SETTLEMENT AGREEMENT

Qwest Corporation (“Qwest” or “the Company”) and the Arizona Corporation
Commission Staff (“Staff”), (“thé Parties”) hereby agree to a settlement (the “Settlement
Agreement” or “this Agreement”) of certain Dockets currently pending before the Arizona
Corporation Commission (“Commission”), specifically Docket No. RT-00000F-02-0271
(Qwest’s Compliance with Section 252(e) of the Federal Act); Docket No. T-00000A-97-0238
(Subdocket) (the 271 Subdocket which addressed allegations that Qwest interfered with the 271
regulatory process); and Docket No. T-01051B-02-0871 (the Order to Show Cause (“OSC”) for
not implementing Commission approved wholesale rates on a timely basis). These Dockets shall
be collectively referred to in this Agreement as the “Litigation.”- The following terms and

conditions are intended to resolve all of the issues raised in or associated with the Litigation.

RECITALS

WHEREAS, the Parties desire to adopt this Agreement subject to Commission approval,

WHEREAS, by adopting this Agreement, the Parties intend to settle and terminate the
Litigation in a manner that is fair and reasonable;

WHEREAS, the 252(e) Unfiled Agreements Docket involved allegations that Qwest
violated Section 252(e) of the Telecommunications Act by failing to file for Commission review
and approval certain agreements with Competitive Local Exchange Carriers (“CLECs”)
operating in the state of Arizona;

WHEREAS, the 271 Subdocket involved allegations that Qwest improperly entered into
settlement agreements with CLECs that resulted in the nonparticipation by such CLECs in the
Commission docket evaluating Qwest’s application under Section 271 of the
Telecommunications Act, all without the Commission’s knowledge; and that Qwest thereby
interfered with the 271 regulatory process; '

WHEREAS, the Order to Show Cause involved allegations that Qwest failed to
implement the wholesale rate changes ordered in Decision No. 64922 within a reasonable period
of time, that Qwest failed to notify the Commission of rate implementation delay, that Qwest
failed to obtain Commission approval of the delay in implementation, and that Qwest’s
wholesale rate change system is unreasonably slow and inefficient;



WHEREAS, Qwest acknowledges, without admitting any wrongdoing, the concerns
raised regarding the allegations which are the subject of the Litigation and expresses its regret
over the events leading to the Litigation and, without admitting wrongdoing, Qwest states its
intention to comply fully in the future with all written laws, rules, regulations and orders
governing Qwest’s conduct;

WHEREAS, Qwest avows that it is the policy and commitment of the Company to
conduct all of its business affairs in the state of Arizona with integrity, honesty, in conformance
with Arizona laws and regulations and with respect for the regulatory processes of the
Commission. -

WHEREAS, Qwest also acknowledges, without admitting any wrongdoing, concerns
raised by the parties, including the Staff, regarding allegations that its behavior was designed to
intentionally deceive and misrepresent certain facts before the Commission. Further, without
admitting any wrongdoing, Qwest avows that the Company and its official representatives will
not engage in fraudulent, deceptive or intentionally unlawful conduct in any matters pending
before the Arizona Corporation Commission.

WHEREAS, Qwest acknowledges that Commission approval of this Settlement
Agreement shall constitute a Commission Decision directing that Qwest implement the
provisions of this Settlement Agreement which are intended to assure future compliance with
respect to the filing requirements of Section 252(e) of the Telecommunications Act, to assure
timely implementation of future cost dockets and to assure that Qwest files with the Commission
any settlement agreement with a telecommunications carrier that would result in the carrier not
participating in any generic docket of industry-wide general concern pending before the
Commission and that violations of those provisions may be pumshed by contempt after notice
and a hearing as provided by A.R.S. Section 40-424;

WHEREAS, as detailed in this Agreement, Qwest shall apply monies and issue credits to
resolve the events leading to the Litigation, as well as implement procedures and accede to
independent monitoring, thereby demonstrating the commitment of corporate management to
comply with and to address the Commission’s stated concemns that Qwest is to comply with the
filing requirements of Section 252(e) of the Telecommunications Act, implement cost docket
decisions in a timely manner, and apprise the Commission of any settlement with a
telecommunications carrier that would result in the carrier not participating in any generic docket
of industry-wide general concern before the Commission;

WHEREAS, while Qwest denies any wrongdoing, the parties agree that the terms and
conditions of this Agreement, including but not limited to, the Cash Payment, Voluntary
Contributions and Minimum Settlement Amount, are fair, reasonable and in the public interest;

WHEREAS, in consideration thereof, the Parties agree as follows:



TERMS AND CONDITIONS

1. CASH PAYMENT.

Qwe§t agrees to pay. an Aggregate Cash Payment Amount of $5,197,000.00. The Parties
have agreed that the Aggregate Cash Payment Amount shall be attributable to each portion of the
Litigation as follows:

1. $5,000,000.00 for the Dockets addressing Qwest’s compliance with
Section 252(e) and Qwest’s alleged interference with the 271 regulatory process;
2. $47,000.00 for the Docket addressing Qwest’s compliance with Section
252(e);
3. $150,000 for the Docket dealing with Qwest’s implementation of the new
wholesale rates.
" Qwest agrees to pay the Aggregate Cash Payment Amount to the State Treasurer within

30 days of the Effective Date of the Commission’s Decision approving this Agreement.

2. VOLUNTARY CONTRIBUTIONS.

Qwest agrees to make Voluntary Contributions in an amount of $6,000,000.00, or more

as detailed below, in the following areas:

1. Section 501(c)(3) organizations or other State-funded programs involved
in the areas of education and/or economic development;

2. Educational programs designed to promote greater understanding of
telecommunications issues by Arizona consumers;

3. Infrastructure Investment, including investments in Unserved and
Underserved areas in the State of Arizona. Any party to this Agreement may also propose other

projects, which may include by way of illustration but are not limited to the following:



investments to further route diversity for homeland security and 911 services, investments that
promote the general welfare or safety of consumers, or investments in advanced services. All
parties shall have the right to argue in support of or opposition to any of the proposed projects
before the Commission, if agreement cannot be reached. This provision is not intended to
prohibit the Commission from designating specific projects.

Qwest’s initial Voluntary Contribution shall be in the amount of $6,000,000.00. This
amount shall be subject to increase to the extent that the Minimum Settlement Amounts specified
in Paragraphs 3 through 5 below are not reached, subject to Paragraph 6 below. Further, Qwest
agrees that all such investments shall be in addition to any investments, construction or work
already planned by Qwest.

Parties will request that the Commission determine the percentage allocation (e.g. from 0
to 100) of the Voluntary Contributions to be made for each of the three investment categories
(i.e., education, economic develdpment, and Infrastructure Investment) forthwith or the
Commission may designate such responsibility to its Director of Ultilities. The parties agree that,
in order to have the process of allocations of voluntary contributions work as efficiently as
possible, they will request that the Commission provide guidance on the allocation of funds
among the categories prior to submission of the project lists by the parties. The Commission or
Director of Utilities shall have the discretion to revise such allocations on a project by project
basis to the extent Qwest has not already spent the allocated funds or has not contractually
committed the funds to a project previously approved by the Commission. Additional amounts
added through non-expenditure by Qwest of any portion of the Minimum Settlement Amounts in
Paragraphs 3 through 5 below shall be handled in a like manner.

Qwest shall be required to provide a proposed list of projects in each investment category
within 30 days of the Effective Date of the Commission’s Decision approving the Settlement
Agreement, or in the case of additional projects, its notification to the Commission that the

Minimum Settlement Amounts have not been met. Any other signatory to this agreement may



provide a list of projects for any category within 60 days of the Effective Date, for Commission
consideration and approval or in the case of additional projects, within 60 days of Qwest’s
notification to the Commission that the Minimum Settlement Amounts have not been met.
Qwest shall also be required to provide Staff with such additional information on those projects
as well as other projects identified by Staff, to allow Staff to make its determinations in an
informed manner. Such information shall include data which allows Staff to establish that the
projects are in addition to any construction and work already planned by Qwest.

Within each investment category, approved projects shall be determined by the mutual
written agreement of the Director of the Commission’s Utilities Division and Qwest’s Arizona
President within 180 days of the Effective Date of the Commission’s Decision approving this
Agreement. Allocation to additional projects as a result of Qwest’s not meeting the Minimum
Settlement Amounts specified in Paragraphs 3 through 5, shall be approved within 180 days of
Qwest’s notification to the Commission that the Minimum Settlement Amounts have not been
met. In the event that the Director of the Commission’s Ultilities Division and Qwest’s Arizona
President cannot agree, the decision on such project shall be escalated to the Commission for
decision. If the projects do not require any additional facilities, construction or development of
new programs, Qwest shall make its investments in the approved projects within 60 days of their
approval by the Director of the Commission’s Utilities Division and Qwest’s Arizona President,
or approval by the Commission if agreement cannot be reached.

If an approved project requires Qwest to develop additional facilities or development of
new programs, construction of such facilities and implementation of such programs shall
commence no later than 180 days of the mutual agreement of the Director of the Commission’s
Utilities Division and Qwést’s Arizona President, barring any circumstances outside of Qwest’s
control, including but not limited to, right-of-way (“ROW?”), permits, environmental studies,

archaeological studies, contract and/or lease negotiations or force majeure events, which shall -



extend the above-referenced construction date. Any such extensions of time shall first be
approved by the Commission’s Director of Utilities.

For purposes of the Infrastructure Investment category, “Unserved Area” shall be defined
as any area outside of Qwest’s current exchange boundaries not currently served or not
adequately served by any wireline telephone service provider and other areas as determined or
approved by the Commission. “Underserved Area” shall be defined as any area within Qwest’s
current exchange boundaries but outside the Base Rate Area which does not have Qwest wireline
telephone facilities available.

For purposes of “Underserved Areas”, Qwest will be required to invest an incremental
amount over and above what it otherwise would have invested (the base amount). Qwest agrees
to provide Staff with the information required to verify that any of the proposed projects
represent an incremental amount over and above what it would have invested otherwise.
Qwest’s current line extension and construction tariff would continue to apply to the
development of infrastructure for the purpose of expending the Voluntary Contributions under
this agreement.

3. DISCOUNT CREDITS

Qwest further agrees to issue a one-time credit to Eligible CLECs, equal to 10 percent of
the total amount of services purchased under 47 U.S.C. Sections 251 (b) and (c) (as defined by
the FCC for the relevant time period) through their interconnection agreements with Qwest or
through Qwest’s Statement of Generally Available Terms and Conditions (“SGAT”) during the
time period from January 1, 2001, through June 30, 2002. Eligible CLECs shall include all
CLECs certificated and operating in the State of Arizona between January 1, 2001 through June
30, 2002, with the exception of the following carriers and their affiliates: Eschelon Telecom,
Inc. and McLeodUSA, Inc. Qwest shall issue such Discount Credits to all Eligible CLECs
within 180 days of the Effective Date of the Commission’s Decision approving the Settlement

Agreement. To obtain the Discount Credit, an Eligible CLEC shall be required to execute a



release of any and all claims of the CLEC and its affiliates, subsidiaries, and parents against
Qwest, arising out of any of the agreements, acts, or omissions at issue in Docket Numbers: RT-
00000F-02-0271 and T-00000A-97-0238 (subdocket).

The amount of the aggregate Discount Credits shall neither exceed $8,910,000.00 nor be
less than $8,100,000.00. If the aggregate Discount Credits provided to Eligible CLECs are less
than $8,100,600.00 (Minimum Settlement Amount for purposes of this Paragraph 3), Qwest shall
contribute a sum equal to the difference (i.e., $8,100,000.00 less the calculated amount) as an
additional contribution in the manner provided under Paragraph 2 (Voluntary Contributions) and
Paragraph 6 (Additional Voluntary Contributions) of this Agreement. If the aggregate Discount
Credits are greater than $8,910,000.00, Qwest shall provide the Discount Credits in the aggregate
amount of $8,910,000.00 to all Eligible CLECs ratably (i.e., each CLEC receives that portion of
the $8,910,000.00 equal to the percentage of that CLEC’s claim for Discount Credits to the total

claims of all CLECs for Discount Credits).

4. ACCESS LINE CREDITS.

Qwest further agrees to issue one-time credits to Eligible CLECs at the rate of $2.00 per
month for each UNE-P line or unbundled loop purchased by the CLEC from Qwest between July
1, 2001, through February 28, 2002, less amounts billed and collected by each Eligible CLEC
from Qwest for terminating intraLATA toll on a monthly basis during that same time period.
Eligible CLECs shall include all CLECs certificated and operating in the State of Arizona
between July 1, 2001 through February 28, 2002, with the exception of the following carriers and
their affiliates: Eschelon Telecom, Inc. and McLeodUSA, Inc. Qwest shall issue these one-time
Access Line Credits to all Eligible CLECs within 180 days of the Effective Date of the
Commission’s Decision approving the Settlement Agreement. To obtain the Access Line
Credits, an Eligible CLEC shall be required to execute a release of any and all claims of the

CLEC and its affiliates, subsidiaries, and parents against Qwest, arising out of any of the



agreements, acts, or omissions at issue in Docket Numbers: RT-00000F-02-0271 and T-
00000A-97-0238 (subdocket).

The total amount of the Access Line Credits shall neither exceed $660,000.00 nor be less
than $600,000.00. If the aggregate Access Line Credits provided to Eligible CLECs are less than
$600,000.00‘ (Minimum Settlement Amount for purposes of this Paragraph 4), Qwest shall
contribute a sum equal to the difference (i.e., $600,000.00 less the calculated amount) as an
additional contribution in the manner provided under Paragraph 2 (Voluntary Contributions) and
Paragraph 6 (Additional Voluntary Contributions) of this Agreement. If the aggregate Access
Line Credits issued exceed $660,000.00, Qwest shall provide Access Line Credits in the
aggregate amount of $660,000.000 to all Eligible CLECs ratably (i.e., each CLEC receives that
portion of the $660,000.00 equal to the percentage of that CLEC’s claim for Access Line Credits
to the total claims of all CLECs for Access Line Credits).

The following prdcedures shall apply in determining the amount of Access Line Credits
to be proVided by Qwest to CLECs:

A. Within 30 days of the Effective Date of the Commission’s Decision Approving
the Settlement Agreement, Qwest wili inform each CLEC operating in Arizona
that purchased UNE-P or unbundled loops from Qwest from July 2001 through
February 2002, that it may be eligible to receive a per UNE-P or per unbundled
loop credit for terminating IntraLATA switched access, to be offset by collections
from Qwest for the CLEC’s terminating switched access. Qwest’s notice will
include the procedures for CLECs to respond as specified below.

B. Within 60 days of being informed by Qwest of its possible eligibility, each CLEC
will submit to Qwest information and documentation supporting the following:

1. The average number of UNE-P lines and unbundled loops leased by the

CLEC in service per month from July 2001 through February 2002.



ii. The amounts the CLEC actually collected from Qwest for terminating
intraLATA switched access for the UNE-P lines or unbundled loops in
service, for each month from July 2001 through February 2002.

C. Within 60 days of the date Qwest receives the information specified in

Subparagraph B from the CLEC, Qwest shall inform the CLEC of the amount of
k the credit it is due (the $2 per line per month amounts less the offset calculated
based upon the above information).

1. Within 30 days of the date Qwest informs the CLEC of the amount of the
credit it is due, Qwest shall credit to each CLEC that has executed a
release of any and all claims against Qwest the amount that the CLEC is
actually entitled to receive.

D. If a CLEC fails to reasonably comply by not providing Qwest with any of the
information necessary to determine the appropriate amount of credit, the CLEC
will not be entitled to receive credits under this Paragraph. Notwithstanding the
above, if the information is in the possession of Qwest, Qwesi shall not require
the CLEC to provide it again in order to receive the credit. If the information is
not available to either Qwest or the CLEC, the CLEC will receive the amount that
Qwest actually paid Eschelon each month, which is $0.96 per line per month.
Any disputes arising from this subpart shall be submitted to the Commission Staff

for resolution.

5. UNE-P CREDITS.

Qwest further agrees to provide one-time credits to Eligible CLECs against future
purchases for each month Qwest did not provide accurate daily usage information. These UNE-
P credits shall be made at the rate of $13 per month for each UNE-P line purchased by CLECs

through their interconnection agreements with Qwest or Qwest’s SGAT from November 1, 2000,



through June 30, 2001 and $16 per month for each UNE-P line purchased by CLECs through
their interconnection agreements with Qwest or through Qwest’'s SGAT from July 1, 2001,
through February 28, 2002, less the amounts actually billed by these CLECs to 'interexchange
carriers for switched access on an aggregate basis for such UNE-P lines during these monthly
periods div_ic}ed by the average number of UNE~P.1ines in service for that month. Eligible
CLECs shall include all CLECs certificated and operating in the State of Arizona between
November 1, 2000 through February 28, 2002, with the exception of the following carriers and
their affiliates: Eschelon Telecom, Inc. and McLeodUSA, Inc. Qwest shall issue the UNE-P
Credits to Eligible CLECs within 180 days of the Effective Date of the Commission’s Decision
approving this Settlement Agreement. To obtain the UNE-P Credits, an Eligible CLEC shall be
required to execute a release of any and all claims of the CLEC and its affiliates, subsidiaries,
and parents against Qwest, aﬁsing out of any of the agreements, acts, or omissions at issue in
Docket Numbers: RT-00000F-02-0271 and T-00000A-97-0238 (subdocket).

The total amount of the UNE-P Credits shall neither exceed $550,000.00 nor be less than
$500,000.00. If the aggregate UNE-P Credits issued to Eligible CLECs are less than
$500,000.00 (Minimum Settlement Amount for purposes of this Paragraph 5), Qwest shall
contribute a sum equal to the difference (i.e., $500,000.00 less the calculated amount) as an
additional contribution in the manner provided under Paragraph 2 (Voluntary Confributions) and
Paragraph 6 (Additional Voluntary Contributions) of this Agreement. If the aggregate UNE-P
credit exceeds $550,000.00, Qwest shall provide UNE-P Credits in the aggregate amount of
$550,000.00 to all Eligible CLECs ratably (i.e., each CLEC receives that portion of the
$550,000.00 equal to the percentage of that CLEC’s claim for UNE-P Credits to the total claims
of all CLECs for UNE-P Credits).

The following procedures shall apply to determining the amount of UNE-P Credits to be

provided by Qwest to the CLECs:
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Within 30 days of the Effective Date of the Commission’s Decision approving

this Settlement Agreement, Qwest will inform each CLEC operating in Arizona

that leased UNE-P from Qwest from November 2000 through February 2002, that
it may be eligible to rec.:eive a per UNE-P Credit for each month Qwest did not
provide accurate daily usage information, to be offset by actual billings to

" interexchange carriers (“IXCs”) for switched access. Qwest’s notice will include

the procedures for CLECs to respond as specified below.

Within 60 days of being informed by Qwest of its possible eligibility, each CLEC

will submit to Qwest information and documentation supporting the following:

i. The months from November of 2000 to February, 2002 that the CLEC
believes it did not receive accurate daily usage information from Qwest.

ii. The reasons that the CLEC believes that the daily usage information was
inaccurate.

iil. The average number of UNE-P lines leased by the CLEC in service for
each such month that it believes it did not receive accurate daily usage
information.

iv. The aggregate amount the CLEC actually billed interexchange carriers for
switched access originated and terminated through such UNE-P lines for
each month in which the CLEC believes Qwest’s daily usage information
was inaccurate.

Within 60 days of the date Qwest receives the information specified in

Subparagraph B from the CLEC, Qwest shall inform the CLEC of the amount of

the credit it is due (the $13 or $16 per line per month amounts less the offset

calculated based upon the above information) or the reasons that Qwest believes

that the DUF files that it provided to the CLEC were accurate.
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1. Within 30 days of the date Qwest informs the CLEC of the amount of the
credit it is due, Qwest shall credit to each CLEC that has executed a
release of any and all claims against Qwest the amount that the CLEC is
actually entitled to receive after adjusting for any offsets attributable to the
CLEC; or

. ii. If Qwest has informed the CLECs that it believes that the DUF files were
accurate, the CLEC shall have 30 days to respond to Qwest. Qwest shall
then have the burden of proving that the DUF files were accurate.

D. If a CLEC fails to reasonably comply by not providing Qwest with any of the
information necessary to determine the appropriate amount of credit, the CLEC
will not be entitled to receive credits under this Paragraph. Notwithstanding the
above, if the information is in the possession of Qwest, Qwest shall not require
the CLEC to provide it again in order to receive the credit. Any disputes arising

from this subpart shall be submitted to the Commission Staff for resolution.

6. ADDITIONAL VOLUNTARY CONTRIBUTIONS.

Qwest agrees that if the credits issued under Paragraphs 3 through 5 above, are less than
the respective Minimum Settlement Amounts required under these same Paragraphs of this
- Agreement, Qwest shall make an additional voluntary contribution in the manner provided under
Paragraphs 2 and 3 through 5 above and this Paragraph 6 in an amount equal to the remaining
respective Minimum Settlement Amounts for the Discount, Access Line and UNE-P credits not
1ssued to satisfy the terms of this Agreement. Qwest may deduct amounts attributable to Eligible
CLECs that do not execute a release of any and all claims against Qwest from the amount of
Discount Credits, Access Line Credits, and/or UNE-P Credits owed under this Agreement, for a
period of one year from the Effective Date of the Commission Decision approving the Settlement

Agreement. At the expiration of one year from the Effective Date of the Commission Decision
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approving this Settlement Agreement, Qwest shall make additional Voluntary Contributions in
the manner provided under Paragraphs 2 and 3 through 5 above in amounts equal to the
remaining respective Minimum Settlement Amounts for the Discount, Access Line and UNE-P
Credits not issued to satisfy the terms of this Agreement. Qwest may also deduct any amounts
due under Pgragraphs 3 through 5 of this Agreement for any individual CLEC which brings a
claim within one year from the Effective Date of the Commission Decision approving the
Settlement Agreement against Qwest arising out of the agreements, acts, or omissions at issue in
Docket Numbers: RT-OOOOOF-02—0271 and T-00000A-97-0238 (subdocket). Qwest shall make
the additional contributions required under this paragraph no later than 90 days from the

submission of its final written report required in Paragraph 7 following.

7. REPORT ON CREDITS.

Within 240 days from the Effective Date of the Commission’s Decision approving this
Settlement Agreement, Qwest shall submit a written report to Staff demonstrating that it has
issued the Discount Credits, Access Line Credits, and UNE-P Credits in the manner provided in
Paragraphs 3 through 5 above. Qwest shall provide any additional reasonable information as
may be requested by the Staff in determining that such credits were issued in a proper and timely
manner. CLEC specific information shall be submitted as confidential information. If not all
CLECs have executed a release of any and all claims against Qwest, Qwest shall submit a final

written report 60 days after the one-year period specified in paragraph 6 above has expired.

8. RETENTION OF INDEPENDENT MONITOR.

Within 90 days of the Effective Date of the Commission’s Decision approving this
Settlement Agreement, Qwest agrees to retain and thereafter pay for an independent third-party
monitor, selected by the Director of the Commission’s Utilities Division with input from Qwest,

to conduct an annual review of the Qwest Wholesale Agreement Review Committee for a period
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of three years from the Effective Date of the Commission’s Decision approving the Settlement
Agreement. The scope of the annual independent review shall be determined by the Staff with
input from Qwest and interested parties.  The Monitor must be able to demonstrate that he or
she can offer an independent opinion, that no conflicts of interest will result from his or her
selection and that he or she has not testified in a docket in Arizona involving Qwest in the past
three years. Qwest may terminate its retention of the Monitor prior to the end of the three year

period only upon the written consent of the Director of the Commission’s Utilities Division.

S. COMPLIANCE TRAINING.

Qwest agrees to continue its Compliance Training Program for existing and new
employees in the Local Network Services, Wholesale Markets, Product Management, Public
Policy, and Law Departments for a minimum period of three years from the Effective Date of the
Commission’s Decision approving the Settlement Agreement. The Compliance Training

Program is an internal web-based training program on compliance with Section 252(e) of the

Act.

10.  OPT-IN FOR ELIGIBLE CLECS.

Any CLEC currently certificated and operating in Arizona may optéin to the non-
monetary provisions relating to Section 251(b) and (c) services of any agreement listed on Table
1 of the pre-filed Direct Testimony of Marta Kalleberg in Docket No. RT-00000F-02-0271. In
exercising opt-in, however, the CLEC must satisfy the criteria under Section 252(i), including
but not limited to, assuming any and all related terms in the agreement it chooses.

If a dispute between Qwest and the CLEC arises regarding the eligibility of the CLEC to
opt-in to certain provisions of any agreement, Qwest and/or the CLEC may submit a request for
a Commission defermination in Phase II of Docket No. RT-00000F-02-0271 (Qwest’s

Compliance with Section 252(e) of the Federal Act).
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11.  WITHDRAWAL OF FEDERAIL APPEAL.

Qwest further agrees to voluntarily move to dismiss with prejudice its appeal of the
Commission’s Opinion and Order issued on June 12, 2002, Decision No. 64922, in Investigation
Into Qwest Corporation’s Compliance with Certain Wholesale Pricing Requirements for
Unbundled Nerwork Elements and Resale Discounts, Phase II, ACC Docket No. T-00000A-00-
0194 that it filed in the United States District Court for the District of Arizona (Case No. CIV
02-1626 (PHX-SRB), captioned Qwest Corporation v. Arizona Corporation Commission, et al.
(“the Appeal”) within 30 days of the Effective Date of the Commission’s Decision approving the
Settlement Agreement.

Until its filing for dismissal is made with the Court, Qwest agrees to seek whatever
extensions of time are necessary and to inform the Court that a settlement has been entered into
with the Commission that would result in dismissal of the Appeal. The Staff agrees to support
Qwest’s motion to dismiss the Appeal, and any extensions of time which Qwest requests.

Each party to the Appeal, however, will be required to bear its own attorneys’ fees and

costs incurred therein.

12. RETENTION OF CONSULTANT FOR IMPLEMENTATION OF WHOLESALE
RATES. ‘

Qwest further agrees that within 90 days of the Effective Date of the Commission’s
Decision approving this Settlement Agreement, Qwest shall retain and thereafter pay for an
independent third-party consultant, selected by the Director of Utilities with input from Qwest.
Qwest’s obligation to pay the billings of the third party consultant shall be limited to a total
payment of no more than $150,000. The scope of the Consultant’s work shall be determined by
the Commission Staff with input from Qwest and interested parties. The Consultant shall
provide independent assessments to the Commission and its Staff of improvements made to

automate Qwest’s wholesale rate implementation processes. The Consultant shall provide
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recommendations on further process changes with the goal of mechanizing of Qwest’s wholesale
implementation processes, to the extent technologically and economically feasible. Qwest
agrees to meet with Staff to discuss the economic and practical feasibility of implementing the
recommendations contained in such reports. Qwest shall retain the Consultant for a period of
three years from the Effective Date of the Commission’s Decision approving this Settlement
Agreement.but may terminate its retention of the consultant prior to the end of the three year

period only upon the written consent of the Director of the Commission’s Utilities Division.

13.  COST DOCKET GOVERNANCE TEAM.

Quwest agrees to continue its Cost Docket Governance Team for a period of three years
from the Effective Date of the Commission’s Order approving the Settlement Agreement. The
Cost Docket Governance Team is a team comprised of executive level personnel from
organizations within Qwest with primary involvement and responsibility for wholesale cost
docket implementation in Arizona. Those organizations include: Wholesale Product
Management, Wholesale Service Delivery, and Public Policy. The purpose of the team is to
provide both an oversight role and to serve as an escalation point for issues or obstacles that may
arise during the implementation process. Qwest may dissolve the OSC Governance Team before
. the end of the three year period only with the Director of Utilities’ written consent..

14.  NOTIFICATION OF WHOLESALE RATE CHANGES TO COMMISSION AND
CLECS.

Qwest further agrees to provide prompt written notification to its wholesale customers in
Arizona of changes in their whoiesale rates upon the occurrence of any of the following events:
(a) the issuance of a final Commission Decision changing wholesale rates, which contains
updated wholesale rate sheets; and (b) the appearance of the new Commission-approved

wholesale rates on customer bills. Qwest shall promptly provide information to the Commission
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and Staff concerning the status and time frames for implementation of future changes in
wholesale rates.

Qwest shall meet and confer with Staff one year from the Effective Date of the
Commission’s Decision approving the Settlement Agreement concerning: (a) the status of
Qwest wholesale rate implementation in Arizona; (b) current industry expectations relative to
wholesale £ate implementation; and (c) Qwest business practices relative to wholesale rate

implementation and the negotiation of interconnection agreements with other Arizona carriers.

15. WHOLESALE RATE IMPLEMENTATION.

- Qwest shall file its initial compliance filing including a numeric price list within fourteen
(14) days of a recommended opinion and order. If Qwest determines that additional time is
necessary to complete the filing based on good cause, such as the absence of essential
information in the recommended opinion and order to permit numeric wholesale rates to be
calculated or a need to restructure the applicable cost model, Qwest shall apply to the
Commission for an extension of time to make the compliance filing. Qwest shall implement
prospectively all ordered wholesale rates within 60 days from the effective date~_of the final
Commission Decision approving rates and setting forth the numeric wholesale rates to be
implemented. Qwest will use its best efforts to deterrmhe the numeric rates resulting from the
Commission’s modifications to the recommended opinion and order in a timely fashion, for
inclusion in a final Commission Decision approving new wholesale rates and setting forth
numeric wholesale rate changes. Within 60 days from the effective date of the final
Commission Decision approving new wholesale rates and setting forth new numeric wholesale
rates to be implemented, Qwest shall perform all necessary back-billing back to the effective
date of the Commission’s Order setting forth the new numeric rates. Qwest may petition the

Commission for additional time to implement these rates in the event there are circumstances
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beyond Qwest’s control that necessitate additional time for implementation, and the Commission

shall not withhold approval of such request upon good cause shown.

16.  FILING OF SETTLEMENT AGREEMENTS.

Commencing on the Effective Date of the Commission’s Decision approving the
Settlement Agreement, Quwest shall docket, within ten days of execution, with the Commission
any settlement agreements reached in Commission dockets of general application. On December
31, 2003 and for three years from the Effective Date of the Commission’s Order approving the
Settlement Agreement, Qwest shall submit to Staff a written statement attesting to the fact that
Qwest either has not reached any settlement agreements in Commission dockets of general
application for the applicable year, or has docketed such settlement agreements with the

Commission.

17. EFFECTIVE DATE.

The “Effective Date” as used in this Agreement shall mean the date by which the
Commission’s Order approving this Settlement Agreement becomes final by the expiration of the
periods set forth in A.R.S. Section 40-253 for the filing and consideration of an application for

rehearing.

18.  DISMISSAL OF LITIGATION.

Issuance of the Commission’s Decision Approving this Settlement Agreement shall
constitute full and final resolution of the Litigation, and the Decision shall include an order
terminating and closing Phase I of Docket No. RT-00000F-02-0271 (Qwest’s Compliance with
Section 252(e) of the Federal Act); Docket No. T-00000A-97-0238 (271 Subdocket) (Qwest’s
Interference with the 271 Regulatory Process); and Docket No. T-01051B-02-0871 (OSC

Regarding Qwest’s Failure to Implement Wholesale Rates in a Timely Manner).
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19.  COMMISSION APPROVAL AND SEVERABILITY.

Each provision of this Agreement is in consideration and support of all other provisions,
and expressly conditioned upon acceptance and approval by the Commission without change.
Unless the Parties to this Agreement otherwise agree, in the event that the Commission does not
accept and approve this Agreement according to its terms, then it shall be deemed withdrawn by
the Parties énd the Parties shall be free to pursue their respective positions in the Litigation

without prejudice.

20. COMPROMISE.

This Agreement represents the Parties’ mutual desire to compromise and settle all
disputed claims at issue in the Litigation in a manner consistent with the public interest and
based upon the pre-filed testimony and exhibits and the evidentiary record developed in the
Litigation. This Agreement represents a compromise of the positions of the Parties. Acceptance
of this Agreemént is without prejudice to any position taken by any party in the Litigation and
none of the provisions may be referred to, cited or relied upon by any other party in any fashion
as precedent or otherwise in any proceeding before this Commission or any other regulatory

agency or before any court of law for any purpose except in furtherance of the purposes and

results of this Agreement.

21.  PRIVILEGED AND CONFIDENTIAL COMMUNICATIONS.

All negotiatioﬁs relating to or leading to this Agreement are privileged and confidential,
and no party is bound by any position asserted in negotiations, except to the extent expressly
stated in this Agreement. As such, evidence of conduct or statements made in the course of
negotiation of this Agreement are not admissible as evidence in any proceeding before the

Commission, any other regulatory agency or any court.
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22. COMPLETE AGREEMENT.

This Agreement represents the complete agreement of the Parties. There are no
understandings or commitments other than those specifically set forth herein. The Parties
acknowledge that this Agreement resolves all issues that were raised in the Litigation and is a

| complete and total settlement between the Parties.

23. SUPPORT AND DEFEND.

Each Signatory Party will support and defend this Agreement and any order entered by
the Commission approving this Agreement before the Commission or other regulatory agency or

before any court in which it may be at issue.

24, APPEALS AND CHANGE OF LAW.

The Parties believe that this Settlement Agreement is in the public interest land lawful.
Nothing herein shall be construed as prohibiting Qwest from obtaining a refund of the Cash
Payment from the State Treasury made pursuant to Paragraph 1 of the Settlement Agreement, or
from conditioning the tender of the Cash Payment to the State Treasury upon the right to a
refund, if the court of the highest jurisdiction to which the matter is appealed should ultimately
find in a final, nonappealable order that the Settlement Agreement is unlawful or that the
Commission Decision approving the Settlement Agreement is reversed. If such condition
precludes the acceptance of the Cash Payment by the State Treasury, then the Cash Payment
under Paragraph 1 of this Settlement Agreement shall be placed in an interest-bearing escrow
account at a financial institution that is mutually agreed to by Staff and Qwest. If no appeal of
the Commission Decision approving the Settlement Agreement is filed or if the Court ultimately

enters a final, nonappealable order finding the Settlement Agreement is lawful or the
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Commission Decision approving the Settlement Agreement is affirmed, the principal and interest
contained in the escrow account shall be paid to the State Treasury without further condition. If
the court of the highest jurisdiction to which the matter is appealed ultimately finds in a final,
nonappealable order that the Settlement Agreement is unlawful or the Comnﬂesion Decision
approving the Settlement Agreement is reversed, the principal and interest contained in the.
€SCrow accotmt shall be returned to Qwest. It is further understood that if the court of the highest
jurisdiction to which the matter is appealed should ultimately find in a final, nonappealable order
that the Settlement Agreement is unlawful or the Commission Decision approving the Settlement
Agreement is reversed, Qwest will have no further obligation to make any remaining Voluntary
Contributions pursuant to Paragraph 2 of the Settlement Agreement. If a court of lower or
intermediate jurisdiction enters an order finding the Settlement Agreement is unlawful or that the
Commission’s Decision approving the Settlement Agreement shall be reversed, Qwest’s
obligations pursuant to Paragraphs 1 and 2 will be suspended until the entry of a final,
nonappealable order of a higher court finding the Settlement Agreement is lawful or that the
Commission Decision approving the Settlement Agreement is ‘afﬁrmed. The Staff shall not
oppose Qwest obtaining from the State Treasury a refund of the Cash Payment or Qwest
conditioning the payment of the Cash Payment to the State Treasury on the right to a refund, all
as set forth in this Paragraph 24. Except as specifically provided in this Paragraph 24, Qwest
shall not otherwise place conditions on the payment of the Cash Payment to the State Treasury.

In the event that the State Treasury does not accept Qwest’s conditional tender of the Cash
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Payment, Qwest agrees to negotiate in good faith with the State Treasury in an effort to reach
mutually-acceptable conditions for tender of the Cash Payment prior to placing the Cash

Payment in an escrow account pursuant to this Paragraph.

/1/7
DATED this 25 day of 3 J/ ;7 2003,

ARIZONA CORPORATION COMMISSION
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