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AT&T Communications of the Pacific Northwest, Inc. (“AT&T”) hereby responds to
(1) Commission Staff’ s Petition for Interlocutory Review of the Fifth Supplementa Order and
Alternative Mation for Summary Determination; (2) Commisson Staff's Petition for
Clarification of the Fifth Supplementa Order; and (3) Verizon's Mation for Clarification of the
Fifth Supplemental Order. AT& T agreesthat the Commission should dlarify its Fifth
Supplementa Order dong the lines that Commission Staff proposes,” but not in the sdlf-serving

manner proposed by Verizon Northwest Inc. (“Verizon™).

! Commission Staff sylesitsinitia petition as one for interlocutory review, but taff essentially
is requesting that the Commission resolve gpparent internd inconsstencies in the Ffth
Supplementa Order. Accordingly, AT&T believesthat this petition should be considered by
the Commission as arequest for clarification, rather than interlocutory review, of the Fifth
Supplemental Order.



DISCUSSION
1. The Commission Should Clarify That thelssuesRaised in AT&T’s

Complaint Are Broader Than Described in the Fifth Supplemental
Order.

The Commission properly concluded that the scope of the hearings in this proceeding
“should be limited to the questions raised by AT& T's complaint,” but as Commission Staff
accurately observes, AT& T's complaint raises issues beyond the specific issues that the
Commission identifiesin its Fifth Supplemental Order. See Fifth Supp. Order §25. AT&T's
position has consistently been that Verizon's switched access charges, like locdl
interconnection charges, should be based on the costs of providing the service. AT&T's
Complaint, however, aleges that Verizon's switched access charges are excessve on avariety
of grounds. Theissue thusis potentidly broader than whether Verizon's access charges
exceed their costs. Commission Staff accurately observes that no party disputes that they do,
but parties do not agree on whether those charges nevertheless are reasonable or
nondiscriminatory, or whether those charges should be reduced but to aleve that till exceeds
cost. The Commission should permit the parties to address these related issues, which are
within the scope of AT&T's Complaint.”

The Commission dso does not accurately state AT& T’ simputation claim. AT&T

alegesthat Verizon'sretal toll prices do not exceed Verizon's costs to provide those prices,

? Commission Staff also requests that the Commission permit the introduction of evidence on
Verizon'searnings. Asdiscussed below, AT& T bdieves that information on Verizon's
earnings are marginaly relevant at best and thus does not join Commission Staff in
recommending that the Commission clarify its order to permit evidence to be introduced on this
issue.
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including Verizon's switched access charges. Verizon does not actudly pay itself switched
access charges, S0 those charges must be “imputed” into the costs that Verizon is deemed to
incur when it provides retall toll services. Again as Commission Staff correctly observes, the
focus of thisinquiry is on whether Verizon'stoll rates exceed costs (including switched access
charges), not whether switched access services exceed cogs. The Commission should clarify
that thiswas itsintent in sating AT& T’ simputation dam.

AT&T a0 agrees with Commisson Staff that Verizon has faled to make any showing
of the need to file surrebutta testimony, particularly given its position that AT& T (and
Commisson Staff) bears the burden of proof on al issuesin this proceeding. Verizon has
demondtrated the legitimacy of Commisson Staff’sand AT& T’ s concerns by filing surrebuttal
testimony that vastly exceeds the scope of the surrebuttal testimony the Commisson
contemplated in its Fourth and Fifth Supplemental Orders. AT& T, however, addressesiits
concerns more specificaly in its Motion to Strike Verizon Surrebutta Testimony or
Alternatively to File Responsive Testimony and thus does not take a position on whether the

Commission should revigt its decison to permit Verizon to file surrebutta testimony.
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2. The Commission Should Not Clarify the Fifth Supplemental Order as
Verizon Proposes.

Verizon requests clarifications of the Fifth Supplemental Order that are Smilar to those
that Commission Staff requests, but Verizon proposes that the Commission extend its order far
beyond the Commission’sintent. Verizon's Mation for Clarification thus represents nothing
more than reargument on issues that the Commisson has dready resolved. Assuch, Verizon's
motion is proceduraly and substantively improper and should be denied.

Creation of Second “ Phase’

Verizon first mischaracterizes the Fifth Supplementa Order as creating two phasesin
this docket and segregating issues with respect to remedies into a separate, subsequent phase.

The Fifth Supplementa Order created no such bifurcation. Reather, the Commission smply
recognized that Verizon may seek to raise issues arigng from implementation of any remedies
that the Commission awards. Leaving the door open for such arequest isafar cry from
granting it in advance or establishing a separate “ phase” for remedies. To the contrary, the
parties established a schedule for this proceeding that contemplated no additional “phases.”
Asthe Commission recognized, Verizon has dways had, and continues to have, the option to
filearate caseif it believesthat rate rebaancing is appropriate. Any subsequent consderation
of that or related issues should be in such a separate case, not a subsequent “phase’ of this
proceeding.

Indeed, any delay in providing appropriate relief to AT& T and other interexchange
carriers (“I1XCs") that are not affiliated with Verizon would serve only to further perpetuate the

harms resulting from Verizon's unlawful rates. Continued harm to competitors, of course,
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benefits Verizon and its affiliates, and the Commisson should not be surprised that Verizon
proposes to indefinitely delay any congderation of gppropriate relief — much less
implementation of that relief — to which AT& T and other IXCs are entitled. The Commission,
however, should act in the best interests of a competitive market and of Washington consumers
and should provide gppropriate relief as expeditioudy as possble following the scheduled
hearingsin this proceeding.

Verizon’s Earnings

Verizon mischaracterizes AT& T’ s position that “evidence of Verizon's overdl earnings
may be germane to the issues of the reasonableness of Verizon's switched access and toll
rates” AT&T made that statement but never stated, and does not agree, that “”if Verizon's
access charges are above incremental cost, they could be ‘just and reasonable’ because they
alow Verizon the opportunity to earn a“sufficient’ return.” Verizon Mation at 2 (emphassin
origind). AT&T spogtion is, and always has been, that Verizon's switched access rates are
excessve without regard to whether or not Verizon is earning its authorized rate of return.
Verizon's aleged need for the revenues generated from its switched access charges does not
judtify charges that harm effective competition in intrastate toll markets.

The only potentia relevance of Verizon's earningsto theissuesraised in AT&T's
Complaint is to demongtrate that VVerizon is using revenues from switched access charges to
fund the anticompetitive toll pricesthat VVerizon charges to its end user customers and its
dfilistes. Such potentia relevance, however, does not justify reconsderation of the

Commission’' s decison to drike testimony on Verizon's earnings.
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Price Squeeze and Competitive Harm

Verizon also seeksto “clarify” that AT& T’ s evidence with respect to the price
sgueeze created by Verizon's switched access charges and toll rates and the resulting harm to
interexchange markets should be stricken because the Commission denied Verizon’s motion to
compel AT&T to provide dataon AT& T’ s costs and market plans. The Fifth Supplementd
Order does not even reference AT& T’ s evidence on price squeeze and competitive harm.
Verizon's request to strike this testimony thusis a motion strike in the guise of amotion for
“clarification,” and as such, is procedurally improper.

Even if the Commisson were to condder this request on the merits, it has none.
AT&T s costs— or the codts of any interexchange carrier that is not affiliated with Verizon —
have never been part of thiscase. The Commission correctly concluded that once an
gppropriate imputation analysis has been established using Verizon’' s cods, unaffiliated carriers
“will haveto rely on those costs, no matter what their competitive postionsare.” Fifth Supp.
Order 1 25. That conclusonisfully conagtent with AT& T's Complaint. AT&T contends that
it and other IXCsthat are not affiliated with Verizon do not have afull and fair opportunity to
compete in Washington intrastate toll markets because of the level of Verizon's access charges
and the price squeeze that Verizon has crested. The resulting harm is broadly to competition —
and ultimately to consumers — not specificto AT& T or to any one competing carrier. Dr.
Sdwyn’stestimony on thisissueis precisdy to this effect and is consistent with the Fifth
Supplementa Order. Accordingly, Verizon has provided no basis on which the Commission

should drike that testimony.
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Tucek Testimony

Verizon dams that the Commission should admit al of the cost studies and testimony
sponsored by David G. Tucek despite granting Public Counsel’ s motion to strike this potential
evidence. AT& T agrees with Commission Staff that to the extent that this information
addresses the costs of Verizon's switched access and toll services, it is relevant and should not
be stricken. The remainder of the testimony and exhibits, however, address other VVerizon
sarvices, including basic exchange services, and should be stricken consgtent with the Fifth
Supplementd Order. Even if the Commisson were to permit evidence on Verizon's earnings,
the total service long-run incrementa costs (“TSLRIC”) of individua Verizon loca exchange
savicesisirrdevant to an earnings andyss or to any issue legitimatdy raised in this
proceeding.

Verizon First Motion to Strike

Order Paragraph (4) in the Fifth Supplemental Order states, “Verizon's First Mation
to Strike and for Summary Determination, filed with the Commission on February 13, 2003, is
denied.” Fifth Supp. Order {1 70. Some of the language in the body of the order, however,
gppearsto beinconsgtent with thisorder. AT& T agrees that the Commission should resolve
any gpparent discrepancy but that the Commission should do so by affirming Ordering
Paragraph (4).2

CONCLUSION

® To the extent that the Commission strikes all testimony on Verizon's earnings, al of the
testimony Verizon requested to strike inits First Motion to Strike would be included but not on
the basis stated in Verizon's Motion. Accordingly, the Commission properly denied the
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For the foregoing reasons, the Commission should darify its Fifth Supplementd Order

as generdly requested by Commission Staff, but the Commission should deny Verizon's

Motion for Clarification

DATED this 26th day of February, 2003.

DAVISWRIGHT TREMAINE LLP
Attorneys for AT& T Communications of the
Pecific Northwest, Inc.

By

Gregory J. Kopta
WSBA No. 20519

moation, even if the tesimony cited ultimatdly is stricken.
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