NORMALLY BE 17 

REQUIRED TO RESUME SERVICE QUALITY REPORTING? 18 

A. Order No. 08-205 states that “The Public Utility Commission of Oregon 19 

reserves the right to revoke the exemption should a Staff investigation reveal 20 

poor CenturyTel of Oregon, Inc. or CenturyTel of Eastern Oregon, Inc. network 21 

performance.”  22 
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Q. HAS STAFF PERFORMED AN INVESTIGATION OR FOUND THAT 1 

CENTURYTEL HAS POOR NETWORK PERFORMANCE? 2 

A. No, based on monitoring complaints and outages.  The condition 22 3 

requirement to report service quality information is not indicative of 4 

substandard service. 5 

Q. THEN WHY IS CENTURYTEL BEING REQUIRED TO START REPORTING 6 

SERVICE QUALITY INFORMATION AGAIN TO THE COMMISSION. 7 

A. CenturyTel appears to be providing acceptable service to its customers but the 8 

Commission is not able to either verify through service quality reports or be 9 

able to see if service starts to degrade. Staff follows service quality trends and 10 

tries to be proactive in identifying potential problems and work for solutions 11 

before the problems cause significant harm to customers.  This process has 12 

proven to be very effective. 13 

UM 1484 would add a third company under CenturyLink, with CenturyTel 14 

being the smallest company, that is, has the fewest number of access lines. 15 

Staff contends that it is in the public interest to ensure that CenturyTel 16 

maintains the current level of service and the only way to verify service quality 17 

status is by receiving monthly service quality reports.  These reports would only 18 

be for two years and then, without having to petition the Commission, 19 

CenturyTel would again be exempt from service quality reporting subject to 20 

Order 08-205.  Monitoring the service quality of all three companies for the two 21 

years after the merger and not omitting the information from one company, is 22 
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critical to ensure that service levels provided to all of the CenturyLink 1 

customers do not change. 2 

ISSUE 2 – CONDITION NUMBER 23, PENALTIES 

Q. PLEASE STATE STAFF RECOMMENDED CONDITION NUMBER 23. 3 

A. CenturyLink will maintain current Commission minimum retail service quality 4 
standards (OAR 860-023-0055) as are currently being reported in the Qwest’s 5 
monthly service quality reports to the Commission. If CenturyLink fails to 6 
maintain the current service quality levels for the QWEST Operating Company, 7 
it will be subject to potential penalties as set forth in ORS 759.450. 8 

 9 
Q. WHAT ARE THE PENALTIES FOR FAILURE TO MEET SERVICE 10 

QUALITY STANDARDS? 11 

A. In accordance with ORS 759.450, the Commission shall require a 12 

telecommunications utility that is not meeting the minimum service quality 13 

standards to submit a plan for improving performance to meet the standards. If 14 

the utility does not meet the goals of its improvement plan within six months or 15 

if the plan is disapproved by the commission, penalties may be assessed 16 

against the utility on the basis of the utility’s service quality measured against 17 

the minimum service quality standards and, if assessed, shall be assessed 18 

according to the provisions of ORS 759.990.  19 

Q. ORS 759.450 APPLIES TO ALL THREE COMPANIES, REGARDLESS OF 20 

THE MERGER. WHY IS THIS A CONDITION? 21 

A. This condition was included in UM 1484 to emphasize to all parties that 22 

potential penalties under ORS 759.450 apply to CenturyLink under the merger, 23 

as it did to the individual companies prior to the merger. 24 

 25 
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Q. DOES THIS CONCLUDE YOUR TESTIMONY? 1 

A. Yes. 2 
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WITNESS QUALIFICATION STATEMENT 
 
 
NAME:  IRVIN L. EMMONS 
 
EMPLOYER:  PUBLIC UTILITY COMMISSION OF OREGON 
 
TITLE: PROGRAM MANAGER, RATES AND SERVICE QUALITY 

SECTION 
 
ADDRESS: 550 CAPITOL ST. NE, SALEM, OR  97308-2148 
 
EDUCATION: Bachelor of Science, Electrical Engineering, Auburn 

University, Auburn, AL. 
 
EXPERIENCE: Employed with the Oregon Public Utility Commission from 

August 1998 to present. Served as Senior 
Telecommunications Engineer until June 2010 and currently 
serving as the Program Manager, Rates and Service Quality, 
Telecommunications Division, Utility Program. Principal 
during the rulemaking for the current service quality 
standards and responsible for the oversight of the large 
utility service quality reports. 

 
Employed by Science Applications International Corporation 
(SAIC) as Senior Communications Engineer from March 
1994 to August 1998. Principal investigator for four logistic 
subtasks and responsible for the management and 
maintenance of 16,000 items worth over $19-million. 
 
Employed by Shield Rite, Inc. (SRI) as Program Manager in 
1993. Responsible for the design and manufacture of 
twenty-one MILSTAR Extremely High Frequency Antenna 
Support Shelters. 
 
Employed by SAIC as a Senior Analyst from 1990 to 1993. 
Supported selected Air Force Initial Operational Test and 
Evaluations and the Space Systems Integrated Diagnostics 
subtask. 
 
Served in the United States Air Force from December 1974 
to August 1998, retiring as a Major. Chairman of a multi-
service and joint-agency working group charged with 
developing a military standard for critical communications 
facilities. Liaison Exchange Officer to the Canadian Forces 
Communication Command Headquarters and served as the 
System Traffic Manager for the Canadian Switched Network; 
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monitored contract maintenance on nine telephone switches; 
and gave daily system status briefings to the Commanding 
General. Supervised and technically supported long-haul 
military communications operations in Spain which included 
power generation, microwave, troposcatter, satellite, and a 
telephone switch. Had the system-wide responsibility for the 
United States military telephone network in Europe.  
 
Served in the United States Air Force from August 1965 to 
December 1974 as an airborne radio technician and shift 
supervisor for the avionics maintenance branch. Certified Air 
Force Technical Instructor.  
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Kay Marinos.  I am the Program Manager for the Competitive 3 

Issues Section of the Public Utility Commission of Oregon.  My business 4 

address is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.   5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/501. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. The purpose of my testimony is to identify the potential harms of the proposed 10 

transaction, and to recommend remedies to mitigate those potential harms, as 11 

they pertain to: 1) intrastate long distance service customers, and 12 

2) competitive providers and competition in Oregon.   13 

Q.  DO YOU INCLUDE EXHIBITS WITH YOUR TESTIMONY? 14 

A. Yes, in addition to Exhibit Staff/501, I include Exhibit Staff/502 through Exhibit 15 

Staff/506.  Exhibit Staff/505 contains confidential information.     16 

Q.  HOW IS YOUR TESTIMONY ORGANIZED? 17 

A. My testimony is organized as follows:            Page  18 

  Impacts on long distance customers………………………………….  2 19 

  Conditions ……………………………………………………….  4 20 

  Impacts on competitive providers and competition   ………………..  5  21 

   Conditions ………………………………………………………. 25 22 
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Q. HOW WILL QWEST’S AND CENTURYLINK’S CURRENT LONG 1 

DISTANCE SERVICE OFFERINGS BE AFFECTED BY THE PROPOSED 2 

TRANSACTION?   3 

A. Currently, Qwest and CenturyLink each offer long distance services using 4 

separate networks and each company markets its services independently to 5 

its customers.  The Qwest long distance entity is Qwest Communications 6 

Company (QCC), while CenturyLink apparently has two entities that offer 7 

long distance services – CenturyTel Long Distance and Embarq 8 

Communications, Inc.  The CenturyLink entities provide intrastate long 9 

distance services in Oregon through the use of their own facilities and those 10 

of multiple vendors.  Once the merger is complete, however, it is likely that 11 

CenturyLink will move more of its traffic in the CenturyLink areas to Qwest’s 12 

long distance network facilities. See CenturyLink response to Staff Data 13 

Request No. 48, attached as Exhibit Staff/502.  CenturyLink may choose to 14 

offer long distance services through any of its interexchange carrier (IXC) 15 

entities post-merger, or combine or eliminate some of the entities.  In other 16 

words, CenturyLink customers could experience a new underlying carrier for 17 

their long distance services.  However, if CenturyLink still markets the long 18 

distance service in conjunction with its local service as a CenturyLink 19 

branded service offering, customers may not know their underlying carrier 20 

has changed.     21 

22 
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Q. DO YOU FORESEE ANY POTENTIAL HARMS TO LONG DISTANCE 1 

CUSTOMERS THAT MAY RESULT FROM THE MERGER?  2 

A. Yes.  First, CenturyLink states that it will continue to offer the same services at 3 

the same rates as prior to the merger, but it does not specify for how long.  4 

Therefore, the Commission should require a period of rate stability for Qwest 5 

intrastate long distance customers for a limited time following the close of the 6 

merger.  In addition, CenturyLink should be required to honor any 7 

commitments made by Qwest to its customers that include long distance 8 

bundled with other services, as well as any discounts, promotional or 9 

otherwise, for long distance service for the time period promised by Qwest.       10 

   Second, I am concerned that CenturyLink could materially change the quality 11 

of its customers’ current intrastate long distance services by moving legacy 12 

CenturyLink customers to a different long distance affiliate post-merger, e.g., 13 

from the CenturyLink IXC to QCC.  If customers are moved to a different long 14 

distance affiliate, then CenturyLink should give customers notice and the 15 

opportunity to choose another long distance carrier for intrastate services, at no 16 

cost to the customers.  This is not to imply that the customers may encounter 17 

inferior service as a result of any change in carriers, but rather it is intended to 18 

give customers notice that changes to their service will occur.   19 

   Third, if a customer wishes to switch to a different long distance carrier, the 20 

customer would generally be subject to a “PIC” change charge.  The PIC 21 

charge should be waived so that customers do not incur increased costs as a 22 

result of the proposed merger.   23 
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Q. PLEASE STATE THE CONDITIONS YOU RECOMMEND RELATING TO 1 

INTRASTATE LONG DISTANCE SERVICES.    2 

A. The recommended conditions are:   3 

44. For at least 180 days following the close of the proposed transaction, 4 

CenturyLink will offer substantially the same intrastate toll calling 5 

services, at the same rates, in the pre-merger Qwest area as provided 6 

by Qwest immediately prior to the closing.  This includes the bundled 7 

service offerings of local and long distance at the same rates as set forth 8 

in the price lists of Qwest. In addition, CenturyLink will honor all 9 

commitments made by Qwest to customers regarding the terms for 10 

which promotional discounts on intrastate long distance services apply.   11 

45. If CenturyLink changes the carriers it uses to provide intrastate long 12 

distance service to customers in either the pre-merger CenturyLink or 13 

the pre-merger Qwest areas, the company will notify each of the 14 

affected Oregon intrastate long distance customers at least 30 days in 15 

advance of the change.  Furthermore, for 90 days following any such 16 

change, CenturyLink will waive any change charges, e.g., PICs, for any 17 

affected long distance customer choosing to change carriers.     18 

These recommended ordering conditions are listed as conditions 44 and 45 in 19 

Staff Exhibit 100.  20 

21 
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IMPACTS ON COMPETITIVE PROVIDERS AND COMPETITION 1 

Q. WHAT IS THE SECOND AREA ADDRESSED IN YOUR TESTIMONY? 2 

A. The second area addressed in my testimony is the potential impact of the 3 

proposed transaction on competitive providers and competition for local 4 

exchange telecommunications services in Oregon.  To the extent that the 5 

transaction harms competitors, it also likely harms competitors’ customers and 6 

reduces the level of competition.  CenturyLink’s and Qwest’s competitors 7 

include “competitive local exchange carriers” (CLECs), cable companies 8 

providing telecommunications services, and wireless carriers, among others.  9 

Competitors rely on the CenturyLink and Qwest Incumbent Local Exchange 10 

Carriers (ILECs) for services comprising essential inputs that enable them to 11 

offer services in competition with the ILECs in the retail market.  These 12 

services, generally referred to as wholesale services, include collocation, 13 

interconnection, unbundled network elements (UNEs), access and services for 14 

resale.        15 

Q. IN GENERAL, HOW WOULD YOU DETERMINE IF THE TRANSACTION IS 16 

CREATING HARM TO COMPETITORS OR HARMING COMPETITIVE 17 

MARKETS?   18 

A. Competitors should be able to obtain post-transaction at least the same 19 

services, at rates no higher than current rates, and with the same ease and 20 

speed as they would have absent the transaction.   21 

The transaction should not upset the market for wholesale services, or tilt the 22 

balance of competition unreasonably toward the merged entity.  If CenturyLink 23 
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raises rates to its competitors for the services they use in the Qwest area, then 1 

those competitors would be forced to accept reduced profit margins or raise 2 

rates to their customers.  If CenturyLink discontinues certain essential services 3 

to competitors in the Qwest area, then the competitors may be forced to 4 

discontinue service to their customers or go out of business.  If CenturyLink is 5 

unable to adequately operate or support Qwest’s Operations Support Systems 6 

(OSS) that are vital for the delivery of wholesale services to competitors, or is 7 

unsuccessful in attempts to convert to different systems, then competitors 8 

would be unable to obtain the wholesale services they need to provide services 9 

to their customers in a timely fashion.  Depending on the nature of the failure, 10 

service delivery times could be so long that competitors would lose their 11 

customers (who would then turn to post-merger CenturyLink for retail services 12 

instead).   13 

Just as Qwest’s current retail customers should not suffer a reduction in 14 

services as a result of the proposed transaction, neither should the 15 

competitors’ retail customers.  If CenturyLink cannot maintain Qwest’s current 16 

level of service to competitors, then the competitors’ customers will experience 17 

longer delivery and repair times for their services.  This group of customers that 18 

may be at risk as a result of this transaction number exceeds 100,000 given 19 

that CLECs had more than 300,000 access lines across all ILEC areas in 20 

Oregon at the end of 2008.1       21 

                                            

1 See Local Telecommunication Competition Survey, Year 2009 Report, page 1, prepared by the 
Public Utility Commission of Oregon, included here as Exhibit Staff/503.  
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Q. DOES CENTURYLINK DISCUSS THE ANTICIPATED IMPACTS OF THE 1 

PROPOSED MERGER ON COMPETITION?   2 

A. Yes.  On page 15 of its application, CenturyLink states “the public interest in 3 

preserving competition is not harmed as there is no meaningful reduction in 4 

competition especially since there is no overlap in the companies’ incumbent 5 

local exchange operation.  And, where competition exists currently between 6 

Qwest and CenturyLink for government or enterprise customers, there is an 7 

abundance of other providers from which customers may choose, and thus the 8 

Transaction will not lessen competition materially in these markets.”  As to the 9 

last sentence, one can assume CenturyLink refers to situations in which its 10 

competitive local exchange carrier (CLEC) affiliates currently have customers 11 

in Qwest’s service area, and vice versa.      12 

Q. DOES THIS ADEQUATELY DESCRIBE THE POTENTIAL HARMS OF THE 13 

PROPOSED MERGER ON COMPETITION IN OREGON?   14 

A. No, it only addresses one part of the competitive equation.  The lack of overlap 15 

in the ILEC operations of CenturyLink and Qwest is rather insignificant.  To use 16 

this statement to conclude that there will be no “meaningful” reduction in 17 

competition belies fact that the merger will result in the loss of one incumbent 18 

competitor in Oregon, and the emergence of an even larger competitor under 19 

the CenturyLink corporate umbrella.  Indeed, the desire to become larger and 20 

stronger in order to compete in the market is the driving force behind the 21 

merger.  The merger will increase the number of customers in Oregon served 22 

by CenturyLink from its current 109,000 access lines to 911,000 access lines in 23 
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total in the state.  Although the companies propose to retain the ILEC areas as 1 

separate entities, there is no denying that the resulting company will create a 2 

much larger single corporate presence covering a significantly larger combined 3 

area of the state.  It should be noted that the relative growth of CenturyLink 4 

within Oregon will be much greater than on a national level. That is, while 5 

CenturyLink will grow from 7 million access lines to 17 million lines nationally 6 

(almost 150 percent increase), the company will grow from around 109,000 7 

lines to 911,000 in Oregon (an increase of over 700 percent).  Therefore, the 8 

risks to Oregon customers are greater than in many other states.  After the 9 

merger, CenturyLink will serve approximately 70% of all access lines in the 10 

state.  11 

Q. IS THERE ANOTHER IMPORTANT POTENTIAL IMPACT ON 12 

COMPETITION THAT MUST BE ADDRESSED?   13 

A. Yes.  Many of the merged company’s competitors are also their customers for 14 

wholesale (carrier to carrier) services.  These competitors rely on services from 15 

both Qwest and CenturyLink ILECs in order to provide service to their end-user 16 

customers.  These services include interconnection, collocation, unbundled 17 

network elements, resale services, and number porting.  In essence, 18 

competitive providers must obtain many of their essential inputs from the very 19 

ILECs with which they compete.  This customer-competitor relationship creates 20 

a tension between the Qwest/CenturyLink ILECs and their competitors.  From 21 

the ILEC perspective, there is a disincentive to provide services their 22 

competitors need.  If Qwest and CenturyLink do not provide adequate 23 
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wholesale services to their competitors, the competitors and their customers 1 

suffer.  If competitors and their customers suffer, Qwest and CenturyLink may 2 

be in a better position to retain or win back more end user customers.   3 

Q. DO THE APPLICANTS DISCUSS HOW THE MERGER WILL IMPACT THE 4 

OFFERING OF WHOLESALE SERVICES TO COMPETITORS?   5 

A. Yes.  In its application at page 6, CenturyLink states that “Immediately upon 6 

completion of the Transaction, end-user and wholesale customers will continue 7 

to receive service from the same carrier, at the same rates, terms and 8 

conditions and under the same tariffs, price plans, interconnection agreements, 9 

and other regulatory obligations as immediately prior to the Transaction; as 10 

such, the Transaction will be transparent to the customers.”  Qwest states in 11 

testimony that the interconnection agreements that Qwest currently has with 12 

competitive carriers will not be impacted by the merger, and will remain in 13 

effect “until such time as they are negotiated or expire by their own terms.”  14 

Further, “CLECs and Interexchange Carriers (“IXCs”) will continue to receive 15 

wholesale services from the post-merger company at the rates, terms and 16 

conditions that are contained in current interconnection agreements and 17 

applicable tariffs.”  See Qwest/1, Peppler/9.   18 

Q. DOES CENTURYLINK INDICATE WHETHER OR WHEN IT WILL CHANGE 19 

RATES FOR SERVICES?   20 

A. In footnote 5 of its application, CenturyLink states “While rates, terms and 21 

conditions will be the same immediately after the Transaction as immediately 22 

before the Transaction, prices and product mixes necessarily will change over 23 
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time as marketplace, technology, and business demands dictate.  The affected 1 

entities will make such changes only following full compliance with all 2 

applicable rules and laws.”   3 

Q. DID CENTURYLINK AND QWEST FILE ANY TESTIMONY SPECIFICALLY 4 

ADDRESSING WHOLESALE SERVICES?   5 

A. Yes.  As the companies’ initial set of testimony did not address wholesale 6 

issues to a great extent, the competitive providers in the docket requested that 7 

supplemental testimony be filed addressing CenturyLink’s proposed treatment 8 

of wholesale services post-merger.  Qwest witness Christopher Viveros 9 

submitted testimony identifying Qwest’s existing wholesale obligations to 10 

competitive carriers.  See Qwest/2.  CenturyLink witness Michael Hunsucker 11 

submitted testimony describing CenturyLink’s wholesale operations and the 12 

differences in wholesale obligations between Qwest, as a Bell Operating 13 

Company (BOC), and Century Link, as a non-BOC.  Mr. Hunsucker states that 14 

CenturyLink is willing and able to abide by the obligations and commitments 15 

placed upon Qwest as a BOC.  See CTL/400, Hunsucker/13-14.   While the 16 

testimony of both parties is instructive in a descriptive sense, it yields little in 17 

the way of demonstration that CenturyLink will actually be able to deliver on its 18 

promise, or any explanation as to what changes are planned in the wholesale 19 

operations post-merger.      20 

21 
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Q. HAVE COMPETITIVE PROVIDERS EXPRESSED CONCERNS REGARDING 1 

THE POTENTIAL IMPACTS OF THE MERGER? 2 

A. Yes.  Competitive providers have identified and explained their concerns 3 

through testimony submitted in this docket.  The competitive providers use 4 

different types of wholesale services and provide several different types of 5 

services to their customers in Oregon, yet they all have concerns expressed in 6 

detail in their testimony. In particular, companies referred to as the Joint 7 

CLECs (tw telecom, Integra, Advanced Telecom, Electric Lightwave, Eschelon, 8 

Oregon Telecom, Unicom, Covad, Level 3 Communications, and Charter 9 

Fiberlink) have sponsored the Direct Testimony of August Ankum (Joint 10 

CLEC/1), and Timothy Gates (Joint CLECs/8).  Integra presents additional 11 

testimony of Douglas Denney (Integra/1) and Bonnie Johnson (Integra/3).  12 

Other supplementary testimony addressing company-specific concerns is 13 

provided by Billy Pruitt (Charter/1), Brady Adams (360networks/100), and 14 

Richard Thayer (Level 3 Communications/100).  And finally, Sprint, which is not 15 

a CLEC but an IXC, submitted testimony of Chris Frentrup (Sprint/1).  The 16 

magnitude of their concerns is obvious as these parties also submitted 17 

testimony in other states, and with the FCC as well.   18 

Q. DO YOU AGREE WITH CONCERNS EXPRESSED BY COMPETITIVE 19 

PROVIDERS?   20 

A. Yes, generally, I do.  These parties present compelling arguments in testimony 21 

of the potential harm that could result from the proposed merger.  As 22 

customers of Qwest and CenturyLink, the competitors have firsthand, real-23 
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world experience with both companies that is far more valuable than opinions 1 

or information that I am able to offer from my vantage point.  As their 2 

businesses depend on the events that transpire after the merger, they have 3 

much at stake.  However, I do consider their arguments from the standpoint of 4 

the “no harm” standard for merger review, and limit my recommendations 5 

regarding conditions for the merger within the confines of that standard.  6 

Further, I do not address the portion of Sprint’s testimony that proposes 7 

reductions in access charges, as that is not included within my scope of 8 

responsibilities.   9 

Q. WHAT ARE THE GENERAL CONCERNS EXPRESSED ABOUT THE 10 

MERGER?   11 

A. There are at least three general concerns.  The first is that CenturyLink will 12 

assume control over the merged entity even though Qwest is the larger entity 13 

and the one with much more experience, impact and responsibilities in the 14 

wholesale market.  The second is that CenturyLink just completed a significant 15 

merger with Embarq only slightly over a year ago (July 1, 2009) and is still 16 

grappling with integrations as a result of that merger.  Of particular relevance to 17 

wholesale services is the FCC requirement that CenturyLink migrate to 18 

Embarq’s wholesale systems.  The third, and perhaps most important, is that 19 

CenturyLink has provided very little information regarding its plans for post-20 

merger changes that could significantly impact wholesale customers, despite 21 

the indications that CenturyTel does intend to make changes.  I discuss each 22 

one in turn.  23 
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CENTURYLINK CONTROL 1 

Q. PLEASE EXPLAIN WHY CENTURYLINK CONTROL OVER QWEST 2 

CONCERNS COMPETITIVE PROVIDERS.     3 

A. Several components comprise the concerns regarding CenturyLink’s control 4 

over the merged company as it relates to wholesale services and competitive 5 

providers that rely on those services.  The first is the sheer relative magnitude 6 

of the wholesale services currently provided by Qwest in Oregon compared to 7 

that of CenturyLink.  The second is CenturyLink’s lack of experience in meeting 8 

special requirements imposed on Bell Operating Companies (BOCs) that were 9 

not imposed on CenturyLink.  The third is CenturyLink’s approach to 10 

competitors and the offering of wholesale services to its competitors.   11 

Q. IS IT APPARENT THAT CENTURYLINK WILL BE CONTROLLING THE 12 

QWEST OPERATIONS?       13 

A. Although Qwest will be brought under CenturyLink intact as an individual ILEC 14 

entity, majority ownership of the merged company will lie with CenturyLink, and 15 

CenturyLink executives are slated to fill most positions at the highest level of 16 

the corporation.  See CTL/100, Jones/14-15.  With a few exceptions, the 17 

company has not yet announced which Qwest executives will be retained at 18 

somewhat lower levels.  As Joint CLECs witness Gates explains, the Qwest 19 

ILEC will be indirectly owned and controlled by CenturyLink.  “This means that 20 

post-merger, CenturyLink will make the decisions about how Qwest interacts 21 

with its wholesale customers, how much Qwest will attempt to charge for its 22 

wholesale services, the resources that will be dedicated to wholesale service 23 
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quality and provisioning, the amount Qwest invests in its network for advanced 1 

services, etc.”  See Joint CLECs/8, Gates/24.  In response to a staff data 2 

request, CenturyLink stated that the President of Wholesale Operations post-3 

merger will be Bill Cheek who is currently the President of Wholesale 4 

Operations for CenuryLink.  Mr. Cheek will report directly to the Chief 5 

Executive Officer, also of CenturyLink.  See Exhibit Staff/504 (response to Staff 6 

Data Request No. 54).  Despite the much greater size of Qwest’s wholesale 7 

operations relative to CenturyLink’s, it appears that a Qwest executive will not 8 

be at the very top of the post-merger wholesale operations.     9 

Q. HOW DOES QWEST’S WHOLESALE SERVICES MARKET COMPARE 10 

WITH THAT OF CENTURYLINK?     11 

A. CenturyLink operates in predominantly rural areas where there is little 12 

competition for local exchange services, and its rural carrier status under the 13 

Telecom Act has enabled its exemption from wholesale requirements imposed 14 

on larger ILECs, as well as extended requirements to which Qwest is subjected 15 

as a Bell Operating Company (BOC).  These factors result in CenturyLink 16 

offering far fewer wholesale services, and processing significantly fewer orders 17 

for such services, than Qwest does.  Joint CLEC witness Gates presents data 18 

comparing the numbers of UNEs, collocation arrangements and number ports 19 

processed for CenturyLink and Qwest in Oregon.  Based on the data, he states 20 

that “This data shows that CenturyLink will inherit an exponentially large 21 

wholesale operation than it has operated to date.”  See Joint CLECs/8, 22 

Gates/28.  In terms of interconnection agreements (ICAs), Qwest has 127 ICAs 23 
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with CLECs, compared to CenturyLink’s 37 ICAs with CLECs in Oregon.  See 1 

Sprint/1, Frentrup/24.  Qwest’s wholesale market dwarfs CenturyLink’s in terms 2 

of size, customers and service offerings at a national level as well.  See Exhibit 3 

Staff/505 which includes confidential responses to Staff Data Request No. 20.   4 

Q. WHAT REQUIREMENTS MUST QWEST MEET REGARDING WHOLESALE 5 

SERVICE OFFERINGS THAT DIFFER FROM THOSE OF CENTURYLINK?       6 

A. Christopher Viveros of Qwest addresses the requirements imposed on Qwest 7 

in the Telecom Act.  These apply to Qwest because it is not only an ILEC, but 8 

also a BOC. See Qwest/2.  Michael Hunsucker addresses the requirements 9 

imposed on the current CenturyLink ILECs.  He points out that certain 10 

obligations under Section 271 of the Act apply only to BOCs such as Qwest, 11 

and not current CenturyLink ILECs.  He states that “CTL is not a BOC and as 12 

such has no similar 271 obligations placed on the legacy CTL territories in 13 

Oregon post merger closing.  However the legacy Qwest territories will 14 

continue to have 271 obligations.”  See CTL/400, Hunsucker/12.  The CLECs 15 

are very concerned that CenturyLink has no experience meeting Section 271 16 

obligations while Qwest has spent many years of efforts toward that end. 17 

Q. WHAT OBLIGATIONS DOES SECTION 271 IMPOSE ON QWEST?       18 

A. As explained in Christopher Viveros’ testimony, Qwest/2, Qwest provides 19 

products and services to CLECs that are not required under Section 251.  20 

These are provided under various mechanisms, including tariffs, price lists, and 21 

commercial agreements.  Products under commercial agreements include line 22 

sharing (copper loop used by competitors to provide advanced data services), 23 
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dark fiber, platform services, and unbundled switching.  As part of its effort to 1 

obtain entry into the long distance market under Section 271, Qwest developed 2 

a Performance Assurance Plan (QPAP) designed to prevent degradation of 3 

service to competitors.  The plan established benchmarks for service quality 4 

measures and standards for reaching parity (delivering service to CLECs 5 

comparable to that for Qwest’s retail customers).  There are also penalties for 6 

non-performance with money paid to CLECs and states if Qwest falls below 7 

established indicators.  CLECs have the option to include the QPAP as part of 8 

their interconnection agreements or elect not to participate in the plan.  Section 9 

271 also requires nondiscriminatory access to Qwest’s Operations Support 10 

Systems (OSS) to enable competitors to access the ILEC systems for pre-11 

ordering, ordering, provisioning, maintenance and repair, and billing.  In 12 

addition, Qwest is required to implement a Change Management Process 13 

(CMP) to handle changes to the OSS.  See the testimony of Joint CLECs 14 

witness Gates (Joint CLECs/8) for more information on the importance of 15 

Section 271 requirements to the wholesale market.        16 

Q. DO YOU SEE A NEED FOR WHOLESALE SERVICE QUALITY MEASURES 17 

POST-MERGER? 18 

A. Yes, I do.  In the Qwest area, service quality performance is reflected in the 19 

QPAP.  Through the QPAP, the Commission will be able to determine if 20 

Qwest’s wholesale service quality deteriorates post-merger.  The penalties in 21 

the QPAP should serve as a financial incentive for CenturyLink to maintain or 22 

improve service quality.  The QPAP should continue for at least four years after 23 
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close of the merger or until the Commission determines a need for review.  The 1 

Joint CLECs have proposed an additional PAP in their testimony.  See 2 

Integra/1, Denney/8-14 for a detailed discussion.  The Commission may wish 3 

to consider adopting that proposal or perhaps open a docket to allow more 4 

input and discussion.  Alternatively, the CLECs may be successful in securing 5 

such an additional PAP through negotiations with CenturyLink.  6 

  In the CenturyLink area, there are no measures of wholesale service quality 7 

performance reported to the Commission.  There is a risk that after the merger 8 

wholesale service quality performance in the current CenturyLink areas could 9 

deteriorate.  CenturyLink must currently provide measures to the FCC to 10 

comply with the conditions approving the merger with Embarq.  See 11 

FCC Order 09-54 included here as Exhibit Staff/506.  CenturyLink should be 12 

required to begin submitting Oregon-specific reports for the indicators required 13 

by the FCC for the quarter following Commission approval of the merger.  14 

Those reports would give the Commission data to determine whether 15 

wholesale service quality in the current CenturyLink area falls below 16 

benchmark measures.  The FCC requires submission of the reports for two 17 

years following the merger closing, which was July 1, 2009.  Similar reports to 18 

the Commission for Oregon should continue at least through the end of 2012.  19 

In that year, staff should review the data and performance and recommend 20 

continuation or elimination of the reports.   21 
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  In addition, the former Embarq entity makes available wholesale service 1 

performance data on its website.  Access to the website and data should be 2 

made available to Commission staff.     3 

Q. WHAT EVIDENCE DOES CENTURYLINK PROVIDE TO DEMONSTRATE 4 

THAT IT CAN MEET QWEST’S REQUIREMENTS AS A BOC POST-5 

MERGER?       6 

A. In testimony at pages 12-13, Michael Hunsucker, who is the Director-CLEC 7 

Management for CenturyLink, states that “The combined company will continue 8 

to meet these [Section 271] obligations through its wholesale operations 9 

leveraging the key resources and expertise of both entities.”  Unfortunately, 10 

there is no discussion of allocated resources, staffing levels, possible 11 

combinations of operations, or any details to demonstrate how CenturyLink 12 

expects to accomplish this commitment.  Joint CLECs express serious concern 13 

in this regard, stating “Since CenturyLink has no experience dealing with 271 14 

obligations, there is no knowledge base from which to discern if and how 15 

CenturyLink would abide by 271 obligations post-merger, of if the systems or 16 

processes CenturyLink will ultimately utilize will remain 271 compliant in 17 

Qwest’s territory.”  See Joint CLECs/8, Gates/34. 18 

Q. DOES CENTURYLINK PLAN TO INTEGRATE ITS OSS WITH THAT OF 19 

QWEST?  IF SO, HOW WOULD THAT IMPACT CLECS?       20 

A. In response to data requests from Joint CLECs and Staff, CenturyLink basically 21 

indicates that no decisions in this regard have been made yet.  CenturyLink 22 

indicated to the FCC that it intends to operate both companies’ OSS for at least 23 
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one year following merger approval.  Joint CLECs believe that OSS integration 1 

would be one way in which the merged company could attain significant 2 

synergies and cost savings.  However, they are concerned that such 3 

integration would greatly harm competitors if CenturyLink was unsuccessful in 4 

any attempt to migrate Qwest systems to CenturyLink systems.  Even if such a 5 

migration were successful, it could impose significant costs on the CLECs.  6 

See Joint CLECs/8, Gates/37-63 for an in-depth explanation of OSS issues.  7 

Given the potential for disaster when companies attempt OSS migrations as 8 

evidenced in the now classic Hawaiian Telcom and Fairpoint cases, the 9 

Commission must not allow CenturyLink to convert Qwest’s OSS without notice 10 

and oversight.  For purposes of stability in the wholesale market, CenturyLink 11 

should be required to maintain the Qwest wholesale OSS, associated 12 

procedures and processes, and CLEC support for at least three years after the 13 

close of the merger.         14 

Q. WHAT IS THE BASIS FOR COMPETITORS’ CONCERNS REGARDING 15 

CENTURYLINK’S APPROACH TO COMPETITORS AND WHOLESALE 16 

SERVICE OFFERINGS?       17 

A. There are several reasons for caution regarding CenturyLink’s willingness to 18 

embrace competition and the provision of necessary wholesale services to 19 

competitors, some of which are addressed above.  As a carrier subject to the 20 

rural exemption under Section 251(f) of the Act, CenturyLink has fewer 21 

responsibilities to provide services to competitors under Section 251 of the Act 22 

compared to Qwest, and has not had to embrace serving competitors in the 23 
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more expansive manner that Qwest has.  The CenturyTel affiliates of 1 

CenturyLink operate under the rural exemption and have not sought any 2 

suspension or modification of the exemption.  CharterLink argues that 3 

CenturyLink’s wholesale practices have had negative impacts on the company 4 

and affected CharterLink’s ability to effectively compete against CenturyLink to 5 

provide voice services.  Specific examples include charges to port numbers, 6 

access network interface devices (NIDs), directory assistance and listing 7 

records that CenturyLink imposes but Qwest does not.  Additionally, 8 

CharterLink alleges that CenturyLink uses its rural exemption status to force 9 

interconnection at multiple points within a LATA, unlike Qwest.  See Charter/1 10 

testimony of Billy Pruitt.  Further discussion of examples of “how CenturyTel 11 

does business with CLECs” is offered by Joint CLEC’s witness Gates.  See 12 

Joint CLECs/8, Gates/68-79.  In approving CenturyTel’s merger with Embarq, 13 

the FCC noted allegations by various CLECs regarding CenturyTel’s practices 14 

that harm competitors.  See FCC Order 09-54 included as Exhibit Staff/506.  15 

The larger concern with such issues is that CenturyLink’s approach not be 16 

applied to the Qwest ILEC area in a manner that would degrade any of the 17 

aspects of wholesale services as currently provided by Qwest after 18 

CenturyLink assumes control.  Any such result would negatively impact 19 

competitors and would violate the no-harm standard for merger approval.   20 

21 
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CENTURYTEL/EMBARQ MERGER ACTIVITIES 1 

Q.  DOES THE RECENT MERGER OF CENTURYTEL AND EMBARQ PRESENT 2 

ANY CONCERNS FOR THE PROPOSED MERGER WITH QWEST?       3 

A. Yes, it does.  First, it was approximately a year ago (July 1, 2009) that 4 

CenturyLink acquired Embarq, and the integration activities related to that 5 

merger are not yet completed.  Through the Embarq acquisition, CenturyLink 6 

approximately tripled in size from roughly 2 million access lines to 7 million in 7 

total nationally.  Todd Schafer, President of CenturyLink’s Mid-Atlantic Region, 8 

addresses the integration efforts for that merger in his testimony.  See 9 

CTL/200, Schafer/10-12 and CTL/202.  According to Mr. Schafer, by October 10 

2009, financial and human resources systems were converted to CenturyLink’s 11 

systems and a new brand was launched.  To date, one quarter of the former 12 

Embarq lines have been converted to CenturyLink’s retail customer service 13 

and billing system and conversion is expected to be completed for all 14 

customers by the third quarter of 2011.  Assuming the Qwest merger closes 15 

during the first quarter of 2011 as the company plans, the customer service 16 

and billing system conversions associated with the pre-merger Embarq will still 17 

be unfinished.   18 

  To put all the merger challenges in perspective, it should be noted that if 19 

CenturyLink acquires Qwest’s 10 million access lines, it will have grown by 20 

nine times its size within less than two years.  The concern is that CenturyLink 21 

is still in the midst of fully integrating the former Embarq customers into 22 

CenturyLink and sufficient time has not passed to determine how smoothly that 23 
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merger activity will actually have progressed before the Commission must 1 

make a determination on the more significant merger with Qwest.   2 

Q. ARE CENTURYLINK’S WHOLESALE SERVICES IMPACTED BY THE 3 

RECENT MERGER OF CENTURYTEL AND EMBARQ?       4 

A. Yes, they are.  As explained by Joint CLEC witness Gates, as a condition of 5 

approval for the CenturyTel merger with Embarq, the FCC ordered CenturyTel 6 

to migrate to the wholesale system of legacy Embarq (EASE) which is superior 7 

to that of CenturyTel.  Mr. Gates argues there is evidence to suggest that the 8 

Embarq integration may be hindering CenturyLink’s ability to meet its 9 

regulatory obligations.  CenturyLink requested a waiver of the FCC’s one 10 

business day porting interval requirement because of its ongoing system 11 

changes associated with the Embarq merger.  Mr. Gates states “This waiver 12 

request not only calls into question the purported seamlessness of the Embarq 13 

integration efforts, but also casts serious doubts on the Merged Company’s 14 

ability to integrate both Embarq and Qwest simultaneously, let alone in an 15 

efficient manner.”  In addition, Mr. Gates cites troubles two CLECs experienced 16 

during the OSS transition so far and summarizes data covering CenturyLink’s 17 

wholesale service quality performance reports to the FCC.  See Joint CLECs/8, 18 

Gates/79-88.    19 

20 
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PLANNED CHANGES POST-MERGER 1 

Q. DOES CENTURYLINK NOTE ANY PLANS TO CHANGE ANY ASPECTS OF 2 

QWEST’S CURRENT WHOLESALE OFFERINGS OR SERVICES THAT 3 

WOULD NEGATIVELY IMPACT COMPETITIVE PROVIDERS?         4 

A. As mentioned above, and in its application and testimony, CenturyLink’s 5 

commitments to make no changes seem to apply only to the period 6 

immediately following closing and are open-ended as to timeframes beyond 7 

that.  This approach applies commonly to service offerings, rates, 8 

interconnection agreements, OSS and other aspects of the wholesale business 9 

impacting competitors.  As CenturyLink makes no commitments to provide 10 

some period of stability for competitive providers, the Commission should 11 

establish such a period through conditions.   12 

Q. WHY IS A PERIOD OF STABILITY IMPORTANT FOR COMPETITIVE 13 

PROVIDERS?        14 

A. Competitive providers must have sufficient notice and time to prepare for any 15 

major changes that CenturyLink may make to wholesale service offerings.  A 16 

period of stability for service offerings and rates is necessary and consistent 17 

with ensuring that competitive providers and their customers are not harmed by 18 

the merger.  In addition, interconnection agreements must also be granted a 19 

window of time for stability purposes.  Otherwise, CenturyLink could proceed 20 

with major changes for agreements that are soon to expire or are in evergreen 21 

status.  Douglas Denney of Integra explains in his testimony the length of time 22 

and amount of effort required to negotiate, and sometimes arbitrate, 23 
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interconnection agreements.  See Integra/1, Denney/15-25.  Similarly, any 1 

attempts to significantly change Qwest’s OSS or CMP would negatively impact 2 

competitors.  Any planned changes to these important areas should be done 3 

under Commission review.  Additionally, CenturyLink must ensure that support 4 

personnel and related other services necessary to maintaining Qwest’s 5 

wholesale services continue at a level that is no less than Qwest’s current 6 

levels.  This includes measures of wholesale service quality embodied in the 7 

QPAP.  8 

Q. WHAT LENGTH OF TIME IS NECESSARY AND REASONABLE FOR 9 

STABILITY RELATING TO RATES, SERVICES, INTERCONNECTION 10 

AGREEMENTS, ETC.?         11 

 A.  The Joint CLECs recommend that such a time period should be 3-5 years 12 

based on CenturyLink’s expectation that synergies from the merger will be 13 

recognized over this time period following closing, or alternatively, 3.5 years 14 

based on the FCC’s order imposing conditions in the AT&T/Bell South merger.  15 

Staff proposes 4 years, which is within the range proposed by Joint CLECs.  16 

The AT&T/Bell South merger involved two experienced BOCs, each familiar 17 

with all the requirements placed on BOCs.  CenturyLink has no such 18 

experience and has offered no time commitments of its own volition.  Although 19 

the time period for the Frontier/Verizon merger conditions generally spanned 20 

two years, that period was negotiated in settlement between the parties.  Staff 21 

originally proposed three years in that case.  As Qwest’s wholesale market is 22 

considerably larger than Verizon’s, the impacts of the Qwest merger will be 23 
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larger and the risks to the public greater.   In light of CenturyLink’s inability to 1 

share its plans for change in the Qwest area, four years is not an unreasonable 2 

length of time for most of the conditions impacting the wholesale market.  The 3 

future of competition in Oregon hangs in the balance.    4 

  Not all conditions are reasonably subject to this time period.  For those 5 

conditions that relate to CenturyLink’s assumptions of Qwest’s general 6 

responsibilities under the law, the obligations will continue until changed by the 7 

FCC or the Commission.      8 

Q. PLEASE STATE YOUR RECOMMENDATION REGARDING HOW THE 9 

COMMISSION SHOULD ENSURE THAT THE PROPOSED MERGER WILL 10 

RESULT IN NO HARM TO COMPETITORS OR COMPETITION IN OREGON.   11 

A. Given that the merged company will have more market power than either 12 

company had independently prior to the merger, and that CenturyLink has 13 

committed to fulfilling all the current obligations of Qwest, the Commission 14 

should adopt conditions for approval of the merger that, at a minimum, ensure 15 

that competitors are not harmed by the merger.   This includes providing a 16 

period of stability for wholesale markets and customers to avoid disruptions 17 

following the merger.  Competitive providers should be able to obtain at least 18 

the same services, at rates no higher than current rates, and with the same 19 

ease and speed as they would have absent the transaction.  Indeed, the 20 

Applicants have asserted that the merger will be transparent to customers.  21 

This should apply to wholesale, as well as retail, customers.  Based on 22 

arguments presented above, I recommend the conditions listed below.  The 23 
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numbers correlate to those in the conditions list included in Staff witness 1 

Dougherty’s testimony (Staff/100).  To the extent that other conditions, e.g., 2 

conditions 9 and 10, listed in Staff/100 also relate to wholesale services or 3 

competitive providers, I support those conditions in addition to the following.   4 

Operations Support Systems (OSS) 5 

29. The Applicants commit to the following OSS actions: 6 

    General 7 

Operations support systems included in this requirement will include: 8 

a. Systems used to monitor cable and pair information and operation 9 
b. Systems used to track or monitor in-service circuit equipment 10 

information 11 
c. Systems used to track or monitor switch components 12 
d. Billing systems, and 13 
e. Systems used for customer pre-ordering, ordering, provisioning, 14 

maintenance, and repair operations. 15 
  16 

This requirement applies to both wholesale and retail systems. 17 

CenturyLink will keep Qwest’s legacy operations support systems intact for a 18 

minimum of three years after the closing of the transaction. 19 

 Prior to modifying or integrating existing Qwest/CenturyLink operations 20 

support systems, CenturyLink will request approval from the Commission six 21 

months in advance of the proposed action.  Notification will consist of a 22 

description of the systems involved, the action to be taken, the proposed work 23 

schedule, a description of the company’s and customers’ activities that will be 24 

affected, and a list of status reports to be provided to the Commission. 25 

 26 
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CenturyTel – Embarq Conversions 1 

 CenturyLink will provide to Commission Staff quarterly reports for the state of 2 

Oregon for the same performance measures as those currently submitted to the 3 

FCC in FCC 09-54.  This reporting requirement will begin with data for the first 4 

quarter following Commission approval of the merger and will continue at least 5 

through the end of 2012.   During 2012, Commission staff will analyze the 6 

performance data and recommend whether there is a need for continued 7 

reporting.       8 

 CenturyLink will enable Commission staff to access the service quality data 9 

currently available to CLECs on the company’s website.  10 

Wholesale Services 11 

30. CenturyLink will honor, assume or take assignment of all obligations under 12 

Qwest’s existing interconnection agreements.  CenturyLink will not terminate, 13 

change the conditions of (with the exception of those governing expiration), or 14 

increase the rates in, any effective interconnection agreement during the 15 

unexpired term of the agreement, or for a period of four years from the Closing 16 

Date, whichever occurs later, unless requested by the non-ILEC interconnecting 17 

party, approved by the Commission, or required by a change of law.  18 

Furthermore, CenturyLink will allow requesting carriers to extend existing 19 

interconnection agreements, whether or not the initial or current term has 20 

expired, at least four years from the Closing Date, or the date of expiration, 21 

whichever is later.   22 
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31. CenturyLink will honor or assume all obligations in effect as of the Merger Filing 1 

Date under Qwest’s current intrastate tariffs, including those for access 2 

services, and price lists for wholesale services.  CenturyLink will not increase 3 

rates for such services for a period of at least four years from the Closing Date. 4 

32. CenturyLink will continue to provide intrastate transit service in all ILEC 5 

territories subject to the same rates, terms, and conditions that were provided 6 

as of the Merger Filing Date unless approved or directed otherwise by the 7 

Commission. 8 

33. No Qwest wholesale intrastate service offered to competitive carriers as of the 9 

Merger Filing Date will be discontinued for four years after closing of the 10 

transaction except as approved by the Commission.  11 

34. CenturyLink and all of its ILEC affiliates will comply with the statutory 12 

obligations applicable to all incumbent local exchange carriers (ILECs) under 47 13 

U.S.C. Section 251 and 252.  In the legacy Qwest territory, CenturyLink will not 14 

seek to avoid any of its obligations on the grounds that it is exempt from any of 15 

the obligations pursuant to Section 251(f)(1) or Section 251(f)(2) of the Act. 16 

35. After the close of the transaction the legacy Qwest ILEC territory shall continue 17 

to be classified as a Bell Operating Company (“BOC”), pursuant to Section 18 

3(4)(A)-(B) of the Communications Act and shall be subject to all requirements 19 

applicable to BOCs, including but not limited to the “competitive checklist” set 20 

forth in Section 271(c)(2)(B) of the Act. 21 

36. In the legacy Qwest ILEC territory, CenturyLink shall comply with all wholesale 22 

performance requirements for all wholesale services, including those set forth in 23 
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regulations, tariffs, and interconnection agreements applicable to legacy Qwest 1 

as of the Merger Filing Date, unless otherwise directed by the Commission or 2 

agreed to by customers. 3 

37. Following the Closing Date, CenturyLink shall continue to comply with the 4 

provisions of the Qwest Performance Assurance Plan (QPAP) that are in effect 5 

as of the Merger Filing Date for at least four years following the Closing Date, or 6 

such period as negotiated by any other party in this docket, whichever is longer.  7 

CenturyLink shall provide the monthly reports of wholesale performance metrics 8 

that Qwest currently provides to Staff and to each CLEC.  Any changes to the 9 

PIDs or PAP must be approved by the Commission or agreed to by affected 10 

wholesale customers.  Staff will monitor QPAP reported data and alert the 11 

Commission if service performance appears to be deteriorating from pre-merger 12 

levels.     13 

38. After the close of the transaction, CenturyLink shall provide and maintain 14 

updated escalation information, contact lists and account manager information 15 

that is in place at least 30 days prior to the transaction close date.  For changes 16 

to support center locations, wholesale customer-impacting organizational 17 

structures, or contact information, CenturyLink will provide at least 30 days 18 

advance written notice to all CLECs and Commission Staff.  19 

39. CenturyLink will continue to make available to each wholesale carrier in the 20 

Legacy Qwest ILEC territory the types of information that Qwest made available 21 

as of the Merger Filing Date concerning wholesale Operational Support 22 

Systems functions and wholesale business practices and procedures, including 23 
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information provided via the wholesale web site, notices, industry letters, the 1 

change management process, and databases/tools.   2 

40. CenturyLink will maintain the current Qwest Change Management Process 3 

(“CMP”), utilizing the terms and conditions set forth in the CMP Document.  4 

Pending CLEC Change Requests shall be completed in a commercially 5 

reasonable time frame.   6 

41. CenturyLink shall ensure that Wholesale and CLEC support centers are 7 

sufficiently staffed by adequately trained personnel dedicated exclusively to 8 

wholesale operations so as to provide a level of service that is comparable to 9 

that which was provided in the Legacy Qwest ILEC area prior to the transaction 10 

and to ensure the protection of CLEC information from being used for 11 

CenturyLink’s retail operations. 12 

42. The Merged Company shall allow a requesting competitive provider to use its 13 

pre-existing interconnection agreement, including agreements entered into with 14 

Qwest, as the basis for negotiating a new replacement interconnection 15 

agreement.  If Qwest and a requesting competitive carrier are in negotiations for 16 

a replacement interconnection agreement before the Closing Date, the Merged 17 

Company will allow the requesting carrier to continue to use the negotiations 18 

draft upon which negotiations prior to the Closing Date have been conducted as 19 

the basis for negotiating a replacement interconnection agreement.   20 

43. In the Legacy CenturyLink ILEC territory, the Merged Company will permit a 21 

requesting carrier to opt into any interconnection agreement to which Qwest is a 22 

party in Oregon, including agreements in evergreen status. 23 
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Q. HOW DO YOUR RECOMMENDED CONDITIONS RELATE TO THOSE 1 

PROPOSED IN TESTIMONY OF THE COMPETITIVE PROVIDERS? 2 

A. Many of my conditions are the same or similar to those proposed by the 3 

competitive providers.  I have attempted to include conditions that address 4 

common concerns of the various types of competitive providers and that 5 

also meet the no harm standard.  However, competitive providers do 6 

recommend several conditions that are slightly different, or are in addition to 7 

those I recommend.  Some of those conditions are specific to the individual 8 

competitive provider’s circumstances or experiences.  Some conditions 9 

appear to address issues currently under Commission consideration in other 10 

venues.  Due to the short time frame available to review and consider the 11 

wealth of testimony provided by CLEC witnesses, I was unable to formulate 12 

an opinion on all their recommended conditions.  For those I did not include 13 

here, I suggest the Commission consider the arguments presented by the 14 

parties and assess whether those conditions should be adopted as well.  15 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 16 

A. Yes.  17 

 18 
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    WITNESS QUALIFICATION STATEMENT 

 
NAME:  Kay Marinos 
 
EMPLOYER: Public Utility Commission of Oregon 
 
TITLE:  Program Manager, Competitive Issues 
 
ADDRESS:  550 Capitol St NE Suite 215 
   Salem, Oregon 97301-2551 
 
EDUCATION: PhD/ABD and MA in Economics  
   University of Hawaii, 1981 
 
   BA in Economics 
   Hofstra University, 1975 
 
PROFESSIONAL EXPERIENCE: 
 
Program Manager, Competitive Issues, Public Utility Commission of Oregon, 2007 
– Present 
Manage group responsible for telecommunications competitive issues, competitive 
provider certifications, carrier agreements, Eligible Telecommunications Carrier 
(ETC) designations, federal universal service programs and ILEC service territory 
allocations.  Staff member of Federal-State Joint Board on Universal Service.    
 
Senior Telecommunications Analyst, Public Utility Commission of Oregon, 2004 -
2007 
Responsible for federal ETC designations, annual ETC recertifications, and 
universal service issues.  Developed ETC requirements adopted by the state 
Commission and served as expert witness in Docket UM 1217.    
 
Senior Consultant, Verizon Communications, 2000 -2003  
Led special project teams to ensure compliance with regulatory and legal 
requirements in various aspects of national telecommunications business, including 
new product development, wholesale service offerings, and customer proprietary 
network information.  Coordinated responses to federal audit of wholesale services. 
 
Senior Specialist, Bell Atlantic & NYNEX, 1988 - 2000 
As subject matter expert, performed wide range of analytic functions to develop 
and support company’s objectives in federal regulatory proceedings pertaining to 
wholesale services.  Major issues included Telecom Act implementation, 
competitive markets, interconnection, access services, pricing flexibility, price caps, 
rate restructuring, cost recovery, and cost allocation.   
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Manager, National Exchange Carrier Association (NECA), 1984 -1988 
Managed development of telecom industry forecasts of interstate usage and 
dedicated access services used to determine nationwide carrier pool rates.    
 
Business Research Analyst, GTE Hawaiian Telephone, 1982 - 1983 
Developed revenue and demand forecasts for budgeting and network planning.       
 
Economist & Planner, State of Hawaii, 1978 – 1982 
Managed energy conservation and emergency planning projects, lectured in 
economics at the University of Hawaii, and supervised economic and demographic 
studies for urban redevelopment in industrial area of Honolulu.   
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Jon Cray.  I am the Program Manager for the Residential Service 3 

Protection Fund (RSPF) of the Public Utility Commission of Oregon 4 

(Commission).  My business address is 550 Capitol Street NE Suite 215, 5 

Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/601.  For the 9 

previous four years, I have served as the manager for the Oregon Telephone 10 

Assistance Program (OTAP)/Lifeline.  I am responsible for monitoring and 11 

enforcing compliance among all thirty-three telecommunications carriers that 12 

provide Oregon Telephone Assistance Program (OTAP)/Lifeline services, 13 

including CenturyLink and Qwest Communications.  14 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 15 

A. The purpose of my testimony is to provide to the Commission an informed 16 

analysis of whether CenturyLink demonstrates that it is prepared to assume 17 

and facilitate its collective responsibilities of all Operating Companies, 18 

especially Qwest Communications (Qwest), with respect to the provision of 19 

OTAP/Lifeline customer support and services.   20 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 21 

A. Yes. I prepared Exhibit Staff/602, consisting of 2 pages. 22 

 23 
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Q. WHAT IS THE OTAP? 1 

A. The OTAP is the state-mandated corollary of the Federal Communication 2 

Commission’s (FCC) Lifeline program.  It is one of four telephone assistance 3 

programs established and funded under the Residential Service Protection law.  4 

The OTAP is set forth and explained in both state statute and in Commission 5 

rules.  See generally Oregon Laws 1987, chapter 290, Sections 1 through 8; 6 

Oregon Administrative Rule (OAR) Chapter 860, Division 033.  The OTAP 7 

offers reduced local exchange rates to eligible low-income residential 8 

customers.  It is an addition to the support available from the Federal Universal 9 

Service Fund (FUSF).  The maximum combined support an eligible customer 10 

can receive is $13.50 - $3.50 from the OTAP and $10.00 from the FUSF.   11 

Q. HAS CENTURYLINK DEMONSTRATED IT IS ABLE TO COMPLY WITH 12 

ALL OTAP/LIFELINE REQUIREMENTS IF THE MERGER OR 13 

TRANSACTION IS APPROVED BY THE COMMISSION?     14 

A. Generally, yes.   15 

Q. DOES STAFF HAVE SPECIFIC CONCERNS ABOUT THE MERGER’S 16 

EFFECT ON THE OTAP/LIFELINE?   17 

A. Yes.  CenturyLink and its Operating Companies (e.g. Embarq), excluding 18 

Qwest, provides OTAP/Lifeline services to approximately 3,280 customers.  As 19 

of June 2010, Qwest served 28,557 OTAP/Lifeline customers.  CenturyLink will 20 

succeed Qwest as the largest OTAP/Lifeline provider, serving more than 21 

31,000 OTAP/Lifeline customers as a result of the combined operation.   22 
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Therefore, Staff broaches the subject of CenturyLink’s ability to manage this 1 

tenfold increase.  2 

Q. WHAT ARE THE SPECIFIC CONDITIONS STAFF PROPOSES TO 3 

REMEDY THESE CONCERNS?   4 

A. Staff recommends the following specific conditions to mitigate these concerns 5 

and explains why each is imperative.  The specific conditions are included in 6 

Staff 100, pages 45, 56, and 57 (Conditions 5 and 46 through 53). 7 

• Prior to the closing of the Transaction, customer notification of the 8 
merger and change of parent company will be given to all local 9 
exchange and long distance customers and comply with any Oregon 10 
and FCC rules and regulations.  This notice will include notification to 11 
all existing and acquired OTAP/Lifeline customers that the acquisition 12 
will not affect their OTAP/Lifeline credits and that there is no action 13 
required on their part.  Prior to the notification, CenturyLink will submit 14 
a draft of the OTAP/Lifeline portion to the OTAP Manager for review. 15 

 16 
CenturyLink agrees with Staff that written communication to all existing and 17 

acquired customers is essential to minimize customer confusion or 18 

apprehension that their OTAP/Lifeline credits may be disrupted as a result of 19 

the Transaction, if approved.  According to CenturyLink, OTAP/Lifeline 20 

customers with respect to their credits, rates, services, etc. will not be affected 21 

by the merger because its Operating Companies, including Qwest, will 22 

continue as independent subsidiaries.   23 

• CenturyLink will designate a representative to serve on the 24 
Commission’s Oregon Telecommunications Relay Service (OTRS) 25 
Industry Advisory Committee which generally convenes on a quarterly 26 
basis should the incumbents representing Qwest and CenturyLink 27 
respectively, vacate their seats as a result of the merger.   28 

 29 
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CenturyLink communicated to Staff its acceptance of this condition.  The 1 

Commission created the OTRS Industry Advisory Committee on January 17, 2 

1995, pursuant to Order No. 95-087.  See Exhibit 602.  The initial purpose of 3 

this advisory committee, mainly comprised of telecommunications industry 4 

representatives, was to address issues relating to the quality and cost of the 5 

OTRS, one of the four telephone assistance programs created in accordance 6 

with the Residential Service Protection law.  Since its inception in 1995, the 7 

role of advisory committee has evolved in which Commission Staff solicits the 8 

advice and expertise of committee members in an effort to control and 9 

minimize costs to customers who pay for the quality delivery of all the 10 

Residential Service Protection telephone assistance programs.  Customers 11 

who have telecommunications service with telecommunications utilities (e.g. 12 

CenturyLink), radio common carriers, telecommunications cooperatives, 13 

competitive telecommunications services providers support these programs in 14 

the form of a line-item surcharge.  CenturyLink and Qwest have designated 15 

representatives on the advisory committee because both carriers provide 16 

OTAP/Lifeline services, collect the surcharge from its subscribers and thus, 17 

have a vested interest in continued participation and representation for its 18 

respective industry’s views and customers.    19 

• Prior to any billing system consolidations or changes, CenturyLink will 20 
notify the OTAP Manager and Administrative Specialist with a 21 
description of how the OTAP credits are listed on customer bills.  22 
CenturyLink will also provide the OTAP Manager and Administrative 23 
Specialist a sample copy of a customer’s bill that lists the 24 
OTAP/Lifeline credits.  The OTAP Manager and Administrative 25 
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Specialist will accept a redacted copy in which the customer’s personal 1 
identifying information is protected. 2 

  3 
CenturyLink is in agreement with Staff and understands the importance of this 4 

condition.  Descriptions of the credits on customers’ billing statements are 5 

varied among the thirty-three companies that provide OTAP/Lifeline services.  6 

Staff relies on these carriers’ sample billing statements to perform the duties of 7 

their position in which they explain to eligible applicants where they can expect 8 

to see the credits listed.  Staff also directs approved customers to the 9 

appropriate page on their billing statement if they claim the OTAP/Lifeline 10 

credits are not listed.  Otherwise, Staff contacts the telecommunications carrier 11 

for immediate resolution.  Access to this vital information promotes efficient 12 

customer service delivery and minimizes the need for future contacts on behalf 13 

of the customer to either the Commission or telecommunications carrier.   14 

• CenturyLink will maintain staffing levels for its existing territories and its 15 
newly acquired territory for daily communications with Commission 16 
Staff regarding daily OTAP/Lifeline questions and concerns and 17 
OTAP/Lifeline reporting issues. Prior to any billing system 18 
consolidations or changes, CenturyLink will provide notice to the OTAP 19 
Manager of any of its staffing level changes, including staff for filing 20 
with the Commission OTAP reimbursement reports, in any of its 21 
territories.   22 

 23 
Commission Staff is available via inbound telephone support to an average of 24 

2,000 customers per month.  In addition, Staff receives and processes 25 

approximately 2,500 applications each month.  This volume of calls and 26 

applications generates many miscellaneous questions and circumstances that 27 

requires Staff to rely on the telecommunications carrier to address.  This 28 

functions as a joint effort to ensure that all customers receive expeditious and 29 
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quality service.  Daily communications between staff and the 1 

telecommunications carrier’s personnel consist of and includes but is not 2 

limited to the customer’s OTAP/Lifeline status.  For instance, Staff may ask if 3 

the customer’s name appears on the billing statement1 or require the carrier to 4 

apply, remove or verify if the customer is receiving the OTAP/Lifeline credits.   5 

Pursuant to OAR 860-033-0046, all Operating Companies must maintain 6 

accounting records so that costs associated with OTAP/Lifeline are justified 7 

when the Commission reimburses the carrier for the revenue it foregoes when 8 

it applied the discount to OTAP/Lifeline customers.  Staff again relies on the 9 

telecommunications carrier to address any issues that may arise when 10 

performing reconciliatory tasks for the disbursement of OTAP/Lifeline funds to 11 

the telecommunications carrier.  For these reasons, it is essential that 12 

CenturyLink maintain staffing levels for its existing territories and newly 13 

acquired Qwest territory for daily communications with Staff.   14 

• If legacy Embarq or CenturyTel personnel identify an approved 15 
OTAP/Lifeline customer for the other’s territory on a Commission-16 
approval report due to Staff error, legacy personnel may either:  17 

 18 
a. Notify the OTAP Manager and Administrative Specialist of the 19 

discrepancy on the No Match report2  20 
b. Contact personnel (and the OTAP Manager and Administrative 21 

Specialist) of the customer’s respective territory to apply the 22 
OTAP/Lifeline credit to their account.   23 

                                            
1 OAR 860-033-0030(6) states that “The name of the applicant or recipient must appear on the billing 
statement for the telecommunications service in order for that recipient to qualify for OTAP benefits. 
The Commission may waive this requirement if it determines that good cause exists.” 

2 OAR 860-033-0046 lists the telecommunications carrier’s reporting requirements including the No 
Match report:  “When the Commission notifies the Eligible Telecommunications Provider of customers 
who meet eligibility criteria, the Eligible Telecommunications Provider must notify the Commission of 
any discrepancy that prevents a customer from receiving the OTAP benefit. Notification of 
discrepancies may be submitted electronically in a format accessible by the Commission.” 
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 1 
Note this does not apply to Qwest transactions due to its automated 2 
systems.  3 

 4 
If the Commission approves the Transaction, Staff will modify the 5 

OTAP/Lifeline application (hard copy and online) to reflect all Operating 6 

Companies as CenturyLink.  However, the legal names of Operating 7 

Companies will not be adjusted in the Commission database because each will 8 

remain as an independent subsidiary.   This becomes a concern, especially for 9 

OTAP/Lifeline reporting purposes, because Staff must bear the burden of 10 

differentiating the legacy territories for customers who list CenturyLink on their 11 

OTAP/Lifeline applications to ensure that the information is disseminated to the 12 

appropriate subsidiary for action.  To alleviate Staff concerns, CenturyLink 13 

offered a single point-of-contact for all Operating Companies to review for 14 

accuracy all Commission issued weekly and monthly reports that require the 15 

telecommunications carrier to either apply or remove OTAP/Lifeline from 16 

customers’ accounts.  For instance, a legacy Embarq customer listed on the 17 

report intended for Qwest would be removed and added to the legacy Embarq 18 

report before it is allocated to legacy Embarq personnel for proper action.  19 

CenturyLink’s proposal, unfortunately, will disrupt the mechanized 20 

OTAP/Lifeline reporting systems that have been customized to accommodate 21 

the size of OTAP/Lifeline customers with Qwest.  Rather than require 22 

CenturyLink to integrate its OTAP/Lifeline customers into the Qwest system as 23 

initially proposed, Staff suggests two options as listed in the condition above.  24 
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Staff assumes CenturyLink will be receptive to this condition as legacy Embarq 1 

and CenturyLink personnel exercise the second alternative.   2 

• Before the close of transaction, CenturyLink will designate at least one 3 
liaison for higher level discussions with the OTAP Manager should the 4 
incumbents representing Qwest and CenturyLink respectively, vacate 5 
their positions as a result of the merger. 6 

 7 
Designated liaisons for CenturyLink and Qwest are currently available to the 8 

OTAP Manager.  CenturyLink acknowledges this condition if these incumbents 9 

vacate their positions as a result of the Transaction.  Higher level discussions 10 

are reserved for policy development, implementation and integration as well as 11 

compliance related matters or issues that affect the overall OTAP/Lifeline 12 

operations (e.g. Changes in FCC Regulations or Amendments to the Oregon 13 

Administrative Rules).   14 

• Post merger, CenturyLink will advise the OTAP Manager of any 15 
impending OTAP/Lifeline marketing and outreach efforts (e.g. radio 16 
public service announcements).  In addition, CenturyLink will provide 17 
the OTAP Manager electronic copies of its OTAP/Lifeline advertising 18 
collateral.   19 

 20 
 Pursuant to Federal Communications Commission regulations, all Lifeline 21 

telecommunications carriers are required to “publicize the availability of Lifeline 22 

in a manner reasonably designed to reach those likely to qualify for the 23 

service.”  See generally FCC 47 C.F.R. §§ 54.405(b), 54.411(d).  Although 24 

there is no Oregon Administrative Rule that requires telecommunications 25 

carriers to advise Staff of impending OTAP/Lifeline marketing and outreach 26 

efforts or provide its OTAP/Lifeline advertising collateral, CenturyLink and Staff 27 

are in agreement with respect to this condition.  CenturyLink acceptance’s of 28 
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this condition demonstrates its collaborative approach and notification from 1 

CenturyLink of its impending marketing campaigns for OTAP/Lifeline will help 2 

Staff prepare for the projected increase in workload (e.g. customer phone calls 3 

and applications).   4 

• Prior to the merger, CenturyLink including Embarq and Qwest will have 5 
no outstanding debt to the Commission with respect to the RSPF 6 
surcharge collection, remittance and reporting requirements.   7 

 8 
To date, all Operating Companies have no outstanding debt to the Commission 9 

with respect to the RSPF surcharge provisions.  When Staff reported to Qwest 10 

its financial penalties for RSPF surcharge delinquencies, Qwest guaranteed 11 

immediate payment.  Despite repeated attempts, Staff was unable to collect 12 

from the firm that Qwest employs for tax return preparatory services.  13 

Consequently, Qwest submitted payment and has assured Staff that it will 14 

address the issue internally with the tax return preparatory services firm to 15 

prevent future occurrences.  Staff appreciates and recognizes Qwest’s swift 16 

response.  Staff proposes this condition as a cognizant measure for all 17 

Operating Companies to comply with all statutory and Oregon Administrative 18 

Rules pertaining to the RSPF surcharge collection, remittance and reports.  19 

See generally Oregon Laws 1987, chapter 290, Sections 7; Oregon 20 

Administrative Rule (OAR) Chapter 860, Division 033.   21 

• CenturyLink will provide notice to and obtain input from the OTAP 22 
Manager prior to making material changes to the existing Qwest 23 
mechanized OTAP reporting system. 24 

 25 
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As noted above, Qwest is the current largest OTAP/Lifeline provider that has 1 

mechanized reporting systems to accommodate the continuous activity of over 2 

28,000 OTAP/Lifeline subscribers.  Although CenturyLink has no immediate 3 

plans to consolidate the billing systems of all Operating Companies, any 4 

material changes to the existing automated Qwest reporting systems will 5 

impact the Commission’s database and OTAP/Lifeline operations.  For 6 

instance, Qwest e-mails a monthly standardized “Order Activity Report”3 in a 7 

Microsoft Excel file to the Commission.  This report includes information about 8 

which customers no longer have service and current customers who have 9 

moved or changed phone numbers.  Using the data contained in the Order 10 

Activity report, the Commission’s Information Systems Staff automatically 11 

updates the OTAP/Lifeline customer records in the Commission database.  12 

Prior to this feature, Staff was required to manually update several hundred to 13 

a few thousand OTAP/Lifeline customer records in a given month.  For several 14 

years, the report was neglected due to staffing and time constraints, resulting 15 

in a culmination of inaccurate records.  Service to the OTAP/Lifeline customer 16 

was delayed due to the need for Staff to investigate the discrepancy with the 17 

telecommunications carrier before resolving and updating the obsolete data in 18 

the customer’s record.  Staff and Qwest personnel invested a substantial 19 

amount of time (one year) and effort to devise and implement an ongoing 20 

reporting solution that effectively synchronizes both entities’ OTAP/Lifeline 21 

                                            
3 OAR 860-033-0046(3) defines an Order Activity Report as “a listing of all OTAP customers whose 
service was disconnected. The Commission may also require additional information such as a listing 
of all OTAP customers whose telephone numbers or addresses have changed.” 
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records.  When the Commission assigns its weekly and monthly reports, the 1 

Qwest system, without human intervention, extracts the data and applies and 2 

removes the OTAP/Lifeline credit to and from the customer’s account if all 3 

information between the two entities’ respective databases matches. Overt 4 

discrepancies are automatically reported to the Commission for action on the 5 

No Match report.  Other obscure discrepancies are sent to Qwest 6 

Communications personnel for manual research before the final results are 7 

provided to the Commission.  CenturyLink has communicated to Staff that it 8 

supports automation and is willing to provide notice to Staff before 9 

implementing material changes to the Qwest systems.  However, Staff asserts 10 

that in addition to such notification, CenturyLink must obtain feedback from 11 

Staff prior to any anticipated changes that potentially curtail the reporting 12 

solutions arranged by Staff and Qwest.  Staff will advise CenturyLink in an 13 

effort to enhance or ensure that these mechanized reporting mechanisms 14 

remain accessible and compatible with the Commission’s database and 15 

reporting infrastructure.    16 

Q. WHAT IS YOUR OVERALL RECOMMENDATION TO THE COMMISSION 17 

WITH RESPECT TO THE EFFECT ON OTAP/LIFELINE IF IT 18 

AUTHORIZES THE CENTURYLINK AND QWEST MERGER? 19 

A. CenturyLink is in agreement with Staff on most conditions.  Based on its 20 

collaborative and productive efforts with Staff, CenturyLink has demonstrated 21 

its commitment in providing continued support to all the OTAP/Lifeline 22 

customers it will acquire as a result of the Transaction, if approved by the 23 
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Commission.  Therefore, Staff recommends that the Commission impose all 1 

conditions on CenturyLink to mitigate Staff concerns regarding the provision of 2 

overall OTAP/Lifeline customer support and services.   3 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 4 

A. Yes. 5 
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WITNESS QUALIFICATION STATEMENT 

 

NAME:  Jon Cray 

EMPLOYER:  Public Utility Commission of Oregon 

TITLE: Residential Service Protection Fund Program Manager, Central 
Services Division 

ADDRESS: 550 Capitol Street NE, Suite 215 
 Salem, OR 97301-2115 
 
EDUCATION: MS in Communication Sciences and Disorders  
 East Carolina University, 2002 
 
 BS in Communication Sciences and Disorders 
 East Carolina University, 2000 
 
PROFESSIONAL EXPERIENCE: 
 
Program Manager, Residential Service Protection Fund, Public Utility Commission of 
Oregon,2006 – Present 
Manage the Oregon Telephone Assistance Program, Telecommunication Devices  
Access Program and Oregon Telecommunications Relay Service 
 
Contact Center Manager, Communication Service for the Deaf, 2005 – 2006 
Managed the California Telephone Access Program call center for the California Public  
Utilities Commission 
 
Contact Center Supervisor, Communication Service for the Deaf, 2003 – 2006 
Managed a team of customer service representatives for the California Telephone  
Access Program 
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