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BEFORE THE WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON

AT&T COMMUNI CATI ONS OF THE
PACI FI C NORTHWEST, | NC., Docket No. UT-020406
Vol une VI

Pages 177 to 273

Conpl ai nant,

VERI ZON NORTHWEST, | NC.,

Respondent .

)
)
)
)
)
VS. )
)
)
)
)
)

A hearing in the above matter was held on
March 7, 2003, from9:00 a.mto 12:00 p.m, at 1300
Sout h Evergreen Park Drive Sout hwest, Room 206, O ynpi a,
Washi ngton, before Adm nistrative Law Judge MARIORIE R
SCHAER and Chai rwoman MARI LYN SHOWALTER and Conmi ssi oner
Rl CHARD HEMSTAD and Commi ssi oner PATRICK J. OSHI E.

The parties were present as follows:

THE COW SSI ON, by SHANNON SM TH, Assi st ant
Attorney Ceneral, 1400 South Evergreen Park Drive
Sout hwest, Post Office Box 40128, O ynpia, Washington
98504- 0128, Tel ephone (360) 664-1192, Facsinmile (360)
586-5522, E-Mail ssmith@wtc.wa. gov.

AT&T COVMUNI CATI ONS OF THE PACI FI C NORTHWEST,
I NC., by GREGORY J. KOPTA, Attorney at Law, Davis,
Wi ght, Tremaine, LLP, 1501 Fourth Avenue, Suite 2600,
Seattl e, Washington 98101, Tel ephone (206) 628-7692,
Facsim |l e (206) 628-7699, E-Mil gregkopta@w .com

Joan E. Kinn, CCR, RPR
Court Reporter
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VERI ZON NORTHWEST, | NC., by CHARLES H
CARRATHERS, 600 Hi dden Ridge, Irving, Texas 75015,
Tel ephone (972) 718-2415, Facsimle (972) 718-0936,
E- Mai | chuck. carrathers@erizon.com and by JUDI TH A
ENDEJAN, Attorney at Law, Graham & Dunn PC, 1420 Fifth
Avenue, 33rd Fl oor, Seattle, Washington 98101,
Tel ephone (206) 340-9694, Facsimle (206) 340-9599,
E- Mai | j endej an@r ahandunn. com

THE PUBLIC, by SIMON J. FFITCH, Assistant
Attorney Ceneral, 900 Fourth Avenue, Suite 2000,
Seattl e, Washington 98164-1012, Tel ephone (206)
389- 2055, Facsinile (206) 389-2058, E-Mi
si monf @t g. wa. gov; and via bridge |line by ROBERT W
CROWELL, JR., Assistant Attorney General, 900 Fourth
Avenue, Suite 2000, Seattle, Washington, 98164-1012,
Tel ephone (206) 464-6595, Facsimle (206) 389-2058,
E-Mai | robertcl@tg. wa. gov.

WORLDCOM | NC., by M CHEL S| NGER NELSON
Attorney at Law, 707 - 17th Street, Suite 4200, Denver,
Col orado 80202, Tel ephone (303) 390-6106, Facsimle
(303) 390-6333, E-Mail michel.singer nel son@wcom com
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W TNESS:

DR. GLENN BLACKMON

DR. LEE L. SELWN

CARL R DANNER

187

187

187
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EXHI BI T:

300

184

ADM TTED:
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PROCEEDI NGS

JUDGE SCHAER: Let's be on the record. This
is a hearing on presentation of a settlenent proposal by
certain parties in Docket Nunmber UT-020406, which is a
conpl ai nt case brought by AT&T versus Verizon. W're
nmeeting today in the Conm ssion's hearing roomin
A ynpia, Washington on March 7th, 2003. |'m Marjorie
Schaer, | will be presiding today. To ny right are the
three comm ssioners who will be conducting the hearing,
Chai rwonan Marilyn Showal ter, Conm ssioner Richard
Henst ad, and Commi ssi oner Pat Oshie.

The Conmission is aware that there is a | ot
at issue here this morning and wants to comunicate to
the parties that by proceeding to hear the w tness
panel's presentation and to clarify that presentation
the Commission is not indicating any result, procedura
or substantive, on any of the pending notions or offers
before it.

At this point, | think it would be
appropriate for the parties proposing the settlenent to
call their witnesses, and then | believe you may have an
objection to interject, M. ffitch; is that correct?

MR. FFITCH: That's correct, Your Honor
t hank you.

JUDGE SCHAER: So would you like to go ahead,
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M5. SMTH:  Your Honor.

JUDGE SCHAER  Yes, Ms. Snmith.

MS. SM TH. Thank you, Your Honor, this is
Shannon Smith for Conm ssion Staff, and | have two small
changes to nake to the settlenent stipulation and one of
the exhibits, and | would Iike to nake those at this
time if that is agreeable to the Bench.

JUDCGE SCHAER: Go ahead, please.

MS. SMTH. On page 4 of the settlenent
stipulation --

CHAI RWOVAN SHOWALTER: Can you wait until we
get there.

M5. SMTH. Yes, certainly.

On page 4 at the very beginning, there is the
letter B, and at the end of that paragraph, there are
the nunbers 2 to 1. Those should be deleted. That's a
typo.

And in the settlenent stipulation, Exhibit C,
page 2, there's a block that's Roman Nuneral VI,
busi ness local rate increases, if you count down to the
fourth item the proposed rate should be $26.50 instead
of $26.

And that's all we have at this point. Thank

you.
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1 JUDGE SCHAER: Ckay, that brings to mnd, do
2 the parties wish at this point to identify Exhibit 300
3 for identification or offer it, and as a matter even
4 before that, why don't we take quick appearances from
5 the parties starting with AT&T.
6 MR. KOPTA: Thank you, Your Honor, Gregory
7 Kopta of the law firm Davis, Wight, Tremaine, LLP, on
8 behal f of Conpl ai nant AT&T Communi cations of the Pacific
9 Nort hwest, Inc.

10 JUDGE SCHAER: Ms. Singer Nel son.

11 MS. SINGER NELSON: Good norning, M chel

12 Si nger Nel son representi ng Wrl dCom

13 JUDGE SCHAER: And Ms. Endejan and

14 M. Carrathers.

15 MS. ENDEJAN. Judy Endej an, G aham and Dunn,

16 representing Verizon Northwest, Inc.

17 MR. CARRATHERS: Charles Carrathers, Vice

18 Presi dent and General Counsel at Verizon Northwest, Inc.

19 MS. SM TH.  Shannon Smith for Conmi ssion
20 Staff.
21 MR, FFITCH: Sinon ffitch Assistant Attorney

22 General for the Ofice of Public Counsel.
23 JUDGE SCHAER: Thank you.
24 MS. SMTH: And, Your Honor, | would like to

25 of fer Exhibit 300, the settlenent stipulation and
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acconpanyi ng exhibits.

JUDGE SCHAER: COkay, |'mgoing to mark for
identification as Exhibit 300 a docunent entitled
settlenent stipulation, and that is followed by certain
attachnents.

MR. FFI TCH:  And, Your Honor, Public Counse
will be including this exhibit in the objections which
you have allowed us to nmake here shortly.

JUDGE SCHAER: And those would be Exhibits A
through C to the docunent. Thank you, M. ffitch

Let's go off the record for just a nmonent.

(Di scussion off the record.)

JUDGE SCHAER: So is it my understandi ng that
you have offered Exhibit 300, Ms. Smith?

MS. SMTH. Yes, Your Honor, thank you.

JUDGE SCHAER: And then perhaps this would be
an appropriate time then for you to make your short form
of objections, M. ffitch, that you may address nore
fully at a later period in this norning' s agenda.

MR. FFITCH: Thank you, Your Honor. The
obj ections which I'm going to nake now for the record
are set forth in our pleading which was filed
el ectronically yesterday and in hard copy this norning.

First of all, Your Honor, Public Counse

objects to the conduct of a hearing on Verizon's or on
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the proposed rate increases for Verizon this norning on
two basic grounds, the first ground being that the
Commi ssion's Fifth Supplenmental Oder limted the scope
of the hearing in this matter to the access charge
i ssues raised in the conplaint of AT&T. The second
basi ¢ reason is that we believe that the notice
requi renents of the Administrative Procedures Act and
the Commi ssion's rules have not been net with regard to
a hearing on general rate increases for Verizon in this
mat ter.

We al so have notions to strike, Your Honor
Those are |aid out beginning at page 4 of our
menor andum W object to the introduction of and we
nmove to strike the portions of the testinony of
W t nesses who are testifying in support of the
settl enent today, the testinmony that was previously
stricken by the Conmi ssion's Fifth Suppl enental Order.
We have, unfortunately this is a bit of a maze to
reconstruct, Your Honor, but we have attenpted to, we
have provided an annotated exhibit |list which attenpts
to indicate for each of the proffered exhibits in
support of the settlenent those portions that were
stricken by the Comm ssion's Fifth Suppl enental Order.
In addition to that, Your Honor -- and that's

essentially our first notion to strike.
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The second notion to strike goes to the
portions of Exhibits B and C to Exhibit 300 which has
just been offered which relate to rate rebal anci ng.
Those are the portions of the exhibit that describe the
rate increase parts of the settlenment, and we are noving
to strike those consistent with our other notion
regardi ng the scope of the hearing.

Thirdly, Your Honor, we nove to strike the
testi mony of Verizon witness Nancy Heuring and her
Exhibits 2 through 4 again on the grounds that the
purpose of her testinony is to support the rate increase
settlenent in this matter, and it's beyond the scope of
the hearing laid out in the Conm ssion's order on our
nmotion in |imne

Qur nenorandum al so states our genera
opposition to the settlenent, Your Honor, and | would
just reference that for the record and nmeke t hat
opposition at this time. | think that -- and we can
al so address that at greater length later on, but |
believe that is the -- conpletes the procedural nptions
that we would Iike to nake at this tine for the record.
Thank you.

JUDGE SCHAER: Thank you, M. ffitch, and
those objections are noted, and we will take argunment on

those notions at a later tine in this hearing, as | had
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i ndi cated to you before we went on the record.

MR. FFI TCH: Thank you.

JUDGE SCHAER: So at this point, | believe
that we would |ike the parties to proceed to call their
Wi t nesses and present what they have prepared to present
this nmorning, which will be followed by clarifying
qguestions fromthe Conm ssioners.

So go ahead, Ms. Smth.

MS. SM TH. Thank you, Your Honor, the
Commi ssion Staff calls Dr. denn Bl ackmon as the Staff's
Wi tness on this panel.

MR. CARRATHERS: And Verizon calls Dr. Carl
Danner as Verizon's wi tness on the panel.

MR, KOPTA: And AT&T calls Dr. Lee Selwn on
behal f of AT&T's participation in the panel.

JUDGE SCHAER: GCentlenen, will you nake your
way to the witness table and take a nonent to get

settled and then raise your right hand, please.

Wher eupon,
GLENN BLACKMON, LEE L. SELWYN, and CARL R DANNER,
havi ng been first duly sworn, were called as w tnesses

herein and were exam ned and testified as foll ows:

JUDGE SCHAER: Thank you.
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MR. FFITCH: Your Honor, at this time I would
like to make a continuing objection to any testinony
fromany of the witnesses who have just been sworn with
regard to any aspect of the settlenent or the support
for the settlenent increasing Verizon's rates.

JUDGE SCHAER: And that is noted, and if you
wi sh to continue to note that you are naking a
continui ng objection as we go along, | think that would
be sufficient to informthe record and the Bench
M. ffitch, of your concerns.

MR, FFI TCH: Thank you, Your Honor, | just
wanted to make it at this point so that |I wouldn't
interrupt the questioning as it went al ong.

JUDGE SCHAER: Thank you, | appreciate your
courtesy.

Go ahead, pl ease.

MS. SM TH. Thank you, Your Honor. | believe
counsel and the w tnesses have deci ded that perhaps the
nost efficient way to go about doing this would be to
have each of the experts give a brief description of
their particular issue in this case and how t he
settl enment agreenent addresses that issue as opposed to
question and answer from counsel, and then perhaps have
the Bench ask any questions of the panel that they may

have.
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JUDGE SCHAER: Go ahead, Ms. Smth.

MS. SMTH. Thank you. | guess | would ask
the witnesses in whatever order they want to begin to
begin with their presentations.

DR. BLACKMON: Thank you, good norning.
drew the short straw and have been asked to go first in
this presentation. | would like to note that throughout
t he negotiati ons we were never as close as we are at
this moment.

But | do want to enphasize that this was the
result of a negotiation by parties who worked very hard
to represent their interests, and the three parties cone
together in support of this settlenment as one that is
reasonabl e and fair to the custoners of this state, and
I think we would ask that the Commi ssion give
consi derabl e weight to the fact that such diverse
parties have been able to reach a conmmon position on
this.

Speaki ng on behalf of the Staff and the
interests that we have in making sure that rates are
fair, just, reasonable, and sufficient,
nondi scrim natory and not preferential, in other words a
position of balance, we believe that by far the nost
i mportant result of this settlenment is that it

elimnates a serious concern that we have had about
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access charges. |It's a general concern for which
Verizon was certainly, you know, one of the nost

i mportant conpani es on our |list of concerns, because
they are second only to Qaest in ternms of size, and they
operate until now with a relatively high | evel of
intrastate access charges. In our direct testinmony, we
laid out why we believe that this was a cross-subsidy,
that it adversely affected custonmers all over the state,
not just Verizon custoners, and this settlenment
agreenent achieves the result that we set out, which was
to bring access charges down to a | evel where there is
no | onger the exporting of costs or the cross-subsidy
into the toll market itself.

In percentage ternms, you know, so |'m not
counting -- adjusting for the fact that Qaest is so nmuch
bi gger than Verizon, | believe that this is the |argest
reduction in access charges that this state has yet
experienced, and it renoves several pennies fromthe
i mputation floor that constrains the toll pricing of
Verizon. And so we think that it will ultimately bring
tangi bl e benefits to the toll custoners throughout the
state, but in particular of Verizon in terms of nore
conpetition, perhaps in the formof |ower prices, but
certainly nore conpetition and nore choices.

We also think that the settlement is
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reasonabl e because it bal ances the needs of Verizon
stockhol ders, its owners, and the custoners that it
serves in this state in terns of earnings, rate of
return, things like that. The overall effect of this
settlenment will be to reduce Verizon's earnings because
it reduces their revenues. It does not, you know,
whol esal e elimnate all the revenue that access charge
reducti on woul d have done, but it does produce sone
decrease in their revenue levels. [It's a bal anced
approach that we think is reasonable.

In terns of the specific offsetting rate
i ncreases that we have agreed to, when we went into that
as Staff, we | ooked primarily at what this Conm ssion
had approved with respect to other conpanies in other
cases. A lot of it had to do with various exanples from
US West or Qnest.

For instance, virtually every other conpany,
| ocal exchange conpany, in the state has a | ate paynent
charge. Verizon did not, so it seened |like a reasonable
thing to do to offset sone of the decrease with the
addition of a late paynent charge. That's a -- we think
t he Conmi ssion has found that to be a reasonable thing
for a conpany to do. It helps the conmpany keep the
revenues comng in on a tinely basis, and, you know,

it's good for everybody when custoners pay their bills
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on tine.

The private |line rate increases that are
built in here, again they nove rates toward so that they
cover cost and also so they match the interstate rates
for services that are really the sane whether they are
interstate or intrastate.

Directory assistance charges are al so nodel ed
nore on what other conpanies do. Verizon anong the
| arge compani es was providing two free to residentia
custoners, where Sprint and Qwest were only providing
one. On the business side, Verizon provided a free one
that Sprint and Qmest did not. So that seened to be a
reasonabl e way to raise additional revenues.

Once we had gone through that list, we stil
had a significant gap between the revenue decrease that
access charges woul d produce and the revenue increases
that we had identified, and so we turned then to the
basic | ocal rates, and we were able to limt the
residential increase to $2.

On the business side we have a $2.50 increase
that -- those roughly match the | evel of rates that they
are paying today in ternms of allocating the
responsibility between the two classes of custoners.

Al so though on the business side we were able to limt

the rate increase to the business rates that within the
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busi ness class were | ower than substitute services,
things like Centrex Service or PBX trunk Iines. One of
the things this Conm ssion has done with US West or
Qnest was to align the various business services better
so that substitute products were priced nore correctly
inrelation to one another. W were able to nmove in
that direction on the business side the way we
structured the business increase here.

The $2 increase on residential service is one
that, you know, we certainly weren't, you know, we w sh
that it were not necessary, but we do feel that it is
necessary in this context and that it's a reasonable
| evel and one that produces a rate at the end of the day
that will be fair, just, reasonable, and sufficient.

And based on that, Staff recomends that the Commi ssion
accept this settlenent of this case.

JUDGE SCHAER: Dr. Bl acknmon, at this point,
woul d you give your name and spell your |ast name to the
court reporter just so that we're certain that she knows
who you are in the record.

DR. BLACKMON: Yes, thank you.

d enn Bl acknon, B-L-A-C-K-M O N

JUDGE SCHAER: And woul d ot her counsel please
ask that as an introductory question for your w tness as

we go forward.
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MR, KOPTA: Yes, we certainly will.

JUDGE SCHAER: Thank you.

MR. KOPTA: And with that, | will, | believe,
i ntroduce Dr. Selwyn.

I will ask, first of all, Dr. Selwn, will
you state your nane and busi ness address and spell your
nanme for the record, please.

DR. SELWYN: Yes, good norning, ny name is
Lee L. Selwyn, spelled S-E-L-WY-N. M business address
is Suite 400, Two Center Plaza, Boston, Mssachusetts
02108.

MR, KOPTA: And, Dr. Selwyn, did you prepare
or have prepared under your direction and contro
Exhibits T-1 and T-2C, which are listed in Exhibit A of
the settlenent stipulation?

DR. SELWYN. Yes.

MR. KOPTA: And have you prepared a statenent
today to reflect AT&T' s position on the settlenent
agreenent and to explain to the Conmm ssion the
rel ati onship between the direct testinony that you have
prepared and the stipulation that AT&T is supporting
t oday?

DR SELWYN: Yes.

MR, KOPTA: Would you provide that now?

DR. SELWYN. Yes.
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Good norni ng Chai rwoman Showal ter,
Commi ssi oners, Judge Schaer. This settlenent | believe
addresses the specific concern raised by AT&T in its
conplaint with respect to the price squeeze that was
bei ng experienced between the access charges that were
bei ng i nposed upon AT&T by Verizon and the pricing of
toll services by Verizon.

First, | would |ike to personally thank the
Commi ssion Staff for their herculean efforts at
facilitating this settlement, which | think has hel ped
to produce a win-win-win outcome for the parties
i nvol ved as well as for consuners in Washi ngton, because
it will lead to increased conpetition and ultimately
| ower prices for |long distance services in Washi ngton.

The settlement and the reduction in access
charges specifically, which is the subject of ny direct
testinmony, will acconmplish several specific things. It
will help to prevent Verizon's |ong distance conpetitors
from bei ng squeezed out of the market in Washington, it
will ensure that consumers have a continued choi ce of
| ong di stance providers in the state, and it will guard
agai nst and hopefully prevent erosion of conpetition in
the state that m ght otherw se have taken pl ace.

The $35.5 MIlion reduction in access charges

that is contenplated in the settlenent agreenent will
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bring access charges closer to economic cost. It wll
not bring themall the way to econom c cost, which of
course remains a concern. However, the reduction is a
definite step in the right direction and will work to
elimnate the or certainly to reduce the potential for a
price squeeze. | think in the future the Conmi ssion
will need to readdress the issue of bringing access
charges for all of the incunbent |ocal exchange carriers
i n Washi ngton cl oser to cost.

| believe that the settlenent is squarely in
the public interest. It will help to create a nore
conpetitive market environnent that will lead to
i ncreased competition and |l ower prices for |ong distance
services in the state, and there is strong evidence at
the national |evel over the past two decades that
supports this conclusion. Since the breakup of the Bel
systemin 1984, |ong distance rates nationally have been
reduced in real terms by well over 80% and perhaps even
nore than that for certain consuner discount plans. In
fact, conpetition in the long distance narket is
probably one of the preem nent success stories arising
fromthe Bell system breakup and the affirmative
determ nation by the FCC and | ater by the U S. Congress
in the 1996 Act to adopt regulations that facilitate the

devel opnent of conpetition. Those |ower prices have
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resul ted through the conbi ned effects of significantly
| ower access charges at the interstate |level and the
i ntense conpetition that those access charges have
spawned over the past two decades.

Bringing prices closer to cost is efficient
and produces efficient conpetition. It prevents the
i ncunbent fromusing its market power over bottl eneck
essential facilities to increase its rivals' cost of
operation and thereby linmit their ability to conpete in
the market, and it creates the potential for continued
robust conpetition on an efficient |evel where
conpetitors invest in facilities that are capabl e of
bei ng duplicated in the market and at the same tine rely
on bottleneck facilities where it is nost efficient for
themto do that.

Reducing rates to cost also helps to bring to
Washi ngton consuners the benefits of the enornous
technol ogi cal breakthroughs that have occurred in the
t el ecommuni cations industry over the past two decades,
particularly with respect to the costs of network usage.
Net wor k usage costs today are just a small fraction of
what they were two decades ago when the access charge
reginme first becane effective. And we have seen at the
| ocal level significant reductions in usage costs where

conpetition has been able to enter the market, and we're
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begi nning to see even with respect to the | ong distance
services the introduction of flat rate services in the
wire line and wirel ess environnments that provide
consuners either large blocks and in sonme cases even
unlimted long distance calling for a very |low price.
And t hese plans and these capabilities are a direct
consequence of reductions in access charges, so the
reductions that this settlement would put into effect in
Washi ngton are a nove in bringing Washington into that
same direction that we're seeing at the national |eve
and at the interstate |evel.

As | indicated earlier, the settlenent wll
remedy the concern expressed in AT&T's conplaint with
respect to price squeeze, but ultinmately it does not
really go as far as AT&T mi ght have preferred with
respect to achieving cost based rates. As long as the
i ncunbent | ocal exchange carrier is permitted to conpete
in the sane market for long distance services as firms
that do not have the | egacy of a |ocal service nonopoly,
their ability to establish access charges significantly
in excess of cost provides a form dable conpetitive
advant age and enables themto discrimnate in their
pricing relative to the prices that would be charged by
the services that would be offered by a non-integrated

| ong distance carrier. Accordingly, | believe that the
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1 settlenment is an inportant step in the right direction
2 and for that reason would strongly urge the Conmm ssion
3 to accept it. Thank you.

4 MR. CARRATHERS: Good norning, M. Danner

5 woul d you pl ease state your nane and address for the

6 record.

7 DR. DANNER: Yes, ny nane is Carl R Danner
8 D-A-N-N-E-R. My business address is Suite 1650, 100

9 Bush Street, San Francisco, California 94104.

10 MR, CARRATHERS: Did you prepare a brief

11 summary for this norning?

12 DR. DANNER: Yes, | did.

13 MR. CARRATHERS: Pl ease go ahead.

14 DR. DANNER: Thank you very nuch.

15 Good norning Conm ssioners, good norning Your
16 Honor, other parties. First off, | would |ike to echo

17 Dr. Selwyn in expressing Verizon's appreciation for the
18 efforts of Staff and the willingness of the Comm ssion
19 to accommpdate the settlement negotiations that we have
20 concluded. Verizon agrees that the settlement is in the
21 public interest and will represent a step forward for

22 consuners in Washington. | believe that one of the

23 beauties of the settlenment is that it has found comopn
24 ground in a series of presentations by the various

25 parties that did not always agree on every point, but we
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can agree on the principles and outcone that this
settl ement represents.

In terns of Verizon's position in comng to
this proceeding, | think the overarching concern from
the start has been its currently conprom sed financia
situation in terns of the earnings that Verizon is now
experiencing as reflected by its books. This ties, as
ny direct testinony observed, into the necessity for any
t el ecomruni cati ons conpany to recover its total economc
costs of service, a predicate that Verizon is not now
satisfying in Washington, so the principal concern
coming into the proceeding for Verizon was not to
exacerbate that situation further

At the sane time, Verizon agrees in principle
and has supported as far as | know for nmany years, even
as the former GTE, pricing reform which includes
bringing all costs, all prices, pardon nme, of services
closer to their costs on a nore cost based basis, and
reductions in access charges certainly fulfill that
criterion.

And so in my direct testinony | did support
reductions in access charges provided they could be
acconpl i shed consistent with not harm ng Verizon's
situation further, recognizing the need to recover tota

econonmic costs of the conpany. And indeed, as the other
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gentlenmen sitting with ne have affirnmed, the settl enment
does do that. It achieves a sharp reduction in access
charges. As a result, toll rates should fall in

Washi ngton, which will create benefits for consunmers.

As an offset, there are other rates that are
increased in the settlenent. | think Dr. Blacknon
described fairly aptly in our view many of the
rationales for increasing the particular rates that were
increased. | think one further point we would add is
that it is Verizon's analysis, and | don't -- |'m not
going to debate the point, but we do consider that the
loop is a cost of basic service, and in that respect
froman econom ¢ standpoint the increases to basic
residential rates in particular are consistent with
achieving nore cost based pricing, will bring those
residential rates closer to covering their costs, and
shoul d on the | ocal side reduce to sonme extent a current
i npedi ment to |l ocal conpetition. So that's an
addi tional benefit to the settlenent at |east from
Verizon's standpoint that we would offer for your
consi derati on.

As a general characterization of the price
i ncreases that will occur, Verizon would offer that they
do shift costs and markups nore to where they bel ong.

They do nmake sone narket based increases, as
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Dr. Bl acknon descri bed, which are not riskless for the
conpany. There is sone greater exposure to conpetition
as a result. But overall, Verizon believes that the
results are fair, just, and reasonable and represent a
significant pricing reformconsistent with econom c
principles and consistent, as it happens, with a

di scussion that Dr. Blacknon and | conducted with this
very Conmi ssion | think about five years ago, myself on
behal f of GTE, to discuss possibilities for pricing
reform So | think with this settlenent, we have made a
step forward.

Finally, with respect to the revenue inpact,
Dr. Bl acknon did observe that there is a reduction in
this for Verizon, and | have noted the conprom sed
situation they're facing now. \Wat Verizon would
suggest to that respect is that this is the result of a
settlenent, and in the context of a settlenment Verizon
iswilling tolive with the results on those bases.

I would also note, again without wanting to
bel abor the point, Verizon has sone different points of
vi ew regardi ng other issues in the proceedi ng, whether
or not there is a current price squeeze, Verizon does
not believe so. Sone of the other points that were in
di spute of course we have covered in pre-filed testinony

and | don't think we need to review today.
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Again, | would enphasize that | think the
settl enent has done a good job at finding a common
ground between the parties and will benefit consuners
and conpetition in Washington. Thank you very mnuch.

JUDGE SCHAER: Conmi ssioners, did you have
guestions?

Let's be off the record for just a nmonent.

(Di scussion off the record.)

JUDGE SCHAER: While we were off the record,
the court reporter was able to perform sone usefu
function with her equipnent.

Go ahead.

CHAl RMOVAN SHOMALTER:  Good norning. | have
a clarifying question, and it is on page 4 of the
settlenent, and it is in the sentence in the m ddle of
paragraph 3 or item nunmber 3 where it says that:

For one year after the date Verizon

files tariffs inplenenting the

settlenent stipulation, no participating

party nor the Commi ssion --

And that's nmy focus, nor the Conmm ssion.

-- will initiate, request the Conm ssion

to initiate, or support any third party

request for the Cormission to initiate

any proceedi ng regardi ng the access
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charges, overall revenues, or earnings

of Verizon.

My question is, did you pick the word
Conmi ssion with care? Had it said Conmm ssion Staff,
woul d have understood it one way. | understand it a
very different way that it says Comm ssion. That's ny
first question. And if this requires a |later answer
after consultation, that's fine.

MR. CARRATHERS: Your Honor, Charles
Carrathers from Verizon, | believe that |anguage was
lifted if not verbatim al nost fromthe Comni ssion's
order in the GIE-Bell Atlantic settlenent.

CHAl RMOVAN SHOWALTER:  Well, | guess what
that says to me is you didn't think about it this tinme,
you lifted the | anguage from sonewhere el se.

MR, CARRATHERS: GCh, no, no, we thought about

CHAl RAOMAN SHOWALTER:  Okay.

MR, CARRATHERS: And wanted to express that
same intent that was in that nerger order, that
basically it's a one year stay out provision.

CHAl RWOVAN SHOWALTER: Okay. If it neans the
Commi ssion, then it would seemto nean that the
Commission, if athird party, if some other party cones

in and conpl ai ns against or would |like to conplain
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agai nst access charges, overall revenues, or earnings of
Verizon, the Commi ssion would bar, this Conmi ssion?

MR. CARRATHERS: That was the intent.

CHAl RAOMAN SHOWALTER: All right. The
question in nmy mnd is whether that is a permi ssible
del egation of our authority, and it may be, but it's a
fairly significant one if it is the case. 1In other
situations, and |I frankly don't remenber whether |
rai sed this kind of question in the GIE nerger, but |
have on other occasions resisted the notion that the
settl enent can bind the Conmm ssion as opposed to the
parties. | realize we can bind ourselves and the
parties can attenpt to bind us, but it's a fairly
serious restriction on our ability. And in some
situations, I'"'mnot sure howit plays out on this one, |
think it mght well violate other third party rights.
I"'mnot -- I"mjust raising the question because
haven't thought it through because | thought maybe you
woul d say, no, no, we neant to bind each other, the
parties, not the Conmi ssion.

MR, CARRATHERS: Well, let me clarify,
because let's assunme an unaffiliated third party or
wel |, obviously it would be unaffiliated, wouldn't it, a
third party, not a party to this proceeding, files a

conplaint, initiates a conplaint with the Conmm ssion,
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t he Comm ssion could act on it. \What we're saying here
is that the Conmi ssion by deenming that this settl enent
is just and reasonable is itself not going to initiate a
conplaint. The parties to the settlenent are not going
to initiate a conplaint, nor will they support a third
party conplaint. Therefore, if soneone who is not here
today a nonth fromnow files a conplaint with the

Conmi ssion and says Verizon is doing something bad with
toll or access charges, the Comm ssion could act on it.
That's our understandi ng of the agreenent. And again, |
think that was the understanding in the GTE-Bel

Atl antic nmerger order.

CHAl RMOVAN SHOWALTER: Okay, maybe it's the
sentence structure |I'm not understanding. So you're
saying it's only that the Comm ssion will not initiate.
You're not purporting to restrict the Commi ssion from
supporting a third party request supposing it's
justified?

MR. CARRATHERS: Correct.

CHAI RMOVAN SHOWALTER: So this only goes to
initiating; is that correct?

MS. SMTH:  Yes, Your Honor, that was ny
reading of it as well

MR. KOPTA: We would echo that. | understand

where your confusion cones in, and you're right, this
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coul d have been better drafted. But | nmean it's sort of
if you break down the sentence, the Conm ssion obviously
couldn't request the Commi ssion to initiate, so the
intent was just to limt the Comm ssion's participation
with respect to this sentence to the will initiate.

CHAl RMOVAN SHOWALTER: Okay. Well, then, hm
when it says or support any third party request, who is
barred from supporting the third party request?

M5. SMTH: The participating parties, Your
Honor, | believe are bound by that.

CHAl RMOVAN SHOWALTER: It's not a very well
drafted sentence.

MR, KOPTA: No, we will acknow edge that.

M5. SMTH: No.

CHAl RMOVAN SHOWALTER:  All right, with that
clarification, | think |I understand the parties' intent.
I don't have any further questions.

COW SSI ONER HEMSTAD:  Wel |, whether this is
clarifying or not, | think that's the el ephant in the
roomis why, how does this not becone the roughly
substanti al equivalent of a general rate case?

(Di scussion on the Bench.)

COW SSI ONER HEMSTAD: | will wi thdraw the
question at this point.

CHAI RWOMAN SHOWALTER: | think what we're
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1 struggling with here is we do want to have a ful

2 di scussion on the procedural issues, and it's a question
3 of when to have those and how nuch to continue the

4 exam nati on of witnesses. But we're not precluding

5 oursel ves or others from asking nore questions of the

6 Wi t nesses dependi ng on when we want to have this

7 procedural discussion.

8 COW SSI ONER HEMSTAD: Well, at this point, |
9 don't have any other questions. | think the settlenent
10 itself and what it is doing seens to be reasonably

11 cl ear.

12 COWMM SSIONER OSHIE: | will just ask

13 M . Bl acknon, perhaps you can speak for the panel, and
14 t he ot her panel menbers can step in, but referring to
15 the settlenent stipulation on page 3 on what is marked
16 as paragraph 9, and you have Verizon, you stated in the

17 first sentence:

18 Verizon shall reduce its interstate

19 swi tched access charges by:

20 And the | ast sentence is:

21 The overall effect of these reductions

22 is to reduce Verizon's revenue by $36.5

23 M 1lion using the projected 2003 units.

24 | thought you might clarify for ne at |east

25 what you nmeant or what the parties neant by projected
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2003 units. What is a unit, as an exanple?

DR. BLACKMON: In this instance, the units
are all mnutes, because all the rates that are being
affected by this paragraph are charged by the mnute.
And, you know, the telecomworld is changi ng quickly,
and the nobst recent year, nost of the testinony, not al
of it, but nost of the evidence in this case used 2001
data, financial data and operational data. The rates
that are agreed to are, | mean they speak for
thensel ves. They are the rates that will be charged.
In terns of quantifying the effect of that on Verizon's
revenues, one could do the math using the access charge
-- the access mnutes that the conpany actually
experienced in 2001. That would have produced a
di fferent nunber, a higher nunber than what those sane
rates woul d produce in 2003 at | east based on our
projection of what the 2003 results are. So it's our
estimate of what within this year the rate changes that
we have agreed to will do to the access revenues of
Veri zon.

COWM SSI ONER OSHI E:  Are the access revenues
in general trending down because of the mnutes of use
are al so bei ng reduced?

DR. BLACKMON: Yes.

COW SSI ONER OSHI E: Woul d you, perhaps
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M. Bl acknmon, you can also continue to be the
spokesperson here, but in that sane paragraph 9 under
section 2, there's an establishnent, a proposed
establishnment of a | ate paynent charge of 1.5% Wbuld
you pl ease give sone detail as to what, how the parties
reached that nunber of 1.5%

DR. BLACKMON: Well, it was the product of
negoti ation, and all parties ended up agreeing that that
was a reasonable level. And |I'm speaking for Staff that
it's one reason why it seenms reasonable is it's what
AT&T charges its custoners. The Comm ssion itself
charges 2% when conpanies are late in paying their
regul atory fees to us. There are other conpanies that
charge 1% There may be sonme conpanies left that stil
don't have a late paynment charge. So within that
context, 1.5% seened |ike a reasonabl e nunber consi stent
with the practices of other conpanies out there.

COWM SSI ONER OSHI E: Okay, thank you.

CHAI RMOVAN SHOWALTER: Just a clarifying
guestion. On Conmi ssioner Oshie's earlier question, he
cited a figure of $36.5 MIlion, and on ny version it's
$35.5 MIlion. | just wanted to nake sure we all have
the sane figures.

COW SSI ONER OSHIE: My m st ake.

CHAl RWNOVAN SHOWALTER:  Ckay.
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JUDGE SCHAER: Was there anything further for
the panel of w tnesses?

CHAl RAOMAN SHOWALTER: Not at this time, but
my guess is they ought to stay there for the tinme being.

MR, FFITCH. Are you inquiring of counsel
Your Honor?

JUDGE SCHAER: | was inquiring of
Commi ssi oners or of counsel, although why don't you tel
me why you're asking, M. ffitch

MR, FFITCH: | have one or two questions.

JUDGE SCHAER: Why don't you go ahead,
pl ease.

MR. FFI TCH: Thank you, Your Honor

I guess | will direct this question to
Dr. Blacknon initially. Dr. Blacknon, does the
settl enent agreenent require AT&T or Worl dComto reduce
any of their toll rates?

DR. BLACKMON: No, it does not.

MR, FFITCH: Now I'mgoing to ask you this
guestion in your capacity as a non-lawer, this next
guestion. In your capacity as an experienced regul atory
expert, does this Conm ssion have authority to order
AT&T and MCI to reduce, excuse ne, WrldComto reduce
its toll rates?

MS. SMTH. | would object to this question
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| really think it's a legal question even though it's
bei ng asked to Dr. Blacknmon as a non-lawyer. | think it
boils down to a legal opinion, and | don't think that's
a proper question to ask a w tness.

MR FFITCH.  Well, Your Honor, I'mtrying to
avoid asking it as a legal question. It's just his
understanding in his expert opinion as a regul atory
adm ni strator, would that be something he believes the
Conmi ssion woul d have the authority to order

JUDGE SCHAER: |'mgoing to allow the
guestion just based on your own experience as an expert
inthis field. |If you know an answer, would you provide
it, please, Dr. Bl acknon.

DR. BLACKMON: My understanding is that even
though the toll rates of AT&T and MCI Worl dCom are
classified as conpetitive that they remain subject to
t he substantive standards in Title 80 that they be fair
just, and reasonable and that the Conm ssion can
conpl ai n agai nst those rates. |In addition, RCW
80. 36. 320 woul d al |l ow the Conmi ssion to reverse the
conpetitive classification of those conpanies and
therefore the rates that they charge

So | believe that the answer to your question
woul d depend on the circunstances or the reasons for a

Commi ssion order that would | ower their rates. I n ot her



0213

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

words, if they were ordering them | ower because they
found that effective conpetition no |onger existed, |I'm
quite confortable that the Commi ssion woul d have that
authority. |If there was some way in which the rates

t hensel ves were not fair, just, and reasonable, then
again | think the Comm ssion would have the authority to
order a different rate when they nmet that statutory

st andard.

But broadly, the way you have answered or the
way you have asked the question, | guess | would have to
poi nt out and say that | don't know about a bl anket
ability of the Comm ssion to order the conpanies to
| ower their rates.

MR, FFITCH. Thank you. This I will direct
to you also, Dr. Blacknon. Does the access charge rate
agreed to in this settlenent include a contribution to
the cost of the local |oop?

DR. BLACKMON:  Yes.

MR. FFITCH: Thank you, those are all ny
guesti ons.

Thank you, Your Honor

JUDGE SCHAER: Thank you, M. ffitch

Anyt hing further, Commi ssioners?

CHAl RAOMAN SHOWALTER: Not at this tinme.

JUDGE SCHAER: Okay.
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Anyt hing from counsel ?

MS. SMTH. No, but if we're going to get to
t he point where counsel are going to argue Public
Counsel's notion while these witnesses are subject to
recall, | would ask that they be allowed to step down
and nove soneplace a little nore confortable.

JUDGE SCHAER: | think that would be a wise
thing to do.

You are not excused fromthe hearing,
gentl enen, but you may step down fromthe w tness bench
and take it easy for a few nonents while counsel respond
to questions fromthe Bench.

At this point, | believe the Comni ssioners do
have a nunber of procedural questions that they would
like to discuss with counsel who are proposing the
settlenent on behalf of their clients.

And would you like to go first?

CHAl RWOVAN SHOWALTER:  Wel |, what | would
like to -- we have already heard from M. ffitch, if you
want to restate it that's okay, although we have it in
writing and you stated it this norning, but I would Iike
to hear fromthe other counsel what their responses are
to M. ffitch's notion. Again, | don't think we're
necessarily precluding further briefing on the topic if

that's required, but we've got sonething from Verizon,
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I"msorry, | haven't had a chance to read it. | think
what we're doing is we're getting back to Comn ssi oner
Henmst ad' s question of does the settlenent invoke our
statutes on general rate increases, the 3%test, et
cetera. And if so, what procedurally is necessary, what
procedurally is desirable, and what do you recomrend.

MR, CARRATHERS: Your Honor, | guess | can
start, this is Charles Carrathers from Verizon, and then
all ow ny esteened col | eagues to chine in.

As an initial matter --

CHAl R\WOMAN SHOWALTER:  Well, | think
M. ffitch nore or less indicated he had al ready stated
his --

JUDGE SCHAER: Did you have anything further
you wanted to state at this tine now that we're getting
into this area now?

CHAl RMOVAN SHOWALTER:  You're not on the
m ke.

JUDGE SCHAER: M. ffitch, did you have
anything further you would like to start out with, a
nore in-depth argunment on your notions?

MR. FFI TCH: I think, Your Honor, I"'mwlling
to go with the Chai rwoman's suggestion that they have
our argunents in witing, | have summari zed themthis

norni ng, and just reserve the opportunity to respond
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after we have heard from ot her counsel

JUDGE SCHAER: Thank you.

Go ahead, M. Carrathers.

MR. CARRATHERS: Thank you, Your Honor

Very briefly, as M. ffitch stated in his
summary, he had two principal concerns. The first is
that we were relying on evidence that this Conmm ssion
had stricken in a previous order that is having to do
with rate rebalancing. And | realize you haven't had a
chance yet to review our response because it was just
filed this norning, but we believe that Public Counse
is confusing litigation with settlement. Although the
Conmi ssion struck the parties' rate rebal ancing
testi nony for purposes of litigating a phase in this
case, the parties are not precluded from using such
testinmony to support a settlenent. And in our papers,
we cite the Conmission's rule 480-09-466, which
expressly encourages voluntary settlenents and expressly
permits parties to submit "the evidentiary proof that
they believe appropriate to support it", and this is
preci sely what the parties have done here. |Indeed, to
adopt Public Counsel's argunment would lead |I think to
the illogical conclusion that in preparing a settlenent,
the parties are bound by exactly what they filed, and

don't think that would have the effect of encouraging
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settl ement.

The second principal point that Public
Counsel raised is that | believe his position is sonehow
whenever you increase a basic rate, you need to have a
general rate case, and I would point the Commi ssion to
the GTE-Bell Atlantic nerger settlenent. |I|n that
settlenent, rates were both increased and decreased.
Sone residential rates were increased, sone business
rates were increased, originating access was increased.
I ndeed | understand, | don't have the docunent in ny
hand, but | understand that one residential rate group
went from $10 to $13, certainly nore than 3% The
overal |l effect of that settlenent was to reduce
Verizon's earnings. But ny point is that there was a
settlenent, that settlenent settled a couple of, three
actually, very conplicated dockets, there was no genera
rate case, and yet an effective -- an increase of sone
rates and decreases in others, which is again precisely
what we have here. And we believe the Conm ssion acted
lawfully in approving the GIE-Bell Atlantic nerger.

CHAIl RMOMAN SHOWALTER:  Well, in that case
t hough, first of all, was this issue raised to us, this
procedural issue? And | suspect the answer is no,
because | suspect that Public Counsel wasn't party to

that settlement. And so the fact of a settlenent, does
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-- well, that's what you're saying is that's precedent,
or | wouldn't say precedent, it's a practice but it's
not a precedent of this Comn ssion, because we weren't
presented with the issue.

MR, CARRATHERS: Well, | would --

CHAl RMOMAN SHOWALTER: Aside fromthe fact
that it has been done apparently once before, what is
the answer of that -- your first argunent has to do with
and M. ffitch's first argument has to do with can the
scope of a settlenent be larger than the scope of the
litigation. Let's set that aside for a mnute.

The question |'minterested inis, if parties
are proposing ultimtely tariffs that require increases
beyond this 3% threshold, | was searching for the
statute, | don't have it in front of ne, but if you | ook
at the let's just say the size of the residentia
increase is sufficient to neet the statute, you ni ght
want to answer that question first, if it does, how do
we avoid conmplying with the terns of those statutes,
particul arly because this is -- that very issue was not
part of this case to begin with. It might be different,
| suppose, if the breadth of this case had been that
broad and there had been settlement that broad, and
m ght add settlenent including Public Counsel. But if

you grant, and |'m not sure you do, if you grant that
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the settl ement goes beyond the scope of the origina
conpl aint, even though the parties to this settlenent
may be entitled to settle anong thensel ves, doesn't it
i nvoke the statute?

MS. SM TH:  Per haps, Chai rwoman Showal ter,
could take the first stab at answering your question.

CHAI RWOVAN SHOWALTER:  Sur e.

MS. SMTH. Wth respect to the 3% rule, if
it is, | believe that that's a procedural rule of this
Conmi ssion, and the only source of that that |I'm aware
of, and | could be mstaken, is Procedural Rule
480- 09- 310 that discusses the filing requirenents for
various tariff filings, and that's when a conpany does
choose to file a general rate case. Those are the kinds
of things that the Conm ssion wants to see in that
filing. This case, however, was not filed or pled as a
general rate case. This was a conplaint proceeding
brought by one party against Verizon with respect to
access charges. That didn't invoke the general rate
case filing rule that contains that 3%criteria.

The other point too, with respect to the

rule, it's not -- the rule itself is not phrased in a
way that addresses a 3% increase in rates. It goes to
revenue. It goes to is this going to be an increase in

revenue. And with respect to the overall revenue, this



0220

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

case, that this settlenment presents a reduction in
revenue. And | amnot sure | can answer the question as
to whether one particular custonmer class will be

i ncreased, the gross revenue provi ded by any custoner
class would increase by 3% or nore. That's sonething
that 1'mnot prepared to answer, and perhaps the pane

of experts could, | can't.

But at bottom | don't believe that this rule
applies to this case, and | don't believe that there is
any statute in Title 80 that requires the Conmission to
hol d a hearing before allowi ng an increase to any rate.
The Comnmi ssion certainly has that discretion. It has a
di scretion to suspend a rate filing if it believes that
that's necessary. But while the Conm ssion has that
discretion, it is not required by the statutes to hold a
heari ng before increasing rates or decreasing rates.

CHAI RWOVAN SHOWALTER:  All right. So first,
| stand corrected, we are tal king about a rule, not a
statute.

M5. SMTH: As far as | know, Your Honor

CHAI RWOVAN SHOWALTER: | do apol ogi ze for not
having this in front of me, but with regard to WAC
480-09-300(ff), if anyone does have it in front of him
or her, doesn't this have three tests? The first one is

the increase in revenues, but what is the second,
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think it's B?

M5. SMTH: It's tariffs, B reads:

Tariffs are restructured such that the

gross revenue provided by any custoner

class would increase by 3% or nore.

CHAl RWOMAN SHOWALTER:  Ri ght .

MS. SMTH. And again, that goes to revenue,
not rates.

If I could defer to Dr. Bl acknon.

COW SSI ONER HEMSTAD: | woul d just nmke the
general coment, it's beyond debate, isn't it, that the
i ncreases to residential and business custoners will
surely exceed 3% of revenues?

M5. SMTH. | don't know the answer to that
question. It may be, but | can't --

CHAl RWOVAN SHOWALTER: Maybe our experts can
answer that question.

MS. SMTH:. -- vouch for that.

MS. ENDEJAN: Your Honor, could | take a
crack at that? | hate to interject, but it seens to ne
if you look at the literal |anguage of the rule we're
hung up on, it's 480-09-310(1)(b), it says:

Tariffs are restructured such that the

gross revenue provided by any custoner

cl ass woul d increase by 3% or nore.
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Now t he question there is, you have to take
into consideration custoner class, we're not talking
about just sinply an increase in residential rates,
we' re tal king about the inpact froma customer class,
res and bus, and how that affects the conpany's overal
gross revenues. You have to take into account the
commensurate benefits that mght come to that custoner
class fromoffsetting reductions that they m ght pay for
interstate interexchange services.

CHAI RMOVAN SHOWALTER:  Okay.

MS. ENDEJAN. The | anguage of the statute or
the rule is not crystal clear, but |I think Ms. Smth is
correct. \What we're tal king about here is we're not
altering, if anything we're reducing the conpany's
overall gross revenues. And it is when you are
attenpting in a general rate case to increase the
overal |l conpany's gross revenues that we submit you
woul d be triggering the filing requirements of a genera
rate case.

CHAl R\OMAN SHOWALTER: But that's A | want
to stick on B. And setting aside the fact that this is
a settlenment, | just want -- because what my interest is
is this. |If the settlenent is achieving sonething that
had it been done directly by tariff this rule would have

been i nvoked, that's what | would |ike to know. So
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1 think nmy question nowis, are the tariffs, the

2 conpliance filing tariffs that would be required as a

3 result of this settlenment, do they -- are they such that
4 the gross revenue, gross revenue, provided by the

5 residential class let's say first would increase by 3%
6 M5. SMTH: Well, there are two cl asses.

7 There's a residential class and a business cl ass.

8 Access itself is not a separate class, so the reductions
9 to access revenue would need to be counted along with

10 any increase to the general rates.

11 CHAl RWOVAN SHOWALTER:  Why?
12 MS. SM TH. Because we're tal king about
13 revenue. We're not tal king about -- we're not talking

14 about rates. So when you tal k about the conpany's

15 revenue, you have to include in that the reductions to
16 access charges.

17 CHAl RMOVAN SHOWALTER: And why? Because this
18 one is tal king about gross revenue provided by any

19 custoner class. It seens |ike we mght have three

20 cl asses here, but isn't this residential and the

21 external people, and the external is going to get to
22 reduce their revenue, and the internal, i.e., business
23 and res, are going to increase their revenue --

24 M5. SMTH: But there --

25 CHAl RMOVAN SHOWALTER: -- to the conpany.
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M5. SMTH. But there are only two cl asses
t hough, and there's a WAC at 480-120-102 that only --
that defines only two classes, residential and business,
and there's not a third cl ass.

CHAI RWOVAN SHOWALTER:  Yeah, but that doesn't
mean that 100% of the revenue comes fromthose two
cl asses, does it? Isn't the access charges that are
pai d by AT&T part of the revenue of the conpany?

MS. SMTH. They're part of the revenue of
the conpany, but they're not allocated to a separate
class. So there are only two classes, residential and
busi ness.

CHAl RAOMAN SHOWALTER:  Not - -

M5. SM TH. Not access. So when you need --
when you | ook at the revenue of the conpany and you | ook

at it in terms of residential and business, you would

have to include access charges to that mx as well, but
not -- but they're not a separate class.
CHAl RMOVAN SHOWALTER:  Wel |, | understand

that, but it seens |like what we're just focusing on for
the nmonent is whether the gross revenue provided by the
busi ness class increases by 3% or nore and whet her the
gross revenue provided by the residential class

i ncreases by 3% or nore.

MS. SMTH. And | may not be explaining this
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very well, and | apol ogize for that, but the residentia
class will -- the revenue -- the residential class and

t he busi ness class are each responsible for also in sone
degree the conpany's access revenue. Even though
they're paid by other conpanies, it's part of the whole
thing. So you have to |l ook at the conpany's revenue and
take into account the reduction in access charges.

CHAI RWOVAN SHOWALTER: But if you drew a pie
chart of the conmpany's gross revenues, wouldn't there be
a wedge for business, a wedge for residential, and there
woul d be a wedge for these access charges.

M5. SMTH: But in the context of the -- |
mean in the context of the company's revenue, that may
very well be correct, and there may be other, there may
be other pieces to that pie as well. This rule only
addresses the two custoner classes that this Comm ssion
by rule has defined, and that's the residential class
and the business cl ass.

And the other thing too that's inportant to
note is that this rule doesn't apply to conpliance
filings. It applies to tariffs to increase rates in a
general rate case. These tariffs would be conpliance
filings, so this rule wouldn't apply to these tariffs by
definition.

CHAl RMOVAN SHOWALTER: All right, but let ne
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get to the purpose of the rule or what one would think
is the purpose of the rule, which is essentially that if
arate is big enough, it needs to be supported by sone
evi dence. And arguably, | don't know that this is this
rule or not, but arguably the people who are going to
have to pay it need an opportunity of sone kind to

exam ne the charge that's about to be laid on them And
maybe that's the nost fundamental issue here is maybe it
isn't a matter of statute or rule, I'mnot sure
Fundanentally this is a significant increase of business
rates and residential rates, and yet the case and the
parties don't represent the business custoners at all
and then Public Counsel is not a party to the
settlenment. | amnot particularly suggesting it's an

i nsurnount abl e problem but isn't there sone process
that's due?

M5. SMTH: | think -- | have two comrents on
that. One, the purpose of this rule is not to create
some sort of substantive right to a hearing whenever a
conpany comnes in or whenever the Commi ssion considers a
settlenent that affects rates or affects revenues in a
way that's described by this rule. This rule is the
Commi ssion's procedural rule with respect to genera
rate filings. |Its purpose is to give the Conm ssion a

runni ng start when a general rate case conmes in.
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Because when a general rate case cones in, the ten nonth
clock is triggered when the Conm ssion suspends that.
So to get all of this information with the rate filing
gi ves the Commi ssion an opportunity to really get
started to decide that rate filing within the ten nonth
cl ock.

This rule isn't designed to preclude any
settl enents such as the settlement that's before you
today where parties in a global sense are reaching a
conprom se on one set of rates versus another set of
rates. This rule really has no application to this
proceeding. It doesn't create a substantive right to a
heari ng on behal f of any particul ar customer class when
a conpany comes in or when the parties agree to a
situation |ike this one where there are changes to
particul ar rates.

CHAl RMOVAN SHOWALTER: Okay. Well, then this
rul e aside, under the settlenment we would provide 30
days notice.

MS. SM TH:  Yes.

CHAI RMOVAN SHOWALTER: To the parties.
Supposing at that tinme either the business customers or
the residential custoners or both, they get the notice,
they come in and say we want a hearing of some sort on

why $2.50 and why $2; what is the appropriate response?
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M5. SMTH: | think the appropriate response
is one that the Commi ssion shoul d consider pretty
carefully. Those custoners thenselves don't have a
right to a hearing on a rate change. There is no
constitutional right for customers to cone in when this
Conmi ssion issues rate orders, approves conpliance
filings that affect those custoners' rates. Now the
Commi ssion oftentinmes and | would say in many cases
hol ds hearings. It holds hearings because a conpany
cones in for a rate increase, the Conm ssion suspends
that, all of the interested parties intervene, and the
Conmi ssion has a rate case.

What the statute provides for customers is 30
days notice unless the Conm ssion decides to approve a
rate filing on | ess than 30 days notice. The Conmm ssion
could do that for good cause shown, approve any change
to a rate on less than the 30 days notice. O tentines
t he Conmi ssion doesn't do that, but the Commi ssion
could. Nothing in the statute requires the Comm ssion
to hold a hearing, and nothing in the statutes give
custoners the right to a hearing before there is an
adjustnment to a rate.

CHAIl RWOMAN SHOWALTER: Ckay. So your opinion
is that there's no statutory requirenent, there's no

rul e requirement that we provide anything other than --
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well, 1 don't even know about the notice, but that
there's no requirenent that we have a hearing,
evidentiary or otherwi se, for custonmers who face these
i ncreases?

M5. SMTH. That's correct, Chairwoman, that
is our argunent.

CHAI RMOVAN SHOWALTER:  All right, then, and
appreciate the | egal argument, mnmy next question is as a
matter of policy. |Is it appropriate to give those
custoners some opportunity, I'mnot sure what it would
be and what it would look like, to either contest,
exam ne, oppose?

M5. SMTH. W believe it's appropriate to
have the custonmers who are affected by this, all of the
parties agree that it's appropriate for the custoners
who are affected by this to conme to a hearing and
express their opinion. Now what the custonmers may not
know i s that custoners may not know that the particular
rate increase that they see on their bill is acconpanied
by these other changes, the access charge reduction that
coul d spur conpetition, could eventually perhaps | ower
toll rates, and those other things, and those are things
that the Conm ssion needs to keep in mnd when it
listens to the public testinmony. But all of us here

agree, all of the parties agree that it is appropriate
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for the customers to cone in and make their point, as
this Comm ssion hears public testinony in nmany cases.

CHAl RAOMAN SHOWALTER: Wl |, and aside from a
publi c hearing, what about supposing sonme attorneys,
either for the residential custoners or business
custoners or both, say we would |ike to have an
adj udi cati on about these new rates, is it are they too
| at e because the right adjudication is the one we're in?

M5. SMTH | wouldn't say that the
Conmi ssion couldn't disapprove of this settlenent and
hol d an evidentiary hearing. Whether or not to accept
this settlement is within the Comission's discretion
If the Commi ssion hears from parties who conme in to a
public hearing and the Comm ssion is convinced that this
settl enent should not be approved, | believe the
Commi ssi on has the discretion not to approve it.

We woul d urge against that. W believe that
this settlement is in the public interest. W believe
that the correspondi ng revenue, overall revenue
reduction for Verizon should be taken into consideration
when the Commi ssion | ooks at any particul ar conpl ai nt
about a rate that's changing. But | wouldn't suggest
t he Comm ssion's hands would be tied, that after hearing
the parties today, advocate for this settlenent that the

Conmmi ssion is now bound to accept it.
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CHAIl RWOMAN SHOWALTER: | recogni ze that, and
I was wondering whether within perhaps not the express
terms of the settlenment, which is limted to the 30 day
notice, there couldn't be additional process of sone
ki nd, essentially sonme nore, sone kind of process on the
proposed settlenment that nay be nore than a public
hearing. And these are -- it's not ny particular
suggestion to do that, I"'mjust trying to understand the
| egal but also the policy considerations around rate
i ncreases for custoners who weren't part of an origina
proceedi ng.

MS. SM TH.  Your Honor, ordinarily the
custoners thenmsel ves aren't part -- well, | take that
back. Many tinmes |arge customer groups are part of a
hearing. Public Counsel represents rate payers as a
whol e. Public Counsel was a part of this proceeding.
But we believe that the custonmer notice and the customer
hearing requirenent in this settlenent is sufficient to
give the notice and to give an opportunity to opine
about the rate increase to all affected customers. We
believe that's sufficient, and that's why we have
provided for that in this settlement. Certainly | don't
believe it's legally required for this Comri ssion to
hold a public hearing with respect to the terns of this

settlenent. W believe it's a good idea as a matter of
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policy, and that's what we have provided for in the
settlenent. There isn't a legal requirenent for it, we
just think it's a good idea.

MR, KOPTA: And if | may just add a coupl e of
things to that discussion. To answer your question nore
directly, Chairwoman Showalter, |I'm not aware of
anything in the Comr ssion's rules that woul d preclude
t he Conmi ssion from taking additional procedural steps.
If the Commission felt it was necessary to have
additional evidentiary type hearings in response to a
request from soneone who wasn't a party to this that is
affected by the settlenent, I'mnot aware that there's
anyt hing that would preclude the Commi ssion should it
decide to do that fromtaking that step. And indeed, if
one |l ooks to the Superior Court practice, judges at the
Superior Court certainly can do that if presented with a
settlenent, can have additional proceedings on the
settlenent, including additional evidentiary
proceedi ngs, so nothing would preclude that. | think we
agree, those that are the settling parties, that that
isn't necessary. So from an advocacy position, we
agree. But to answer your question nore directly, there
is nothing that would preclude the Comm ssion from
di sagreeing with us and establishing some sort of

addi ti onal procedural steps if it believes that that's
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necessary before rendering a decision on the proposed
stipul ation.

Just to take another step back, | knowit's
kind of difficult to conceptualize the revenue versus
rate issue, and we certainly agree with Commi ssion Staff
in terms of the applicability of the rule, but sonething
that might help you to visualize it that was kind of one
of the issues that was in the conplaint or in the
testinmony in support of or in opposition to the
conpl aint and al though not part of the testinony that we
are stipulating into as to be adnitted into the record
for supporting the settlenent, Dr. Selwn's rebutta
testinony that was pre-filed has a chart on page 49 that
shows the different types of services, the costs of each
of those services, and the revenues from each of those
services in terms of what are the revenues that are
generated by the custoner class of the residentia
customers. And that might give you an idea of what
Ms. Smith was trying to explain in terns of how access
revenues are attributed to the custoner class of
residential customers. So in ternms of if that's an
i ssue that you are grappling with, you m ght want to
| ook at that as kind of a visual aid in ternms of
under st andi ng what Ms. Smith was argui ng about.

CHAl RMOVAN SHOWALTER:  Wel |, actually, |
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don't -- | would sort of like to hear fromM. ffitch at
this point just to follow up on some of these, but go
ahead, |I'msure we'll get there.

COW SSI ONER HEMSTAD:  Right. Well, pursuing
a bit further, maybe this conversation has answered this
qguestion, but changing facts slightly with a
hypot hetical, all right, you have a conpl ai nt brought
raising a single issue say |like here, not an
insignificant issue, but a single issue. And then
assune the parties here, Staff, the Defendant, and the
Conpl ai nant, agree on a settlenent that is, in fact, a
full blown rate case settlenent, not a partial one, but
a conplete settlement of the rate case. Wuld it be
your position apparently then that that would fal
within both the letter and the spirit of both our rules
and the statutes?

M5. SM TH: Conmi ssi oner Henstad, | don't
believe that's the case.

COW SSI ONER HEMSTAD:  No, but -- what is not
the case --

MS. SMTH. That --

COMM SSI ONER HEMSTAD:  -- to ny hypot heti cal ?

M5. SMTH. Maybe | will |et another counse
take the first stab at this, because | need to get that

hypot heti cal back in ny mnd.
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MR, CARRATHERS: All right, this is Chuck
Carrathers from Verizon. |If the question is, let's
assunme a conplaint is filed on a single issue, and as a
result, a settlement does, in fact, result in something
that would be -- that would fall within the general rate
case definition of the rule, what happens. First, |
think as Ms. Smith pointed out earlier, the rule and its
purpose and i ntent applies when a general rate case is
filed where no one is filed here.

I think your question is broader perhaps as a
policy matter, you know, can you do indirectly that
which you can't do directly. And again follow ng up on
Ms. Smith's comments, | think you' ve got to ook at is
notice required, and what kind of notice is required,
and whether a public hearing is required. And | think
we conme back to her explanation that under the law it is
not .

And when you take it a step further, and |et
me cone back again to the GIE-Bell Atlantic nmerger and
ot her potential nerger settlenents, to read this rule as
Publ i ¢ Counsel suggests, whenever you have a settl enent
that woul d i ncrease any cl ass, however you define it,
custoner class revenues by 3% you would have to stop
and say, oops, that's a general rate case. And if you

didn"t, it would be unlawful. And again, | suggest that
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that certainly wasn't the case in past settlenents,
including the GTE-Bell Atlantic nerger. And under, you
know, under that case, you know, a custoner's or a
potential set of custonmers' rates went | believe from
$10 to $13, but the Conm ssion | ooked at the overal
effect of it and had a, | understand, | wasn't here, but
had a hearing simlar to the one that happened this
nor ni ng and approved it.

COW SSI ONER HEMSTAD:  Well, but in a rate
case filing, the conmpany is required to cone in with its
costing data and then with its case arguing that it
needs a change in revenues. At |east that data then
provides a basis for whether there's ultimately a
settlenment or whether it's litigated to determ ne, for
exanpl e, on residential and business pricing whether
adjustnents in those rates are appropriate under the
statute, fair, just, reasonable, and sufficient. And
all of that is put in front of the Conmi ssion to
evaluate either in an adjudication or in a settlenent as
to whether it is defensible. Do we have that in front
of us now?

M5. SM TH:  Your Honor, Conmi ssioner Henstad,
| believe that there is sufficient information before
t he Conmmi ssion now for the Conmm ssion to approve this

settlement. VWhat's in the record now, what was offered
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with the expert panel, is nore information than is
required by the WAC in a rate case. The Commi ssion has
that information before it upon which to approve this
settlenent. So | think it's here.

And if Verizon, in going back to your
hypot hetical, and | apol ogize for not answering this in
the first instance, | believe that if Verizon were to
cone in before this Comrission with tariffs that reduce
its access charges and increase certain other rates,

i ncluding residential rates, the Conm ssion, and
assum ng Verizon supported that with docunentation, the
Conmmi ssi on coul d approve that at an open neeting wi thout
havi ng to have a heari ng.

So we have a simlar situation here except
for this is in the context of a conplaint where AT&T has
al l eged that the access charges are excessive, and
Veri zon has answered that in terms by saying, well, even
if they are, we have to be allowed to increase sone
ot her rates, because we can't take this reduction in
revenue. And so we have had a litigation node, we have
had a conpl ai nt node as opposed to a tariff filing node
at this point in time, but the result is the sane. The
Commi ssi on can approve the settlenment just as it could
accept the tariff filings that Verizon may have filed.

As | prefaced this, if Verizon cane in and
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said we're reduci ng our access charges and we're
i ncreasing other rates to make up for sone of the | ost
revenue and we would like you to approve this at an open
nmeeting, the Commission could do that without a hearing.
And from what | understand, the Comm ssion has | ooked at
those kinds of issues with smaller conpanies at open
nmeeti ngs and has approved those. So this is a bigger
conpany, and this is a larger amount of revenue in termns
of the access charges and in terms of some other rate
i ncreases, but it's about the same -- it's the sane
situation.

CHAl RMOVAN SHOWALTER: Okay, but | think the
gquestion is notice. That is first let's take the
conpl aint angle. Forget about the rule. There's a
conplaint comes in. It is about sone kind of topic,
l et's say access charges. Custoners out there,
attorneys for custoners, are aware of the conplaint,
they make a decision, should I junp into this case,
should | not junp into this case, what is the case
about. And so the nature of the conplaint informs a
person as to whether they ought to get involved. And if
-- | have a feeling if you were |ooking at this as
access charges and you were saying -- representing big
busi ness custoners, you mght not think that this was

going to be your case.
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Now | think maybe you think you have cured
that by saying, well, now we'l|l give the notice, but the
notice is for the purpose of people coning and arguing
they want to either be in the case or they want
adj udi cati on. Open neeting, sanme thing. W provide
everybody notice, here's what this issue is about, if
peopl e show up at the open neeting, we listen to what
they want to do. |If they want a hearing, an
adj udi cation, they have to convince us that there's
sonmet hing worth having an adj udi cati on about. But here,
the conplaint didn't get at residential and business
rates, and a public hearing notice doesn't, to get back
to M. Kopta's suggestion that, well, all right, maybe
all we need is sone nore process here, we kind of know
what the settling parties would think, but there nmay be
a need to open the door to some nore process.

MS. SMTH. | understand your point,

Chai rwoman Showal ter, and | would add sonmething to that.
Not only are the issues -- not only is the public

i nformed by the conplaint as to what the issues are, the
public is also informed by the response. And | believe
that, and counsel for Verizon can correct me if I'm
wrong, it's been a while since | have read the response,
but | believe Verizon when it responded to AT&T's

conplaint said, well, we're going to need to increase
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1 other rates if you're going to increase our access

2 charges. That has been an elenent to this case since
3 Verizon filed its answer, and in sone degree | think

4 Verizon's earlier motion to disnmiss incorporated that
5 issue. So for those parties who were aware of the

6 conplaint, they have notice with the conplaint and the
7 answer and the notion to dism ss that Verizon may

8 actually be bringing its other rates into the scope of
9 this proceedi ng, and Verizon did.

10 CHAl RAMOMAN SHOWALTER: So we issue an order
11 narrowi ng the scope and pointing out that if Verizon
12 needed a rate increase they could file one.

13 M5. SMTH: That is correct, Chairwonan

14 Showal ter, and that order | believe is subject to sone
15 notions for clarification and some other notions with
16 respect to that order. But even if you assunme up unti
17 that time, that order was issued on either February 7th
18 or February 14th, the conplaint was filed |ast sunmer.
19 That's a lot of time, that's nine nonths of time for
20 folks to perhaps intervene in this proceeding and be
21 heard with respect to any other rate rebalancing or rate
22 i ncreases that Verizon may wi sh to do
23 So the fact that we -- and the notice
24 requi renent, the statutory notice requirenent is from

25 when the tariffs are filed, that increase of rate.
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They're not fromany other tinme. So once Verizon files
its tariffs, under the statute that's when the notice
requi renent kicks in. At this point in tine, Verizon
hasn't filed tariffs. W're asking, | believe, that we
notify customers and have a hearing | think prior to
that time. But under the statutory schene, it's upon a
filing of a tariff.

CHAl RWOVAN SHOWALTER: | woul d |ike to ask
M. ffitch a question. |'msure he has |ots of
responses here, but there is one thing | would like to
ask you, which is, if you are correct, what we know
substantively at this point is that the parties here,
the settling parties that is, think that access charges
need to be reduced, business and residential rates need
to be increased, and that they have exanmined it, and
they think that their settlement is a fair result. So
if you were to have nore process of any kind, whether
it's toreject this settlenent and there's a filing of a
general rate increase or whether we add additiona
process into this proceeding, one way or another you
have a sense of what three significant parties think
about the substance.

So what |'mwondering is, what is it that you
would really like to get to? You interpose certain

| egal objections, and we will address themon their
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1 merits. But when you | ook just functionally, you're

2 dealing with the conpany and the Conmmi ssion Staff are

3 being -- are supportive of business increases and

4 residential increases. Wo knows, if it went to ful

5 blown litigation, there nm ght be sonme different result,
6 but you could be fairly certain that their positions

7 woul d coalesce a little bit around those positions. |
8 may have overstated that point a bit, but.

9 MR, FFITCH: Well, | guess what | would say,
10 | think what you're asking is, you know, how would

11 things turn out differently if there was a general rate
12 case, or what other interests would be raised, what

13 ot her issues would be explored. | nmean nmy first answer
14 to that is that's exactly the problemw th this kind of
15 settlenent. We haven't had the kind of full blown

16 review that you have in a general rate case, and we

17 haven't had either the participation or at |least the

18 opportunity for participation of nultiple voices. W
19 haven't had the chance to | ook at whether there are
20 ot her services that should have either rate increases or
21 decreases. W haven't had a full opportunity to | ook at
22 the conpany's earnings levels. This conpany and its
23 predecessor, GTE, have not been in front of this
24 Conmi ssion for a general rate reviewin so |ong that |

25 don't know how long it is. | believe it my be as nuch
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as ten years or nore since there has been a full bl own
rate case for GTE. So there would be significant
benefits, | think, to having a nmore careful review of
the conpany's status, particularly in light of the fact
that there has been a merger since the |ast general rate
case. So those kinds of things | don't think have
really been fully explored yet, and | don't think that
-- we actually can't necessarily inmagine all issues that
m ght be identified by other participants, by business
custoners, by low incone custoners, other fol ks who just
aren't here because, as you pointed out, this was an
access charge case.

MR. CARRATHERS: Your Honor, may we respond
to that briefly? Chuck Carrathers for Verizon. | think
we need to go back a little bit and see what we argued
in the case, what evidence was presented. As Ms. Smith
poi nted out, we in our response to AT&T' s conpl ai nt
brought up the rate rebalancing issue. W filed direct
testimony that supports the settlenent, that shows what
our earnings are, shows what the rate design should be.
I ndeed, we proposed a rate increase on residentia
custoners of nore than $4.50.

In response, AT&T said, well, you don't need
to do that, let ne |look at your earnings, let ne attack

them Staff did the same thing. They submitted
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vol um nous, as you know, discovery on those issues.
Public Counsel filed nothing. Public Counsel asked no
questions. Public Counsel was content presumebly to
rely on the efforts of AT&T and Staff.

Then what happened? What happened, Public
Counsel filed a notion to strike, and this Comi ssion
struck the rate rebal ancing testinony. However,
however, there are pending notions for clarification
This, for exanple, the Commi ssion did not strike Nancy
Heuring's testinony. The Comm ssion did not strike --
whi ch goes to our earnings issue. And there are pending
notions for clarification on our cost studies that show
the TSLRI C of basic service as well as the earnings
i ssue.

So from ny perspective, Public Counsel in
essence |let AT&T and Staff prove its case, and it did so
at its danger, and it should be prepared to address the
i ssues, since this was the time the hearing was
schedul ed for, on our earnings and on -- because again,
that testinobny was not stricken -- and on our cost
studi es, again because that was a pending notion for
clarification. And, in fact, Verizon has every one of
those witnesses here today, and Public Counsel then
shoul d be ready to cross-exanm ne them and he is nore

t han wel cone to do so
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JUDGE SCHAER: M. ffitch, did you have
anything further at this point?

MR. FFITCH: | do have some further
responses, and I will try to be brief. 1 think just to
qui ckly respond to the | ast statenment, Verizon has had
the opportunity fromthe beginning to file a genera
rate case at any tine, and they still have the
opportunity to file a general rate case to engage in the
rate rebal ancing that they're suggesting is necessary.

Publ i ¢ Counsel has approached this case from
the beginning as it was noticed in the initial conplaint
as an access charge case. And it is correct that we
have believed that the issues would be in genera
adequately addressed by the other parties on the access
charge issues, that there was a pretty good
representation of issues. But we have -- our posture in
this case has been to view this as an access charge case
and not as a general rate case, and we have taken that
position all the way along, and that's reflected in our
nost recent notions.

| think that M. Carrathers' suggestion that
notw t hst andi ng the Conmi ssion's narrow ng of or
clarification of the scope of this hearing this week
that we're sonehow or any other interested party

supposed to be in a position today to conduct
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essentially a full blown general rate case exani nation
on the time schedule of a small clains court | think is
just further illustration of the notice problens and the
adequacy of the procedure here that's bei ng suggested
for this kind of significant rate increase.

So those are kind of immediate reactions to
M. Carrathers' statenent. Let ne just kind of walk
t hrough here and see if | had any other points that |
wanted to raise

Wth regard to the GITE-Bell Atlantic
settlenent, | will just note that there was -- that that
settled three dockets. There was actually an ongoing
earni ngs review underway at that tinme, although it had
not been initiated into formal adjudicated proceedi ngs.
And while | haven't had a chance to go back and | ook at
those pl eadings, certainly the breadth of the pl eadi ngs
in the dockets before the Commission at that tine,
i ncluding the issues raised by a merger case, | think
did a far better job of acconplishing notice to affected
persons of the types of issues that would be before the
Conmi ssion in the settlenment. And it was a, as |
recall, an uncontested settlenent in which we
parti ci pat ed.

We disagree with the reading of the filing

requi renents rule, which says that there are only two



0247

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

cl asses, that the revenue reductions experienced by the
i nt erexchange, or excuse ne, the rate reductions
experienced by the interexchange carriers are to be

of fset against the rate increases experienced by other
custoner classes to deternmine if they have a 3% increase
or not, we disagree with that reading of the rule.

| guess | will note -- | will just note that
one of the problens here |I think, and that's been
alluded to, is that we have no tariff filing by the
conpany. Some of the procedural, follow up procedura
suggestions that have been made | think are kind of
nmurky at best as to how they mght work. Ordinarily the
conpany files a proposed tariff, and then there's notice
to custoners of that proposal. And I'mstill not clear
in my own nmind what the parties are proposing in their
settlenent here. There's a 30 day notice proposed to
custoners, but it appears to be before action by the
Conmi ssi on.

So one question | have is, is there a
proposal that a tariff be filed prior to any Comni ssion
order or any conpliance tariff requirement that -- is
there to be a tariff filed by Verizon incorporating the
provi sions of this settlenent and then 30 days notice
given to custonmers, or is there just 30 days notice of

the proposed settlenent followed by an order followed by
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1 a conpliance tariff. 1It's unclear to ne what the
2 proposal is. |'mnot sure any of those, in fact,
3 sitting here today, | would have to say | don't think

4 any of those satisfy our concerns, but certainly rather
5 uncl ear about what the proposal is.

6 You know, | nentioned tariff, because that's
7 sort of the basic notice that custoners get of what the
8 conpany is planning to do in terns of a proposed rate,

9 and we don't have that here yet. W don't have a

10 proposed tariff filing. So that's | think just a

11 feature or facet of the absence of notice that we have
12 here.

13 I think there's already been discussion of

14 the fact that the only hearing that is proposed in the
15 settlenent is a public comment hearing, not a hearing

16 for expert wi tnesses or counsel or other parties to

17 participate, but sinply a public comment hearing for the
18 general public to cone in and coment on sonething. |'m
19 not sure what they would be comenting on. Perhaps it's
20 just the proposed settlenent. But we hear the parties
21 argui ng strenuously that that will suffice, that is al
22 that is required, and that that is not even required.

23 So we have the troubling scenario frankly of the parties
24 suggesting that this hearing today and nothing nore is

25 required for inposition of a rate increase of this size
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on Verizon's customners.

| was going to coment that there were a
coupl e of other issues that weren't being discussed.
There was | think a pretty good di scussion of the
general tariff filing requirenments and the sort of the
3%rule, if youwill. W're also | think concerned or
we al so base our position on the ruling in the Fifth
Suppl emrent al Order, which narrowed the scope of this
hearing today. So regardless of the other issues, the
fact that this Commission very recently said that this
hearing this week was going to be about the access
charge conpl aint we think precludes having the hearing
turned into a hearing on a general rate increase for
Veri zon.

In addition to that, a second argunent that
hadn't really been discussed at this point was the |ack
of notice. And this is perhaps a | awer's argunent, but
I think an inportant and significant one. G ven the
Commission's ruling in the Fifth Supplenental Oder
there has been no notice that there will be a hearing
today on the issue of a general rate increase for
Verizon in our view based upon the record in this
proceedi ng and the Conm ssion's orders.

CHAI RWOVAN SHOWALTER: | have a question for

you. You seemto have no objection to the settlenent as



0250

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

to access charges only. So if the reduction in access
charges were accepted and i nposed and Verizon filed a
deferral petition or sonmething that would preserve its
option, let's say they filed a new general rate
i ncrease, a general rate increase case, which would
preserve as the date they filed a potential of getting
i ncreases as of the date of deferral. |In other words,
what |'mreally suggesting here is supposing this
settlenent is broken up into two pieces, the access
charge piece, which would go into effect because it's
agreed upon, but then the other side of the equation is
not agreed upon, so then there's a general rate case
ki cking along. |Is that what you would regard as a
desirable outcome? And | think it gets back to you, of
course, are going to be bearing in mnd kind of where
the parties cane out on this informally in their
settl enent, where the settling parties cane out on it.
MR. FFITCH: Yes, | think that is what we
woul d reconmend and what we would have in mnd, although
with a caveat. We would want to review any petition for
deferral, and | don't want to make a final comm tnent on
behal f of Public Counsel right now on a deferra
petition, but in general | agree with you. You are
correct, we don't oppose a settlenment of the access

charge issue here. W wouldn't object to the settlenent
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that has been arrived at today. M. Blacknmon has on the
record satisfied a concern that | had, | just need to
have clarified about whether there was a contribution to
the cost of the local loop, which | think is a

requi rement of this Conmi ssion in telecompricing of
services. And so we wouldn't be objecting to the access
charge piece of this settlenent, and we woul d recomend
and hope that the next step would, if Verizon believes
that it needs rate relief as a result of the access
charge reductions, that we then nove on to nake that
analysis. That its custonmers would receive advance
notice that the conpany is going to be proposing a
significant rate increase for them and that we could
then proceed to exam ne at the normal course, and that
we coul d have an opportunity for all other interested
parties to cone in and participate in that review and
make their recomrendations to the Conmi ssion.

CHAI RMOVAN SHOWALTER: But in that scenario,
if that were what happened, woul dn't you expect rather
promptly in that case Staff and Verizon to conme in with
a proposed settlement? I'mnot trying to bind them and
this is all hypothetical, but wouldn't we just get to
the point that we're close to today anyway? Ckay,
here's the general rate case, here's the proposed

settl enent, and presumably you woul d not be agreeing to
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that settlenent, or nmaybe you woul d because it had nore
process, | don't know, but.

MR, FFITCH. Well, it's not just process,
it's substance. W have not conducted a general rate
case in this access charge proceeding. W have not
retai ned expert witnesses. Oher parties have not
partici pated and retained their experts. W have not
conducted an anal ysis of the conpany's books. And
notw t hstandi ng the statenments of the other parties,
don't think we have had the scope of discovery and
exam nation of the issues for this conpany that has been
out for so long and has gone through a nerger. | don't
think we have had that |level of analysis in this
pr oceedi ng.

So it's true that the conpany could file a
GRC, Staff could stand pat and say we al ready know the
answer, and that could happen. Oher parties would not
be standing pat. Oher parties would be conducting
di scovery, filing testinony, and the Staff may well take
a look at the discovery that other folks are doing and
t hi nk, you know, because | assune they wouldn't, you
know, if this settlenment is not approved, they wouldn't
go in and say we're still bound, they would want to keep
their options open, and they m ght take a fresh | ook and

| earn some things that they hadn't | earned before and be
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persuaded that there perhaps is a different way to skin
the cat as to which services, if any, were best for rate
i ncreases, how is the bal ance between res and bus best

established, all kinds of issues |ike that.

And so | just can't -- | can't predict, but
it my well, you know, it may well be that Staff itself
woul d avail itself of the opportunity to nmodify its

reconmendati ons.

CHAl RMOVAN SHOWALTER: Okay, we need to take
a break because of a conference call, so we will be
recessed until 11:30.

COW SSI ONER HEMSTAD:  Is it the intent of --
are we off the record.

JUDGE SCHAER: We're off the record.

(Di scussion off the record.)

JUDGE SCHAER: While we were off the record,
there was a brief discussion of whether w tnesses could
be excused fromthe renai nder of today's hearing, and
t he Commi ssion has deternined that the renminder of the
hearing will be regarding | egal process issues and that
W t nesses who are here may be excused.

Thank you for your testinony, and we're off
t he record.

(Recess taken.)

JUDGE SCHAER: Let's be back on the record
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after our norning recess, and at this point,
Conmmi ssi oner Henstad has sone renmai ni ng questions.

COW SSI ONER HEMSTAD: This is addressed to
the conpany. |I'mcurious, a bit puzzled, your testinony
is to the effect that you re not meking or authorizing
your return, the settlenent actually reduces your
revenues by what, another $8 MIlion. Are you prepared
to provide us an indication if the settlenent is
accepted, would you plan to file a rate case after one
year?

MR, CARRATHERS: Thank you, Your Honor, are
we on the record? Charles Carrathers for Verizon.

JUDGE SCHAER: Yes, we are back on the
record, M. Carrathers.

MR, CARRATHERS: What the conpany will do at
the end of the one year stay out provision obviously is
not fully deternmined yet. You are right in that our
direct testinony that we explained our earning
situation. And |ike any other settlenent, AT&T and
Staff had very different opinions based on a nunber of
adj ustmrents, and so we, you know, conproni sed on that
i ssue and agreed to the rates set forth in the
settlenent. And we do have a one year stay out
provi sion, so the conpany is prepared to, you know, do

which it agreed to do. And what happens at the end of
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that one year period, | can't say at this tinme. W my
very well file a rate case, but | can not commit one way
or the other now.

COW SSI ONER HEMSTAD:  Wel 1, as nuch nusing
as anything, what if the Commr ssion were to condition
the settlenent on your filing such a case?

MR. CARRATHERS: Well, the settlenent
explains that if the Conmi ssion does not accept it in
whol e that any party can withdraw its consent, which
cones back to a hypothetical raised before the break
about, well, approving access reductions and goi ng
forward with a general rate case, well, Verizon would
withdraw its support of a settlenent, and we're back to
where we started.

COWM SSI ONER HEMSTAD: | understand, but |'m
not requiring you to answer that question, but, of
course, you don't have to, but what if such a condition
wer e i nposed?

MR, CARRATHERS: |'msorry, let ne be very --
condition inposed on what, if the Conm ssion said --

COW SSI ONER HEMSTAD: W' || accept the
settl enment on the condition that you file a rate case at
the end of the stay out period.

MR. CARRATHERS: | can not answer that

guestion at this tine.
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COW SSI ONER HEMSTAD: Al l right.

M. ffitch, would that nmollify you at all?

MR. FFITCH: 1'm afraid not, Your Honor
because Verizon custoners woul d be paying that, the rate
i ncrease, for the intervening year. As | understand
your hypothetical, the rates would go into effect
i medi ately, and the custonmers would -- in fact, it may
turn out that if that condition were inposed it wouldn't
be necessarily any different than what night happen
anyway. |If the Commr ssion were to accept the settlenent
as is, Verizon mght very well file a rate case in a
year and a day in any event. So fromthe customers
poi nt of view.

COW SSI ONER HEMSTAD: But you are arguing
that it's been a long tinme since there has been a ful
bl own review of the conpany's books. That woul d be
available in a general rate case. But even the conpany
itself was suggesting the solution where residentia
rates would go up substantially nore.

MR, FFITCH: Right. But | guess our point
and our concern and our position is that the rates
shoul dn't go up before the rate case, and your
hypot hetical has that occur, and that's our problem W
woul d be happy to get to the rate case now if the

conpany feels like it needs rates. And that really is
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kind of a fundanental issue for us. Verizon feels |ike
it needs rate relief, let's get to it, let's have a
| ook, let's have themconme in, let's have themgo to
their customers and the public and say, okay, we need
rate relief, and we're going to open up our books, and
let's have a rate case. And, you know, they need to
make that decision, and |'mnot sure if they would or
not. We don't know. You know, they're saying today
they're, you know, they would need the rate relief, but.

CHAl RMOVAN SHOWALTER: But if they -- | nean
I guess we never know exactly what a conpany woul d do,
but if there is, in fact, agreenment on a very
significant reduction in access charges and that's as
far as things go, it would be the nost |ikely event that
Verizon, as they stated they would, would cone in and
ask for a general rate increase, at which point they
woul d be asking for nmore than they're settling for now,
they woul d be asking for rates that are greater than the
settlenent is now, at |east for residential customers.

MR, FFITCH: And they woul d have the burdon
of proof that --

CHAI RWOVAN SHOWALTER:  And t hey woul d have
t he burden of proof.

MR, FFITCH: -- that they would need that

| evel of a rate increase in order to make a reasonabl e
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rate of return.

CHAl R\OMAN SHOWALTER: | don't want to
inquire into the process of the settlenent too far, but
| do, if it's appropriate and tell nme if it's not,
would like to know how fam |iar you are with I guess the
basis for the settlenment or the thinking behind the
settlenent or the information that all the parties had
when they settled. It would seemthat the nore privy
you are to that information, the nore informed your
decision is about this settlement and its reasonabl eness
aside fromthe | egal and due process questions. And
know you yourself were not the attorney here. | suppose
what |'m wondering is, is there benefit to your taking a
cl oser | ook at what is behind this settlenent in terns
of maybe satisfying yourself?

MR, FFITCH: Well, Your Honor, with respect,
that's not exactly the issue about whether our office by
itself is confortable with the substance of this
settlenent. We just feel very strongly for policy and
| egal reasons that it's not appropriate to transform
this access charge conplaint case into what amounts to a
general rate case with a very significant inpact on the
custonmers with the small group of parties that we have
here. And we have consistently fromthe beginning

indicated to the other parties that we did not believe
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it was appropriate to address general rate issues or to
settle them here

We have been kept advised of discussions. |
can -- | would probably need to confer with M. Cromel
to get nore detail about the substance of the neetings
that he attended. | know we have attended sonme of the
nmeetings, but we certainly because of our position were
not at the table negotiating the size of the residentia
rate increase. So our concerns are with the process,
and we're not, because of the failings in the process,
we're not convinced that this is the best outcome that
we can have

MR. KOPTA: | need to interject sonething at
this point and provide a little bit of history and a
little bit of perspective, at least from AT&T' s
per specti ve.

We filed our conplaint alnpst a year ago, and
inits answer to our conplaint Verizon said, we don't
think an access charge reduction is appropriate, and
even if it were, we would want to rebalance it with
increase in other rates. The conpany has consistently
mai nt ai ned that position.

Public Counsel did not initially participate
in this proceedi ng, perhaps because they considered it

sinmply an access charge conplaint. However, at the
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pre-hearing conference that was conducted after the
Conmi ssion deni ed Verizon's notion to disniss, Public
Counsel appeared. At that pre-hearing conference, the
parties discussed a schedule. The suggestion was at
that time from Judge Schaer we should try and schedul e
sonmething with hearings in Decenber. This was,
believe, in August. That was sonething that AT&T was
prepared to do. Verizon on the other hand said, no, we
need to present additional evidence including cost
studi es that support our position that we are not
overearning and, in fact, are underearning, and that we
are entitled to offset any reductions in access charges
wWith increases in other rates. The parties with that
under st andi ng devel oped a schedul e, the current schedul e
that we're in today, with Public Counsel's
participation. |f Public Counsel believed that it was
i nappropriate in the context of this proceeding to dea
with any increases in other rates as an offset to a
reduction in access charges, we believe it was incunbent
on themto raise it at that tine. They didn't.

AT&T and Staff filed opening testinony,
Public Counsel filed nothing. In Decenber Verizon filed
its testinmony, Decenber 3rd. It included cost studies
and rate earnings infornmation and testinony saying

exactly what Verizon had been saying all along, if there
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is any reduction in access charges, then we are entitled
to an increase in other rates, and they specified
residential service rates. Again, if Public Counse
believed that that was inappropriate, they should have
nmoved to strike that testinony then and there. They
didn't.

The parties conducted settl enment discussions
shortly after that testinony was filed in which the
di scussion of let's |ower access but raise sone other
rates was di scussed. Public Counsel was there. There
was an agreenent that additional procedures would go on
in ternms of settlenent, and proposals fromdifferent
parties were circulated to all the other parties,

i ncl udi ng Public Counsel. Nothing cane of those
di scussi ons.

We then filed our rebuttal testinony, AT&T
filed its rebuttal testinmony on January 31st, which was
what the schedul e contenplated that all parties should
file. Staff requested a continuance of a week to file
their testinony because one of their w tnesses had sone
personal problens in terms of getting the testinony
done, and that was granted. But again, Public Counse
did not conduct any discovery on Verizon's testinony and
did not file its own testinony. Instead, after the date

on which the testinony woul d have been due, it filed its
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nmotion to request that any testinony on rate rebal ancing
be stricken fromthe record.

AT&T's concern all along has been to try and
get our issues resolved as expeditiously as possible.
Now havi ng settled with the other -- with Comn ssion
Staff and with Verizon, now Public Counsel cones in and
says, ho, ho, no, no, you can't do that in the context
of this proceedi ng even though those issues have been a
part of this proceeding all along. | don't think that
Public Counsel at a minimumcan claimthat it |acked
notice that these were issues on the table in this
proceedi ng at | east since August of |ast year. Now
maybe at least in terns of |egal standing, |'mnot sure
that they have a standing to raise anybody else's -- the
possibility that soneone el se may not have had due
notice, but Public Counsel certainly did. | don't think
there's any question that they did. And by sitting back
and waiting until right before the hearings to ask that
somehow this shouldn't be part of a proceeding and then
to oppose a settlenent because it includes sone of those
issues | don't think is sonething that this Comm ssion
shoul d believe is appropriate.

I mean there may be additional proceedings
that go on, and that's what's contenplated in the

settlenment, to allow custoners affected, not counsel
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but custonmers affected to cone in and say what they have
to say. Their counsel has had nultiple opportunities to
say what they have had to say, to investigate the
evi dence that they claimthey haven't had time or the
opportunity or whatever to be able to do to investigate
these issues, also to have input in the process.
If they didn't believe that the rate
i ncreases that we were tal king about here and were part
of the settlement agreement were appropriate, they said
nothing in terns of any additional suggestions. So
just don't think that at this point in the process it's
appropriate to throw a nonkey wrench into the gears that
we all tried to work together to bring something to this
Commi ssion that we think is in the public interest. And
to derail that now and ask that we have additiona
proceedings in the formof a rate case, because | know
right now that if this Comm ssion says, gee, we're okay
with the access reductions but we're not going to do
anyt hi ng about the increases, Verizon is going to say,
heck, no, we're not going to go for that. And we're
going to be back to having hearings on our conplaint.
And the possibility is that even if the
Commi ssion finds that access charges are appropriate,
Verizon is going to cone back and say, well, now we need

to tal k about offsetting increases. And whether that's
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part of this proceeding or part of a rate case, we're
tal ki ng about not getting anything done for at |east a
year, nmaybe two. And here we have a settlement where
the three parties have agreed to cone up with sonething
that seens to be appropriate, and | think that it's too
late in the gane for Public Counsel to conme in and say,
wait a mnute, | didn't know this was going to happen,
this is all news to ne, we've got to have sonme nore
process.

COW SSI ONER OSHIE: M. Kopta, do your
argunents apply to the business class as well as
residential ?

MR. KOPTA: Yes, they do, because the rate
increases are that as | understand it have to do with
smal | business rates as opposed to the | arger customers.
Perhaps Staff can correct me if |I'mwong, but the
Centrex and the PBX rates stay the same, and those are
your | arger business custonmers. So ny understanding is
that Public Counsel's constituency is residential and
smal | business, and that's who we're tal ki ng about here.

MS. SMTH: | agree

MR, FFITCH: If | may just respond briefly, |
t hi nk perhaps M. Kopta has m sunderstood nmy answer to
the Bench's question. W're not saying this is the

first we have heard of this. And, in fact, | believe
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what | said was we have comuni cated to the other
parties throughout that we don't believe that rate
rebal ancing is appropriate in this case.

Now procedurally were there tinmes, and
M. Kopta is suggesting notions should have been made or
ot her formal conmunication of that occur, |'mnot sure.
And, you know, it even occurs to nme maybe that,

M. Crommell is on the Iine, he was obviously present
for nost of these proceedings and can address this nore
clearly, and, you know, if we need a recess so he and |
can tal k about a response to your question, that nmaybe
he can tell me if that would be useful or if he just
wants to chinme in.

But we're not saying we didn't know this was
happeni ng and coming in at the last mnute. That's not
what |'m saying. That's not the gist of our nmenorandum
We're saying it shouldn't happen this way and that we --
that it's not fair or appropriate for these parties to
transformthis into a general rate case and then
essentially require folks to, you know, to go down that
road. That's not how general rate cases and general
rate increases are brought forward. And our concerns
are just, you know, they're laid out in our nenorandum

CHAl RMOVAN SHOWALTER: M. Crommel |, you will

have a chance to talk to M. ffitch over the [unch hour,
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because | think what we anticipate doing is at |east
com ng back briefly after the lunch hour in case people
have thought of different ideas, but do you want to say
anyt hing right now?

MR. CROWELL: Your Honor, Robert Cromnell
for the record on the bridge line. | guess I'mwlling
to address any questions you have. |'mnot sure that
what M. Kopta raised is directly relevant to the matter
before you. | certainly don't contest that we are aware
and have been since Verizon filed its notion to dism ss
and answer |ast summer that the Comm ssion ruled on that
their desire if access charges were reduced would be to
rebal ance rates. | nmean similarly | can not recal
whet her it was on the record or off that | certainly
made our position clear at the pre-hearing conference
last sumrer. |In fact, | nmade the suggestion, and |'m
pretty sure it was off the record during a genera
schedul i ng di scussion in the enbryonic stage that one
sol ution would be to resolve access charges and bring a
rate case later, and the reaction was incredul ous
| aught er.

I won't address the contents of the
settl enent discussion as far as statenments or positions
of other parties, but in the telephonic --

JUDGE SCHAER: M. Crommell, you're going to
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need to speak up a little bit, please.

MR, CROWELL: Ckay, is this better?

CHAI RMOVAN SHOWALTER: Not really.

MR, FFITCH: It may just be the nedication

MR. CROWELL: | nmde it clear --

JUDGE SCHAER: Much better

MR, CROWELL: | nmde it clear at any tine
asked what our office's position is regarding rate
rebal anci ng, and the notion that the Conmm ssion ruled on
inits Fifth Supplenental Order addressed that. |
believe that as a legal matter at this point, the
Conmmi ssion's position regarding that issue is on the
record in that order. Clearly there are pending notions
for clarification of the positions that m ght address
that, but the Conmission to this point has not changed
its position.

Did you have any other questions?

CHAl RWOVAN SHOWALTER:  No.

MS. SMTH. |If | nmay nake a coupl e of points.
I don't know if you want to hear those before we're
breaking for lunch, but | would |ike to address Public
Counsel ' s concern about the process. Public Counsel in
its opposition to the settlenent, in its notions to
strike, has called the parties' proposal for process in

this case a sham and that is not at all accurate. W
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have proposed a settlenent for the Comm ssion's
consideration. The settlement is to decrease certain
rates and increase certain rates. Following this
presentation of this proposed settlenent today, the
Commi ssion will have 30 days after giving custoner
notice of this to hear what el se cones up, to hear if
anybody el se objects to this, to listen to the public
and then nake its decision. So the process that we have
proposed is fair, and it's not a sham and there are
some possi bl e outconmes, or there's sone contingencies
wi thin that 30 days.

For exanpl e, Public Counsel, not being a
party to the settlenent, can if this -- if this
Commi ssion were to approve the settlenent, Public
Counsel could bring a conplaint against Verizon's rates,
and Public Counsel could allege that the rate that the
Commi ssi on approved isn't fair. Public Counsel has
options other than just to throw this settlement out the
wi ndow. And the process that we have proposed is fair,
and the process that we have proposed is one that is a
matter of public notice, and we believe that it's not a
sham and that the Conm ssion should approve the
settl ement.

MR. CARRATHERS: And, Your Honor, Charles

Carrathers for Verizon, very briefly follow ng up on
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Ms. Smith's comment. Public Counsel, one of its
principal clains is that, gee, Verizon hasn't had a
general rate case, we don't know what their earnings
are. | will point out that Public Counsel was a party
to the settlenment in the GIE-Bell Atlantic merger where
Verizon's rates were found to be just, reasonable, and
sufficient. And under this settlenent, as it's pointed
out, our revenues are not increasing, they're
decreasing. So | think what it really boils down to is
this, if Public Counsel believes that we are earning too
much, it can and has always had the ability to file a
conplaint, as Ms. Smith suggested. To date, it has not
done so.

CHAIl RWOMAN SHOWALTER:  Wbul d you rem nd me
when we approved the nerger settlenent, what nonth and
year ?

MR. CARRATHERS: Approved in December 1999,
and that required rate changes to be phased in over a
coupl e of year period, and that's why in the settl enent
there was a stay out provision until July 1st, 2000, |I'm
getting nmy years confused, 2002.

JUDGE SCHAER: Conmi ssioners, do you have any
ot her questions?

Anything further, M. ffitch?

MR. FFI TCH: Not hi ng, Your Honor
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CHAl RWOMAN SHOWALTER:  Well, a question
we're closing in on the lunch hour, and | guess the
gquestion | would ask the parties is this. Should we al
go away, we'll take everything under advisenent, or
woul d there be a benefit to getting back together at
least at 1:30 in case there are additional things people
want to say, additional ideas people have, or is that
wor t hwhi | e?

MR. CARRATHERS: W have said it all

MR, KOPTA: Fromthe point of view of AT&T, |
think we have said what we feel |ike we need to say, and
if the Conmmi ssioners have additional questions, we
certainly would return, but |I wouldn't anticipate
anything nore fromthe parties.

MS. SMTH. That's Staff's position as well

MR, CARRATHERS: That's Verizon's position as

wel

CHAI RWOVAN SHOWALTER:  How about vyou,
M. ffitch?

MR. FFITCH: That is also Public Counsel's
posi tion.

MR. CARRATHERS: We agree.
MS. ENDEJAN. We agree on sonet hing.
CHAI RMOVAN SHOMWALTER: Does anyone have a

desire to add nore in witing to the notions of --
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M. ffitch has put his in witing, Verizon has responded
in witing, is there any nore process on that?

M5. SMTH: Not fromthe Comm ssion Staff
perspective. However, if another party wants to raise
sonet hing, we would |ike the opportunity to respond.

MR, FFITCH: The only thing that occurs to
me, Your Honor, is if the Bench were to call for nore
briefing on the point, we would be happy to assist in
that, but we're not requesting further briefing.

MS. SMTH. And one further point before we
go off the record, | think | could speak for all counse
and nmove the admi ssion of all of the exhibits that are
attached and the exhibit list to the settlenent
stipul ati on, nove those into the record.

MR, FFI TCH: Your Honor, we would object to
the adm ssion of the exhibits or portions of the
exhibits that were previously stricken pursuant to the
Fifth Suppl emental Order and the other exhibits that we
have noved against in our pleading that was filed today
and any related evidence in the exhibits that goes to
the issue of rate increases.

JUDGE SCHAER: Okay, at this point, we wll
identify the exhibits as being those exhibits identified
by the attachnent to Exhibit for identification 300,

which is the settlenent agreenent, and the Comm ssion
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will take their information under advisenent at this
poi nt .

CHAI RMOVAN SHOWALTER:  Anot her question. W
have in front of us a proposed settlement. W also have
pendi ng various petitions for clarification and
reconsi deration, et cetera. Does anybody have any
opi nion as to whether the proposal for the settlenent
agreenent ought to preenpt for the time being until we
deci de on those questions our issuing an order on all of
those other notions?

M5. SM TH: Yes, Chairwoman Showalter, it's
Commi ssion Staff's position that that does -- that the
pendi ng settlement stipul ation does preenpt any need for
t hat procedural order. However, if the Comm ssion were
to reject the settlenent and we were going to have to go
forward, | think we would appreciate sone rulings on
t hose pendi ng notions.

JUDCGE SCHAER: Do all parties agree?

MR. CARRATHERS: Verizon grease.

MR KOPTA: AT&T agrees.

MS. SI NGER NELSON: Worl dCom agr ees.

JUDGE SCHAER: M. ffitch

MR. FFITCH.  Well, Your Honor, | think with
t he understandi ng that where that | eaves us is that the

Fifth Supplenmental Oder is the |aw of the case at this
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point, we would al so agree.

JUDGE SCHAER: Okay. Is there anything else
to come before the Comm ssion today?

Thank you all for your argunents and the
testi nony of your witnesses, and this proceeding is
adj our ned.

(Hearing adjourned at 12:00 p.m)



