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BEFORE THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON

COWM SSI ON
WASHI NGTON UTI LI TI ES AND )
TRANSPORTATI ON COWM SSI ON )
)
Conpl ai nant, )
)
VS. ) DOCKET NO. UT-040788
) Vol ume No. 8
VERI ZON NORTHWEST, | NC., ) Pages 706 - 771
)
Respondent . )

A prehearing conference in the above matter
was held on Septenber 23, 2004, at 2:34 p.m, at 1300
Sout h Evergreen Park Drive Sout hwest, O ynpia,
Washi ngton, before Adm nistrative Law Judge C. ROBERT
WALLI S.

The parties were present as follows:

THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COW SSI ON, by DONALD T. TROTTER and CHRI STOPHER G.
SWANSON, Assistant Attorneys Ceneral, 1400 South
Evergreen Park Drive Southwest, Post O fice Box 40128,
A ynpi a, Washi ngton 98504; tel ephone, (360) 664-1189.

VERI ZON NORTHWEST, | NC., by JUDI TH A.
ENDEJAN, Attorney at Law, Graham & Dunn, 2801 Al askan
Way, Suite 300, Seattle, Washington 98121; tel ephone,
(206) 340-9694.

PUBLI C COUNSEL, by SIMON J. FFITCH (via
bri dge), Assistant Attorney General, 900 Fourth Avenue,
Suite 2000, Seattle, Washington 98164; telephone,
(206) 389-2055.
Kathryn T. W/l son, CCR

Court Reporter
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PROCEEDI NGS

JUDGE WALLIS: This is a conference
established for the purpose of oral argument on a
nmotion to conpel discovery that has been filed by
Commi ssion staff. | want to thank all of the parties
for your accommodation in permtting us to have a rapid
process on this, understanding that in the context of a
conplicated proceeding, a swift answer is just as
i nportant as any other factor in that kind of a docket.

I would Iike to begin by asking for
appearances today. M. Trotter?

MR, TROTTER: For the Comm ssion, Donald T.
Trotter, assistant attorney general. Also present is
Chri stopher G Swanson, also an assistant attorney
general, and Paula Strain is one of our staff w tnesses
who is present.

JUDGE WALLI'S: For Verizon?

MS. ENDEJAN:. Judy Endejan from G aham and
Dunn for Verizon Northwest, and with ne is Richard
Potter fromthe Conpany, the regulatory affairs group
| forget your exact title at the noment, but he's
i mportant.

JUDGE WALLIS: And sitting in on the argunent
froma respectable distance, calling sitting in from

Seattle, is Public Counsel. Your appearance, please.
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MR FFITCH. Sinmon ffitch, assistant attorney
general, public counsel section of the Washington AG s
of fice.

JUDGE WALLIS: In some prelimnary
di scussi ons before the session went on the record,
there was sone question regarding M. ffitch's
participation and his right to do so. W indicated
that we would defer a ruling on that until M. ffitch
i ndi cated that he desired to make comments, in which
case the parties will have an opportunity to argue his
ability, his right to participate.

I would like to ask M. Trotter if he would
start off because the laboring war is on your side of
t he boat today.

MR, TROTTER: You asked that each be argued
separately, so | will start with the first item The
Staff asked Verizon to produce the board m nutes from
Verizon Conmuni cati ons, the parent conpany. The
Conpany responded that they were not rel evant and woul d
not be provided, so we noved to conpel.

It is very obvious that the board of Verizon
Conmuni cati ons sets the overall policy for the Conpany,
whi ch include Verizon Northwest. They set policy for
many di fferent things, conpensation policy, pensions,

and many ot her categories of operations that directly
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af fect the costs incurred and bei ng sought for recovery
by Verizon Northwest in this proceeding, so rel evance
is not and cannot be a valid objection.

For the first time in their reply, they
rai sed the issue of the Commi ssion's authority to order
the Conpany to produce these records, and they rely on
the waste nmanagenent case for that proposition. That
case is relevant under slightly different circunstances
that are inportant. |In that particular case, it
required the Conmi ssion to pass through the tipping fee
at the transfer station that was operated by the
affiliate that was owned and the price was charged for
by an intervening third party. | believe it was a
muni cipality. So there was no question in the court's
m nd that the Commission had to pass through the costs.

In this particular case, there is no such
statute. The Conpany bears the burden of proof that
the rates it is seeking to put in effect are fair
just, reasonable, and sufficient, and we believe that
in order to bear its burden of proof, it needs too
produce this material.

I would Iike to quote fromthe Comm ssion's
Fourth Suppl emental Order in Docket 981367. That is
the application of GIE Corps and Bell Atlantic Corps

approving a nmerger between those two entities, and at
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that time, the parent of the | ocal conpany was call ed
GTE Corporation, and the |ocal operating conpany was
call ed GTE Nort hwest .

On Page 16, the Conmission stated, Simlarly,
we cannot ignore the integral role of GIE Corporation,
both in the day-to-day operations of GIE and in shaping
the perfect strategy, that such a |larger concern, such
as investnents in Washington State and certain other
matters, inpact Washi ngton consumers very directly.
After the nerger, Bell Atlantic Corporation will assune
these roles for GIE Northwest. And of course as
history tells, that is now Verizon Comuni cati ons.

The fact of that case was that the statutes
did not permit the Comm ssion to eval uate that nerger
because it did not fall within the categories of
property transfers and other things that the statutes
permtted the Commission to | ook into.

But the Commi ssion rejected those argunents
and said, quote, "In effect, we pierce the corporate
veil and conclude that GTE Corporation and GIE
Nort hwest are a single tel ecommuni cati ons conpany
falling within the definition of, quote, 'public
servi ce conpany,' closed quote, for purposes of
considering the transaction that involves the

di sposition of the whole of GTE Northwest property and
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facilities used to provide regul ated tel ecomuni cati ons
services in Washington State."

Now granted, that latter quote did say for
pur poses of considering the nerger transaction, but in
terms of the integral role that Verizon Comruni cations
pl ays in the day-to-day operations of Verizon
Nort hwest, the sane concl usi on applies.

The Conpany has not clained there is any
burden to produci ng these docunents. W are anmenabl e
to be viewing themoff-site and not to nmake copies of
them but to take notes, and we reserve our rights to
have copies later, and that would be a separate
request. We can't say what's in those m nutes because
they won't |l et us see them but we do know that the
policies are set at that level, the policies that apply
to this local exchange conpany, and we need to see them
to see what is going on at that level to nmake sure that
everything is appropriate.

I can't specul ate whet her the Conpany is
applying its policy differently based on how it can
collect its costs fromratepayers versus the econony
generally. | don't know. That would be specul ation
but that's the problem W shouldn't be forced to
assune about their documents before we see them a

thenme that seens to reverberate.
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So we believe there is no question but that
the docunents are relevant. W are willing to nake
reasonabl e acconmodati on for confidentiality concerns,
and we believe the same anal ysis that the Comm ssion
used in the UT-983617 should be used here to justify
requiring that should the Commr ssion decide not to
order this be produced based on the Conpany's refusa
to produce them we reserve all rights as to the inpact
of that to sustain its burden in this case.

JUDGE WALLIS: M. Trotter, are there
gquestions also relating to certain comrttee neeting
m nut es?

MR. TROTTER: Yes. The Conpany did actually
provi de certain Verizon Commruni cati on board m nutes
regardi ng subconmittees of the board, the board audit
and finance comittees, and we have since asked for
managenment audit conmittee mnutes, and we asked them
to state in witing the specific basis for any
redacti on of those minutes. W do not understand the
Conpany to be opposing that.

JUDGE WALLIS: Is that correct, Ms. Endejan?

M5. ENDEJAN: That is correct. That is our
under standi ng that was really the subject of a notion
to compel. As | indicated in our responsive pleading

yesterday, we will provide in witing the basis for the
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redaction reserving the right to object if there is a
subsequent notion to conpel.

JUDGE WALLIS: M. Trotter, are you
conpl et ed?

MR. TROTTER: Yes, | have

JUDGE WALLIS: Ms. Endej an?

MS. ENDEJAN. Let nme start out by trying to
put this in context. This is a case where Verizon has
recei ved over 350 data requests fromthe Staff that the
Conpany has worked diligently on to provide responses
to. It has worked with the Staff, an on-site audit,
and it has bent over backwards to try to provide
informati on that theoretically we could have objected
to but did not on any nunber of occasions.

The Conpany has elected to draw a line in the
sand with respect to categories of docunents that
pertain to entities that are not the regulated utility
subj ect to the Conmission's jurisdiction. W have
three primary argunents that apply to each set of the
docunents at issue, so let me, in the context of
di scussing the board minutes, talk about each one of
t hose argunents.

The first argunent is that these are not the
m nutes of Verizon Northwest, Inc. These are the

m nutes of the parent corporation, and as we read the
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wast e managenent case, the Washi ngton Suprene Court has
fairly clearly defined the limts of this comission's
authority to conpel exam nation of records from
affiliates.

The waste managenent case stands for the
proposition that the Conm ssion has no authority beyond
the affiliate's interest statute to conpel the
production of records froman affiliate that are not
contracts or arrangenents, and the board of directors
m nutes for the parent corporation fall into that
category under waste nmnagenent.

The distinction that M. Trotter tries to
draw about type of case that waste managenent was as
opposed to this case is irrel evant because essentially,
Staff nmade the same argunent in the waste managenent
case. |In waste nanagenent, they said, we want to see
the records of your affiliates because we think that
there is some indirect revenue flow fl owing down as a
result of these arrangenents, and the suprenme court
rejected that.

The supreme court also rejected what the
Commi ssion did in the waste nanagenent case. What the
Commi ssion did in the case managenent case was it
basi cally punished the Conpany by refusing to allow the

pass-through fee for their w thhol ding of the records
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of the affiliates. The suprene court says that was
error. The suprenme court said |ooking at the statutes
clearly, the affiliate interest statute defines the
boundary around which the Conm ssion may ask for the
production of the records of affiliates.

We have done that. We have provided the
contracts. W have provided the financial information
regardi ng any contractual affiliate arrangenment between
Verizon Northwest and any of the other affiliates, and
| don't think there is an issue on the table with
respect to that.

VWhat is on the table is the board of
directors' mnutes, and let ne tell you what those dea
with. They do not deal with, as Staff surm ses, the
i ndi vidual setting of individual policies of direct and
specific application to Verizon Northwest. Verizon
Nort hwest is | ess than one percent of the entire
Verizon Communi cations, Inc., parent corporation.

Wth all due respect to my client, they are
smal | change and snal| potatoes when the board of
directors of Verizon Corporation get together in
New York to talk. They talk about Verizon Wreless.
They tal k about Verizon International. They talk about
ot her business units that are conpletely unregul at ed,

Verizon information services, what have you.
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As a matter of corporate governance, the
corporation feels very strongly that it's board of
directors' minutes are not the kind of records subject
to production before a state public utility comr ssion
in connection with a rate case.

I would add that that erroneously assunes
that specific policies are set at board of directors
nmeetings. Well, they could have, and as a matter of
fact, have asked for those specific policies, which the
Conpany will respond to. Your Honor, we got this late
yesterday afternoon, but | would point out that on
Sept enber 22nd, Staff issued Data Request No. 452:

Pl ease provide a |ist and description of all corporate

policy statenments by Verizon Northwest, its parent, or

any of its affiliates that are currently in effect, are
in effect during the test year that apply to or affect

Veri zon Northwest Washi ngton operations.

If we tell Staff the applicable policies to
Verizon Northwest, then the rel evancy of exam ning the
board of directors' mnutes for huge corporation
vani shes. Staff is not prejudiced. The purpose of its
inquiry will be satisfied. So accordingly, by virtue
of issuance of this data request yesterday, which
woul d have put in my responsive pleading had | had it,

| think negates any rel evancy argunment that they have



0717

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

her e.

These argunents all sort of nmesh together
The first reason was basically these board of
directors' mnutes don't belong to Verizon Northwest.
They are not our records. They are not the records of
the public service utility regulated by the Comm ssion
M. Trotter sites the nmerger order

Now, for purposes of nmy understandi ng of the
merger order is the nmerger order was the result of a
settl enent of any nunber of issues, and correct ne if
I"'mwong, but | believe that's the order that reflects
a settlenment of any nunber of dockets. So | don't
think that the passage he has cited stands for the
proposition that the Comrission is able to assert
overall jurisdiction over the parent corporation just
because it regulates the | ocal exchange carrier that is
one percent of that corporation? No court of |aw would
uphol d that proposition, and we submt that that is not
what the nmerger order stands for, and for purposes of
the nerger conditions, | would have to go back and
reread the order, but that's my understandi ng of what
the nmerger order stood for

It does not stand for the broad proposition
that in the course of discovery in a contested rate

case, the Conmi ssion staff is entitled to a broad scal e
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fishing expedition of the parent corporation's
financial records, particularly when there are
alternative nmeans that they have avail ed thensel ves of
to get the information that they allege is the rel evant
informati on fromthe board of directors' mnutes, which
I would also add do not set the express policy that
Staff appears to be after. Anybody who has ever been

i nvol ved in corporate governance and reads board of
directors' mnutes know that they do not get to that

| evel of granular detail

Which leads to ny final argument with respect
to the board of directors' m nutes which goes to the
rel evancy. |If the policies are what are relevant, and
we don't contest that, then after ask for the policies.
They did. We will give themto them They don't need
the board of directors' mnutes for purposes of
satisfying their concerns.

Now, with respect to -- I'Il reserve the rest
of nmy argument on the other categories of docunents as
we go through them but | would like to close on an
interesting note, which | found very curious. The only
authority cited in the Staff's notion to conpel was the
NARUC manual , but the NARUC manual doesn't really stand
for the proposition they say it stands for

They say the NARUC manual says that Staff
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routinely audits the board of directors' mnutes of the
utility. What is the utility? The utility here is the
regul ated | ocal exchange conpany, WAshington operations
of Verizon Northwest, Inc. Fine. That's consistent
with NARUC. The mamnual al so cautioned in the passage
that | pointed out, Look, it may not be clear that you
have either the authority or the ability to ask for the
m nutes of the board of directors' nmeetings for the
parent corporation. It advises -- |I'mlooking at the
sensitive areas. The auditor should have thought

t hrough answers to the questions of relevance to the
utility operations and Conm ssion authority.

That recognizes that in many jurisdictions,
such as Washington, there are constraints on the
ability of the Comm ssion to ask for records of
affiliates, and that's really the legal principle that
we are here today tal king about, and that's the | ega
principle that the conpany feels extrenely strongly
about and will assert whatever it has to assert to
protect its legal rights in this area.

So given that, Your Honor, | wll conclude ny
remarks on the first category of documents, and then
guess we will go to the second category.

JUDGE WALLIS: At this point, | would like to

inquire of M. ffitch whether he feels it necessary to
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comrent on the issues that have been presented.

MR. FFITCH Yes. | would like to make a
couple of brief observations, if | mght.

JUDGE WALLIS: Could you identify the broad
nature of those observations so we could have a context
for argunent on whether you be allowed to present thenf?

MR, FFITCH: Yes. Essentially, | wanted to
sinply indicate our general support for Staff's
position and express our concerns about the inpact of
adopting the Conpany's position with regard to
di scovery generally in Conm ssion cases.

Qur interest is that we also, of course, are
participating in this docket. W have a nunber of
pendi ng di scovery issues with the Conpany right now.
Dependi ng on how those turn out, we have advised them
that we m ght also have a potential notion to conpel
So we have an interest in how, in general, sone of the
i ssues play out in this argunent; although, our
di scovery requests don't go directly to this issue of
the materials in the possession of the parent
corporation.

We do have a concern about that issue as it
relates to this case, but also the sort of precedentia
i mpact on discovery in other proceedings.

JUDGE WALLIS: Ms. Endej an?
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MS. ENDEJAN. It seens to ne, and for the
record, | will |odge an objection to Public Counse
maki ng those renmarks part of the record. Seenms to ne
that if M. ffitch wanted to -- it's premature. |If
M. ffitch has a problemw th Verizon's discovery
requests, then the appropriate tine to address that is
in his notion to conpel

The ruling with respect to discovery requests
are based upon the particular nature of that particular
di scovery request, so | think that he didn't bring the
notion. These aren't his discovery requests. |f he
wants to bring a notion in connection with Public
Counsel ' s discovery requests, there are procedures that
allow himto do this. | think it's inappropriate for
himto be allowed to participate with respect to this
not i on.

MR, FFITCH: I'Ill just indicate that --

JUDGE WALLIS: M. ffitch, you will get your
turn.

MR, TROTTER: Just briefly, Your Honor. The
Conmmi ssion has permtted parties who do not issue a
data request to nove to conpel its response, so it is
appropriate for one party to nove to conpel another
party's data request response. Accordingly, we think

it is fair for another party to support a notion to
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1 conpel data requests.

2 JUDGE WALLIS: M. ffitch?

3 MR, FFITCH: | was sinply going to observe,
4 Your Honor, that the Commission itself called for

5 comrents from other parties with respect to this

6 notion, and we did not file anything in response, but
7 we had al ways intended to be present at this argunent,
8 and having received the Conpany's response yesterday,
9 we then devel oped a concern about sonme of the argunents
10 that they were making.

11 JUDGE WALLIS: Let me ask if -- and |'|

12 direct this to M. Trotter -- is the Staff coordinating
13 data requests with Public Counsel ?

14 MR. TROTTER: There has been sone of that, |
15 think, but not in this area.

16 JUDGE WALLIS: Ms. Endej an?

17 MS. ENDEJAN.  Your Honor, in response to

18 M. Trotter's remarks, whether or not the Conm ssion
19 all ows other parties to nove to conpel responses to

20 Staff data requests isn't the issue before you. The
21 i ssue before you is Staff's notion to conpel, and we
22 think M. ffitch will have an opportunity, if and when
23 the need arises, to express his viewpoint.

24 And ny understandi ng of the normal rul es of

25 procedure are that the two parties, the parties
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entitled to argue, are the novant and the respondent.
Ot herwi se, everytine there is a notion, there is going
to be chaos here because everyone is going to weigh in
on one side or the other. That's how I understand how
noti ons are appropriately handl ed.

JUDGE WALLI S: Very well. | think that the
observation by M. Trotter identifies the principle
that should govern this. There has been quite a bit of
concern over the years, and you have nentioned it a
couple of times today about the nunber of data
requests. The Conmi ssion has been very consci ence of
the volune of data requests, particularly those
directed to the Conpany, and has requested in the past
and has directed in the past that parties do coordinate
their data requests to avoid duplication

Along with that, in order to avoid penalties
for failure to coordinate, the Conm ssion has
specifically identified the opportunity of parties who
have not nmade a data request to seek to conpel
production. That avoids the need for every party to
make the sane request in order to have the right to
pursue it.

Consequently, | aminclined to allow and will
allow M. ffitch to present his comments here. | think

that in the context of this administrative proceeding,
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that works to the benefit of all parties in that as
M. ffitch indicated, it will reduce his need to
i dentify and nake separate notions on matters that
could be within an unbrella raised by the result of
this ruling. Therefore, it is also in the interest of
the adm nistrative efficiency. So with that, | wll
allow M. ffitch to nake his renmarks

MR. FFI TCH: Thank you, Your Honor. | hope
t hat doesn't appear anticlimactic after the previous
di scussions, but we sinply wanted to support Staff's
notion to obtain access to these board mnutes. W
don't believe that Verizon Northwest should be all owed
to hide behind the corporate structure to keep
ot herwi se rel evant information beyond the purview of
t he Conmi ssi on.

| think it's worth renenbering that the
corporate structure is a matter of the Conpany's own
choice. 1In granting this type of objection provides an
incentive not only for this conpany but other conpanies
to increasingly place all records and conduct of as
many activities as possible outside of the operating
corporate shelf that exists within any given state
t hereby maki ng the Comm ssion's performance of its
statutory obligation to regul ate the Conpany

increasingly difficult.
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We think the Conm ssion recogni zed t hat
already inits rule in the GTE/Bell Atlantic, and
woul d al so suggest the Pacifi Corp/ Scotti shPower where
the Commi ssion pretty clearly announced that it felt
that its jurisdiction extended to scrutiny of the
parent as well so that it could performits statutory
obl i gati on.

I"mnot sure about this, but | believe that
the GTE order that M. Trotter was referring to may
have been an interlocutory order rather than the fina
order. He can address that, but in the Pacifi Corp/
Scotti shPower case, the issue of jurisdiction came up
as a prelimnary matter rather than in the final order
adopting a settlenent, and certainly was addressed nore
extensively in the interlocutory orders.

So for that reason, Your Honor, we support
Staff. We think it's an inportant principle that needs
to be upheld, not only in this case but because of
potential inpact on other proceedings.

MS. ENDEJAN. May | reply?

JUDGE WALLIS: Ms. Endej an?

M5. ENDEJAN: The argunent nmade by M. ffitch
was specifically rejected by the Washi ngton Suprene
Court in the waste nmanagenent case. There, Staff had

argued that if you did not broadly construe the
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Commi ssion's authority to essentially ask for any
record it wants of an affiliate, then everybody will
hide all their records in affiliates.

Well, the Washington Supreme Court said no,
we don't buy that argunment. We don't buy that argunent
because that would conpletely render superfluous the
affiliate-interest statutes, RCW80.16, and the court
applied the rule of |aw here, which is the Conm ssion
has the authority given to it by the |egislature and
nothing nore. There is no authority, no statutory
authority whatsoever that gives this com ssion
authority to exam ne the records of an affiliate,

i ncludi ng the parent corporation, except within the
context of the affiliate interest statutes.

Now, | am not an expert on nergers. | feel
di sadvant aged from the standpoint of arguing about the
Scotti shPower case or the GTE nerger case, but | would
suspect that there is different statutory criterion and
different issues associated with conpany's nerging, and
there are different considerations associated with the
benefits flowing down fromthe merger, and you al nost
have to | ook at the benefits to the |ocal conpany from
what ' s happeni ng when these utilities merge.

That's an entirely different situation than

what we've got here, which is, the Comm ssion is
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| ooki ng at Verizon in the context of a rate case, and
now t he Commi ssion wants to | ook at the records of its
parent, sensitive records of corporate governance. The
| aw says the Commission can't |ook at those, and that's
what we are asking the Comri ssion to apply. So
therefore, as a matter of law, the Comm ssion is bound
by waste nmanagenent.

Furthernore, the argunent raised by
M. ffitch, there is no evidence of that in this case.
There is no evidence that Verizon is trying to shield
all of its exam nation by the Conmi ssion and thereby
trying to thwart its statutory duty by hiding
everything with its affiliates. That isn't the case
There is no factual basis to even make that sort of
unr easonabl e argunent. The utility is bound to observe
its recordkeeping obligations and it's done so.

So | think that again, we keep com ng back to
what is the rule of |aw that governs here? There are
limts to the Conmission's authority. Oherwise, if
you accepted --

MR. TROTTER: Excuse nme, Your Honor. This is

the same argunment for the fifth time. 1'mgoing to
obj ect .

MS. ENDEJAN: | would like to concl ude,
M. Trotter.
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MR. TROTTER: Pl ease do.

JUDGE WALLIS: We will allow sone |atitude

MS. ENDEJAN. Thank you, Your Honor. |If you
took M. ffitch's argunent to its |ogical extrene,
where woul d you draw the line? Wuld that nmean the
Conmi ssion coul d exam ne the records of Verizon
Communi cations, Inc., if it sold its building in
Manhat t an because sonmehow or other the revenues or
of fsetting expenses would sonehow trickle down to one
of the subsidiary corporations? O course not. That's
not the principle here. The line has been drawn in the
sand and legitimtely around the Conm ssion's
authority.

JUDGE WALLIS: Is it your position that there
is no contract or arrangenents between Verizon
Corporation and Verizon Northwest?

MS. ENDEJAN: Not that is at issue raised by
the request for these financial records. The board of
directors' mnutes have no relationship that |I'm aware
of or that Staff has pointed out between any existing
contract that is the subject of affiliate interest
exam nation. They are independent financial records.
They don't relate to any specific contract, so they are
in the sane sort of category of docunents that were

requested in the waste managenent case, which asked for
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general financial records of the affiliates, and we
consi der board of directors' mnutes to be genera
financi al records.

JUDGE WALLIS: M. Trotter?

MR TROTTER I'Ill start at the top. The
Conpany clainms its been diligently providing DR
responses. We have had considerable difficulties,
multiple followup -- working with the Conpany at great
I engths to get data. We bring these notions rarely, as
you know, but the Conpany has not been as cooperative
as it should be.

Counsel tal ked about what these minutes talk
about. Well, she's apparently read them | have not,
and we apparently nust accept her word for it, but
that's not the rule of law. The rule of discovery is
that you shoul d provide evidence that's rel evant or
could lead to relevant evidence, and it should be
provided in order to sustain the burden of proof.

The nerger order | tal ked about was a fina
order. There was a settlenent, but the | anguage of the
order that | quoted clearly speaking in terms of quote,
"we reject applicant's primary..", unquote, and so on
so that was a decision on the nerits which the Conpany
is now seeking to collaterally attack

DR 462, or whatever nunber it was, does not
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cause rel evance to vanish. What we are | ooking at here
is the overarching policy of the Conpany, and that's
what's usually in the mnutes. W understand that the
overarching policy may not apply exclusively to Verizon
Nort hwest, but it applies to Verizon Northwest, and
that's why it's relevant and that's why it ought to be
produced.

Counsel conpl ai ned about or noted the quote,
"only authority"” unquote, decided was the NARUC
bulletin. The only objection they nade was rel evance
so we addressed that issue. W didn't know they were
goi ng to argue waste managenent until | read the
pl eading this nmorning after it hit my e-mail at half
past four yesterday.

The Conpany has the burden of proof here.
The policies that the board and Verizon Comuni cations
makes are visited on the | ocal exchange operating
conpany. We are entitled to exam ne those minutes to
deternmine the actions of the board in that regard.
That is the conplenent of the Conpany as burden of
proof, and we respectfully ask that you order these
docunents to be produced.

JUDGE WALLIS: What woul d your answer be to
the question that | asked Ms. Endejan, if there is a

contract or arrangenment between the corporate bodies
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1 here?

2 MR. TROTTER: She said she didn't know if

3 there is a contract or arrangenent that would be

4 calling for these records to be produced. W won't

5 know that until we see what the records are. | can't
6 gi ve you chapter and verse sitting here right now the
7 affiliate contracts between Verizon Comuni cati ons and
8 Verizon Northwest, but if counsel for the Conpany has
9 that information, it mght help the record.

10 JUDGE WALLI'S: Just a brief clarification.
11 think it's clear on the record, but | would like to
12 ask, Ms. Endejan, when you say a certain jurisdiction
13 you nean a certain jurisdiction only to the extent of
14 gaining information that is the specific docunents?
15 MS. ENDEJAN:  You nean in connection with
16 affiliate interests?

17 JUDGE WALLI'S: In connection with the

18 assertion of jurisdiction over the parent conpany.

19 MS. ENDEJAN. The assertion of jurisdiction
20 over the parent conpany, again, flows fromwhat is

21 covered by RCW 80.16. That defines what an affiliate
22 is. The parent corporation falls within the definition
23 of such an affiliate.

24 Goi ng through the chapter, you then see that

25 what the Conmission is interested in are the contracts
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for specific provision of services that deal with a

fl ow of revenues between those conpanies for the
purchase, sale, |ease, exchange of any property, right,
or thing, etcetera. 80.16.020 lists that topic. It
tal ks about what the Comm ssion would do, and the
purpose for the affiliate-interest statutes is

di sal l owi ng paynents to affiliates if not reasonabl e,
and 80.16.040 actually tal ks about the type of records
that are associated with the contracts, tal ks about
cost records and other relevant information.

Now, the board of directors' mnutes, and
this is an inportant principle, the board of directors'
m nutes are not tied to any contract for goods,
servi ces, any interchange of revenues or expenses.

They don't fall within the scope of the records covered
by 80.16. They are so far attenuated that there is no
connection, frankly. It is sinply the parent
corporations' board of directors' mnutes, and | guess
you will have to take my word on this, but | have

i nquired up and down the | egal organization of Verizon
and other utilities. | amnot aware, and | have not
found any authority that stands for the proposition
that in a general rate case, a public utilities

conmi ssion can exam ne the financial records of the

parent corporation that don't tie to a specific
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contract or arrangenent.

JUDGE WALLIS: Any final remarks on this
i ssue?

MR, TROTTER: | |lost what the question was.

I don't know if that answer was responsive, but we just
want to reenphasize, the policies are set at Verizon

| ocal exchange conpany, and we want to | ook at how they
were set.

MR. FFI TCH: Your Honor, and | woul d just
briefly add that the focus on the affiliated
transaction of 80.16 we think is sonewhat m spl aced.
The argunent that we are calling your attention to is
essentially the control argunent that we saw being
determ native for the Commi ssion in the nerger cases,
and that's really the distinction fromthe waste
managenent cases. This is not just about a contract
with a parallel affiliate. This is the exam ning
matters of control and governance fromthe parent
corporation, so we believe that's a different analysis
and it's distinguishable fromwaste managenent.

JUDGE WALLIS: Responses, Ms. Endejan?

MS. ENDEJAN.  Your Honor, | think what
M. ffitch is relying on flows froma different
chapter, which is Chapter 80.12, dealing with transfers

of property, and we are not talking about issues of
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transferring property between one corporation or
another. W are tal king about financial records of one
conpany that are not the conpany that is at issue in
this rate case, and so | think that there are limts to
this comm ssion's ability to conpel records from
conpani es other than the conpany it regul ates, and
that's sinply what we are asking the Conm ssion to do
and enforce. Now M. Trotter, if he thinks we are

not --

MR. TROTTER: Excuse nme, Your Honor. |
believe you were asking for a rejoinder to M. ffitch's
comment s.

M5. ENDEJAN: Okay. Then | will reserve ny
rej oi nder for later.

JUDGE WALLIS: Let's nove on to the second
item

MR. TROTTER: The second item Your Honor, is
the journal entries. W asked prior to the Staff audit
that the Conpany provide journal entries for Washi ngton
for year-end 2002 and year-end 2003.

As the Commission is aware, the Conpany
elected to file its case on a noncal endar-year basis,
often called a split test year, so |ooking at the
year-end data is inportant because a | ot of adjustnents

are made at year-end. A deternination needs to be nade
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whet her itenms ought to be in or out, so you need the
year-end data to facilitate that inquiry.

The Staff received journal entries for
Washi ngton for those two periods. It then selected 18
specific journal entries and asked the Conpany to
provi de the backup for how those journal entries were
made. \Wen the backup was provi ded, the Conpany had
redacted certain of the information on those docunents.
That led Staff to be unable to determ ne how t he backup
for the journal entry led to the journal entry that was
actual ly nade for Washington at year-end 2002 and
year-end 2003.

The Conpany indicated they would not renove
t hose redactions, and so we noved to conpel. The
Conpany has responded, and | think the key information,
or perhaps lack of it, is provided in Paragraph 13 of
Ms. Heuring's affidavit to their reply where she
attenpts to explain the redactions. Her explanation is
extrenely cursory. It is not specific to any specific
journal entries. She tal ked about category of,
believe, ten, five, and three, journal entries wthout
i dentifying which ones they are or with attenpts to
explain why they did what they did.

This, of course, forces Staff to accept that

expl anation without inquiry or supporting



0736

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

docunentation. That is not how an audit should worKk.
These are docunents possessed by Verizon Northwest.
They are not docunents held by anyone el se, and we are
simply asking for the backup for the journal entries so
we can confirmthat the Conmpany correctly booked the
journal entries that they did. Basic accounting
practices call for exam nation of the journal entries
and the backups for them W can't exam ne them W
cannot do our job because they have been redacted,
maki ng the backup information insufficient.

Now, on an itemby-itembasis, if the Conpany
wants to explain in detail and prove that basis for the
journal entry going to Washington, that's one thing,
and provi de the backup docunentation, but if we get the
backup docunentation and it's redacted, we cannot
confirmthat the Conpany has borne its burden of proof,
that the nost basic information in this case per books,
test year accounts, are valid. So we are asking the
Conmi ssion to conpel the information requested wi thout
redacti on.

JUDGE WALLI'S: Ms. Endejan.

M5. ENDEJAN:  Your Honor, as | understand
t hese docunments, and | purport to not be an accounting
person so | will do the best that | can to discuss

them as stated in Ms. Heuring's declaration, there
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were apparently 18 redacted argunments, and the anpunts
recorded on ten of these are not the results of
allocations that reflect an appropriate anount specific
to study area and state.

I would reconmend to ny client -- and | don't
think that they would have a problem and | just didn't
have a chance to get the specific nunbers before
wote this and she read it and reviewed it and
corrected it and signed it. W are happy to identify
whi ch of those ten accounts are the ones that really
are not the result of allocation.

I think that the concern raised by Staff was
the belief that all of these entries were the result of
allocation, and | think the point we were trying to
make is no, they are appropriate anounts specific to
t he Washi ngton study area and state and didn't get
all ocated down from sone |arger universe. | don't know
if that would satisfy Staff's concerns for those ten.

Let me explain to you why the Conpany had
issues with this in the first place, and | guess it's
because sonme of the entries here pertain to
jurisdictions not only outside the State of Wshi ngton
but outside Verizon Northwest, like, | don't know,
Pennsyl vani a or sone other Verizon jurisdiction. So

t he Conpany on the basis of rel evancy redacted amunts
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for states that clearly have no connection with Verizon
Nort hwest, and that's three of the renmining eight
redacted journal entries.

As | understand the remaining five, they were
determ ned by taking a Verizon Northwest anmount and
distributing themdown to the particul ar Washi ngton
study area. | believe that they deleted journalized
amounts for states outside of Verizon Northwest, such
as ldaho and Oregon, but it is my understanding,
subj ect to check, that the backup papers showed the
Verizon total from which you could determ ne the
amount, and if that is not the case, then | will
request that ny client produce that information.

The interest here was in confining the
inquiry to Washi ngton-specific data, so | guess there
is sort of three rings of analysis here. The first one
is ten of the 18 really only have Washi ngton specific
data. We will identify which ones those are. Three of
the remaining eight include anpbunts for states outside
of Verizon Northwest, and those anpbunts should not be
even at issue in this case, and for the five that
remain, the other five redacted journal entries, if the
Conpany has not provided sufficient backup data to
allow Staff to establish the percentage of Northwest

t hat Washi ngton received, the Conpany will work with
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1 Staff to provide that information.

2 So we are just asking that the first ten, the
3 redactions for the first ten remain in place because

4 they redact information that is totally non Washi ngton
5 specific, and these weren't allocated. The second

6 three we will redact states outside of Verizon

7 Nort hwest, and for the remaining five, we will work

8 with Staff to give to their satisfaction the Verizon

9 Nort hwest total from which they could then derive the
10 Washi ngt on nunber.

11 It's a conplicated issue, as | understand it,
12 froman accounting principle, and it's not the

13 Conmpany's intent here to thwart the audit. 1It's the

14 Conpany's intent to try to keep out of this non

15 Washi ngton data that we don't thing is relevant to the
16 case.

17 JUDGE WALLIS: Wth regard to the three itens
18 relating to conpany's outside of Verizon Northwest, is
19 it possible to identify the propriety of allocation

20 wi t hout knowi ng i nformation about where the rest of the
21 total sumis?

22 MS. ENDEJAN. |'mnot sure. | don't know. |
23 woul d have to ask Ms. Heuring about that. | think that
24 they clearly blanked out states such as Pennsylvani a

25 and the informati on associ ated with that. | don't know
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what states are included in these three. So | would
have to go back and ask Ms. Heuring to explain to Staff
the basis for those three remai ning redactions, with

t he understanding that | believe it is Staff's goal
they want to know how t he anmpunt got allocated down to
Washington, and | think that's the end goal here, and
think Verizon staff is willing to work with Staff to
work with these documents to give Staff that

i nformati on.

JUDGE WALLIS: M. Trotter?

MR. TROTTER: First of all, no totals were
provi ded. Second, allocation is not the only issue.
did use that as an exanple and | abeled that as an
exanpl e on Page 7 of the notion, but if you read the
declaration of Ms. Heuring, it says that ten of the
docunents reflect, quote, "an appropriate anount
specific to study area and state.”

Well, that's her idea of an appropriate
amount, but there is no indication of the basis for the
appropriate anount. We are entitled to | ook at the
backup of the journal entry to make an i ndependent
assessnent of that.

Let nme just say as a digression, Your Honor
it's ny understanding when they refer to study area in

Washi ngton, there are two study areas, the forner
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Contel territory and the GIE Northwest territory, and
when they tal k about study areas in Washington, it's ny
understanding that's what they are referring to.

Verizon Northwest is the operating conpany
doi ng the general rate case here. On their
docunent ati on of Verizon Northwest, they are including
anounts in their journal entries that have been
redacted, and we need to see whether costs are being
put into the state and where they are not and why, and
we nmay not reach the end of that trail, but sinply
| ooking at the conplete general entry, the conplete
backup for it, but it's a start, and that's why we are
asking, because it's plainly relevant and it ought to
be produced.

JUDGE WALLIS: M. ffitch?

MR, FFITCH: | don't have anything to add on
this item

JUDGE WALLIS: Thank you. Any concl uding
coment s?

MS. ENDEJAN.  Your Honor, | guess what |I'ma
little confused about is | read -- and unfortunately,
this came in in such a rush. M. Trotter did not cal
me about No. 418, so | was not aware of this dispute
until | got this notion to conpel. W tal ked about the

other two matters, but we did not tal k about 418. So
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I'"m puzzled by, are they unredacted journal entries or
the backup information? |'m confused.

MR, TROTTER: | think it's primarily the
backup for the journal entries, but to the extent the
journal entries thensel ves are redacted, we need those
too, but | believe the redacti ons showed up when Staff
made a sel ective sanple request for 18 of the journa
entries. It's not the case that on the 18 journa
entry backup information, itenms were redacted, but al
18 that we asked for on a select basis had redactions,
so we asked for the backup, and it's the backup that
contai ned the redactions. | believe we do have the --
"Il stop there.

JUDGE WALLIS: So the question does relate to
the information provided in the backup rather than the
redacti on of the journal entries thenselves?

MR. TROTTER: | believe the journal entry
itself, the Washington amount, contain no redaction.

It was just a Washi ngton anmount, but how you got to
that, you have to | ook at the backup, and that's where
the redacti ons appeared.

JUDGE WALLIS: Very wel |l

MS. ENDEJAN: Your Honor, perhaps if we do
take a break, if | mght ask Ms. Strain and

M. Trotter, | would |like to have a better
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under st andi ng of what happened nyself.

JUDGE WALLIS: Wiy don't we take ten ninutes
right now and that will allow the conversation to
occur.

MR. TROTTER: Also, Ms. Strain is here. W
wi |l be happy to make her avail abl e.

JUDGE WALLIS: | understand that in deference
of the fact that the Conpany does not have a conparable
person, | would be hesitant to pursue that except with
t he consent of counsel

MR, TROTTER: That's fine. Thank you.

(Recess.)

(Di scussion off the record.)

JUDGE WALLIS: During a brief recess, the
parti es engaged in sone discussions about neans of
resolving the issues, and while |I understand that a
conpl ete resolution my not have been achieved, | do
understand there was perhaps some progress. |s that
correct in your view, Ms. Endejan?

MS. ENDEJAN. Yes, Your Honor. | have spoken
with my client, and the client has indicated that it
wi |l provide additional supporting docunentation
backup, what have you, to verify the appropriateness of
the Washington figures that were provided in the

journal entries. The Conpany namintains its position
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1 that the redactions for other jurisdictions is

2 appropriate because the only relevant jurisdiction here
3 i s Washi ngt on.

4 MR. TROTTER:  Your Honor, that does not get

5 us as far as we need to go, and let ne just give a

6 sinmple exanple. |f one of these journal entries, the

7 Washi ngton figure, is two mllion and the Pennsyl vania
8 figure is 20,000, that's going to generate a question

9 and just knowi ng how they figured out what the

10 Washi ngton anpbunt was wi thout disclosing the

11 Pennsyl vani a amobunt prohibits us fromeven asking the
12 questi on.

13 JUDGE WALLIS: Are we ready to nove on to the
14 third area?

15 MR, TROTTER: Yes, thank you. Qur third item
16 relates to Staff Data Request 277 in which we asked for
17 docunents surrounding a sale by Verizon of its Hawai

18 t el ephone operations, and that sale included directory
19 servi ces.
20 Verizon Northwest has put into issue in this
21 case whether there should be any inputation of
22 directory revenue to Verizon Northwest fromits
23 directory affiliate for purposes of setting rates in
24 this case. W refer you to the testinony of Msters

25 Doane and Trinble. This transfer is relevant to that
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issue. It was a sale of Verizon properties to a third
party. The sale included directories, and even on its
face, it shows what the directory's value maxi m zed.

Not one as sold as a separate operation but one that is
sold along with the tel ephone conpany operations. The
benefits gain the benefit therefrom

Accordingly, we asked in our data request for
the sal es agreenent, the due-diligence investigation
docunents, the prospectus, board mnutes, transaction
docunents, and any submittals to regul atory agencies
and attachnents to those.

The Conpany's response was it's not rel evant,
so we pursued that, and they asked whether we could
refine our request. W did at their request and said,
well, give us the docunents that refer to the
directory, anmobng our categories, and then select the
ones that you are not providing under refinement. They
responded that that's unworkabl e because that's now an
undue burden, and then for the first tine, once again,
in their reply to our nmotion, they now say we don't
have the authority to get it.

First of all, these docunents are very
relevant and would lead to relevant testinony for the
reason | stated. It does show that the narket highly

val ues the tel ecommuni cati ons conpany in conjunction
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with a directory operation and not a separate directory
conpany. W want to take a | ook at the docunents and
see what they say about the connection between the two.

The Conpany in their reply gave us a
decl aration of M. Chanberlin, which he focuses al npost
excl usively on docunents that evaluate the val ue of the
directory operations. That's not the limt of our
focus at all. He also says that these docunents
associ ated with the highway sale are naintained in a
conprehensive data roomthat contains over fifty-eight
hundred docunments associated with the sale.

Well, nunber one, we had two staff people in
Texas, and they could have made those docunents
avail able for review, but nore than that, to the extent
we have asked for all fifty-eight hundred, we've also
asked for due-diligence investigative docunents,
prospectus or simlar docunents, like an offer
docunent, as any submittal to regul atory agencies --
it's certainly got a burden to provide those -- and
tell us even categorically what these
fifty-eight-hundred-and-seven-hundred-fifty other
docunents are

So this has gone on since June, and we
finally brought it up to the Commr ssion, but we believe

it's clearly relevant and the Conpany shoul d produce
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1 it. They have the docunments. They should produce it.
2 If it is an undue burden, then give us the prospectus,
3 submttals to regul atory agenci es, any other

4 simlar-type docunents, and if there is thousands of

5 t wo- page docunents, tell us what they are categorically
6 and we will address those at another time if that's a
7 burden, or dependi ng on how many boxes it takes, ship
8 themup here and we will take a |ook at them So we
9 think these docunents are highly rel evant and ought to
10 be produced.

11 JUDGE WALLIS: Do you have citations to the
12 testimony of the witnesses that you referred to,

13 M . Doane and M. Trinble.

14 MR TROTTER. M. Trinble's testinony is

15 DBT-1-T, and M. Doane's is MID-1-T, and | would note
16 on Page 11 of Exhibit DBT-1-T, one of the issues

17 M. Trinble addresses is the issue of whether the

18 directory affiliates should be considered when

19 determi ning the appropriate conpensati on due to an
20 affiliated ILEC, independent |ocal exchange conpany,
21 and that is an issue and is relevant to that issue.
22 Part of how the market eval uates val ue, we
23 believe, is already revealed in the existence of the
24 transaction, and the underlying docunentation

25 wi |l assist us in further understanding the
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transacti on.

JUDGE WALLIS: Does that concl ude your
remar ks?

MR, TROTTER: It does.

JUDGE WALLIS: M. Endejan?

MS. ENDEJAN: Your Honor, this is the
equi val ent of asking Verizon Corporation for sale
docunents of its building in mdtown Manhattan. This
deals with very sensitive sale docunents that do not
bel ong to Verizon Northwest. There is no connection
bet ween Verizon Northwest and Verizon Hawaii except by
virtue of its corporate parent. There is no contract
or arrangenent at issue between Verizon Northwest and
Verizon Hawaii, and this is an entirely separate
matter.

These sal es docunents have nothing to do with
the i ssue of whether revenues froma directory conpany
shoul d be considered and inputed into Verizon
Washington's rates. Now |I'm hearing that apparently,
the thesis is that if you know how nuch a total conpany
sold for, you could then argue that see, because the
total conpany sale on an island seven thousand niles
away with a different market, different conditions, a
conpletely different scenario to Verizon Northwest is

sonmehow rel evant to the principle that revenues from
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1 directory operations should be inputed. That just

2 doesn't wash. There is no connection there.

3 So we objected originally on relevancy. W
4 then worked with Staff. They said then, well, we just
5 want to know if there was a separate val ue associ at ed
6 with the directories. W answered that question. W
7 said no, it's part and parcel of one price. W

8 couldn't give you any nore information if we wanted to.
9 Now Staff is saying, well, we should know the
10 whol e price because then that would allow us to argue
11 how val uabl e directory operations are. That makes no
12 sense because you don't know what all went into and

13 what conprises the total sale price. A lot of stuff

14 got sold in Hawaii, and how nuch val ue the purchaser

15 put on directories as opposed to w reless as opposed to
16 the land line, you can't tell. So the total sales

17 figure is irrelevant to establishing anything about

18 i mput ati on about directories.

19 We' ve answered what we know about the val ue
20 of directories in response to the data request, even
21 t hough the Conpany has taken the position, as |I'm so
22 voci ferously arguing now, that the records of Verizon
23 corporation about the sale of one of its assets in
24 anot her state, the Conmi ssion has no jurisdiction over

25 because there is no connection between the operations
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of Verizon Hawaii and Verizon Northwest. It just so
happens they sold a unit of their business. |It's just
the sane thing as if they sold the building in downtown
Manhattan. |It's an asset of the |arger parent
corporation, and as such, there is conpletely no

rel evancy what soever to this.

Now apparently, the response we gave wasn't
sati sfactory because we didn't specify the five
t housand docunents by title that we weren't providing,
and because given the tangential relevancy, we failed
to see how providing a |list of docunents that tells
Staff what the Company is not giving them because
we've told themwe are not going to give themthe
prospectus and the sal es agreenment and ot her things, we
fail to see why putting the Conpany through that burden
when there are so nmany other data requests and issues
that the Company's resources should be devoted to,
under the circunstances, it is unwarranted and not
proper discovery.

Staff got an answer to its question about the
val ue of Hawaii directories. W don't know. W can't
tell you. We got a signed declaration fromthe
attorney nost know edgeabl e about this whole
transaction on that point. It would just be an

enornmous fishing expedition to allow Staff to plow
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t hrough sal e docunents of assets that have no
connection with Verizon Northwest. The Conpany is
absol utely stupefied as to why that would be rel evant
here, and accordingly, we would reject --

We've tried to work with Staff. That wasn't
satisfactory, and now | guess as a matter of law, we
ask the Commr ssion again to apply the principles of
wast e managenment that drew the boundaries around the
Commi ssion's ability to order conpanies to produce
records of affiliates in the context of a rate case
proceedi ng.

Granted, in the waste nanagenent case, what
was at issue was the flowthrough or passage of a rate,
so it wasn't a context of rate-making, even though it
was not a full-blown rate case. | don't know to
m sl ead you on that point, but clearly under those
ci rcunst ances, the Washi ngton Suprenme Court said, no.
You can get what you want within the authority that has
been granted to you by the | egislature, and that
authority specified, nunber one, you are entitled to
see the records of the public service conpany that owns
the facilities in the state where you regulate. That's
princi pl e nunber one.

Principle nunber two is, you are entitled to

see records and docunents that relate to contracts and
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arrangenents with affiliates whereby there is an

i nterchange of paynents, a flow of paynents or revenue,
under the affiliate-interest statute, and that's it.
There is no general authority under the Comm ssion's
rate-maki ng authority to engage in an exam nati on of
the sal es records of an asset that they don't regul ate
that's owned by a conpany they don't regulate. As a
matter of law, they don't have the authority.

So | would urge the Conm ssion of all the
matters at issue here, this is the one | think the
Conpany -- well, they feel strongly about the
jurisdictional argunents on the other itens, but this
one in particular, the Conpany is absolutely adamant
about. So I urge you to find that we've done what we
could do. W' ve answered the question about eval uation
of the directory's conmpany, and that's it.

MR. FFITCH: My | be heard, Your Honor?

JUDGE WALLIS: M. ffitch?

MR, FFITCH: Just a few points. First of
all, as we argued earlier, we disagree with the
Conmpany. The Comnmi ssion's authority, we believe the
Commi ssion clearly has authority to authorize this
di scovery.

Secondly, | would suggest that if we | ook

over at the DEX proceedi ng, which is Docket No.
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UT- 021120, regarding the sale by Quest of its directory
publ i shing operation, | amnot aware that there were
any limtations placed in that proceeding on discovery
regardi ng the transaction that sought information from
participants in the transaction other than the

partici pants that went beyond the operating conmpany in
Washi ngt on.

In other words, there wasn't this kind of
bright line that excluded all information fromthe
proceedi ng other than information in possession of the
Quwest Corporation. |I'mgoing fromnmenory on that, but
| certainly don't recall that was a big issue in that
case, and there was a broader scope of discovery there.

Thirdly, | think this is clearly an issue in
this case. It's so nuch an issue that the Conpany is
al ready, | think, heightened the profile of this issue
by beginning to argue it in the interimproceeding.

The parties addressed the inputation argunent in the
interimbrief already.

And | would note in that connection that, for
exanple, in Exhibit 70, which cane into the record -- |
don't believe there was Conpany objection to Exhibit 70
com ng in; although, that was a staff exhibit, and ny
menory could be inperfect on that. It certainly is in

the record now, and it contains information about the
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Conpany's directory operations in a nunber of different
jurisdictions, including --

MS. ENDEJAN: Your Honor, I'mgoing to
object to this because |I'm conpletely -- | was not
aware M. ffitch was going to be on the line, is now
raising matters, cases, exhibits that | have not had a
fair opportunity to ook at to even rebut.

MR. FFITCH: It's an exhibit in this case,
Your Honor.

MS. ENDEJAN. | don't have every exhibit
menorized, M. ffitch

MR. FFITCH: |'m al nost finished, Your Honor
but | guess there is an objection on the floor

JUDGE WALLIS: You may concl ude your remarks
and | will defer ruling on the objection.

MR, FFITCH: | think the Conpany is
attenpting to have it both ways, Your Honor. They are
i ntroducing an argument, a theory about inmputation that
really is an argunent about how the entire conpany and
its operating affiliates have dealt with directory
publ i shing on a conpany-w de basis, not linmted to
Verizon Northwest, and that is reflected, | think, in
the fact that Exhibit 70 is already in the record.

On the other hand, now they want to inpose

this kind of narrow gag rule on any kind of responsive
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1 di scovery on their theory which would allow it to | ook
2 beyond Washi ngton State and see how, in fact, they are
3 dealing with this issue on a conpany-w de basis, and if
4 we | ook at Exhibit 70, it clearly reveals that the

5 Conpany has a broad policy with respect to treatnent of
6 di rectory publishing, operations, whether inputation

7 occurs, whether royalty paynents are nade, whether

8 there is a value ascribed to the rel ationship between
9 the operating conpany and the publishing affiliate.

10 So all of those things are relevant, and

11 think it's clearly relevant in order to test the

12 validity and strength of the Conpany's theory for us
13 and Staff to be able to | ook at how they are dealing
14 with this issue in other states. |If they say that it
15 can't be done in Washington but they are doing in it

16 Hawai i, the Conmi ssion needs to know that.

17 JUDGE WALLIS: That they are doing what in
18 Hawai i ?

19 MR, FFITCH Gving value to the directory
20 publ i shing business in transactions, recognizing a

21 hi story of inmputation, matters of that nature, taking a
22 different position with regard to those matters than
23 they are taking here either with their actions or their
24 st at enent s.

25 JUDGE WALLIS: | would like to go back and
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di scuss the objection to M. ffitch's argunment. |
think in general terns, a party is not obligated to
state all of their objections at any one tine or to
provi de a signal of those objections.

What is essential is that you have the
opportunity to respond to them and | would not strike
M. ffitch's argunent, but to the extent you would |ike
to Il ook at the transcript of his argunent, you fee
it's necessary, and to provide a witten response to

which a brief or rejoinder mght be allowed, then you

woul d be allowed to do that. |'m speaking to
Ms. Endej an.

M5. ENDEJAN: Yes, Your Honor. | think it's
procedurally unfair to allow -- it puts nore burden on

an al ready overburdened rate case teamto respond to
argunents that are raised for the first time wthout
advance noti ce.

I would like to respond orally to his
argunents because he's so dead wong. | nean, he's
assum ng that the fact of the sale of an entire set of
assets, one unified set of assets, somehow or other has
some connection to whether or not there is to be
i mputation in Washington is incredibly tenuous.

| want to point out that the DEX case that

hi ghlights the difference between Verizon and Qwest, as
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established in evidence both filed in the general rate
case and in the interim Verizon Northwest's
predecessors never owned the assets of the directory
conmpany. Qwest did. The Qmest DEX proceedi ng dealt
with the sale of that asset which was partially owned
by a Washi ngton corporation.

That is not the situation here. The issue is
not the sale of directories by Verizon. The issue is
whet her or not there should be inputation all owed.
There is no showi ng that inputation has any connection
to market value of an entire set of assets that
conprise Verizon Hawaii. There is absolutely too
t enuous a connection there.

In the interimproceeding, we were forced to
address the issue of inputation because it was an
adj ust rent nmade by Staff that we were responding to.

It was entirely appropriate. As the Comm ssion wel
knows, it's the Conpany's position that inmputation is
i nappropriate in the first place. Now we are
proceedi ng down a bunny trail where sonehow or other
the sale of directories el sewhere somehow or other is
supposed to show a point that inputation is proper
That's just a leap of logic and a total |ack of

rel evancy here.

It's particularly troubl esone because the
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precedent that would be established by the Comm ssion
saying to a corporation |like Verizon Conmuni cati ons,
well, we get to | ook at anything you do in any of your
ot her jurisdictions, even if there is no contractua
arrangenent with your Northwest conpany, just because
it may prove sone tangential theory of their case.
Now, that would be again |ike saying,

Verizon, tell us how rmuch you got for the sale of your

m dt own Manhattan corporate headquarters because that

way, we will know how the Conpany val ues that, and we
wi |l conpare that with how t he Conpany values its
Nort hwest headquarters. |It's a specious argunent, and

it's so far outside the realns of relevancy and
jurisdiction, it's beyond pale.

I don't know what Exhibit 70 says. | will go
back and look at it, but I would be willing to bet that
it doesn't stand for the proposition that sales records
of an entire business unit is relevant to the issue of
whet her directory revenues should be inputed in the
state operations seven thousand nmles away.

JUDGE WALLIS: M. ffitch, how would you
respond to that?

MR, FFITCH: Well, | don't want to be
repetitious, Your Honor, but | think perhaps

Ms. Endejan is just not taking my point, which is
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sinply that if the Conpany has a unified

mul tijurisdictional policy with regard to directory
publi shing, which does appear to be reflective in

Exhi bit 70, then presumably, that would be dealt with
consistently on a state-by-state basis, and if we find
in looking at Hawaii, for exanple, in the sale of the
busi ness in Hawaii that, in fact, value has been
ascribed to the directory publishing business, that

di fferent theories have been adopted by the Conpany in
that jurisdiction with regard to the directory
publ i shing business, then | think this conm ssion needs
to know that there is an inconsistent position; that

t he Conpany may have, in fact, either conceded or been
required to acknow edge certain values in the directory
publ i shi ng busi ness based on contractual or |ega
theories. It seens to nme highly rel evant.

The Conpany's whole theory here that this is
conpletely different fromthe US West case is based
upon the discussion of facts which are not Washi ngton
State specific, as | understand it. They have to do
wi th broader allegations regarding the factual history
of directory publishing within GTE.

So again, they are asking to have it both
ways. They want to defend this on the basis of a

conpany-wi de policy based on the historical treatnent
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of that publishing business, but yet they don't want us
to go look at the conpany-w de practices in the nodern
era to see if it's consistent with their theory.

JUDGE WALLIS: M. ffitch, as | understand
it, the Conpany has indicated that there was not a
separate valuation of the directory business in
conjunction with that sale. Does that address or even
resolve the point that you are meki ng here?

MR. FFITCH: | don't think it does, Your
Honor. The problem we have is when we have di scovery
requests on the table and we get a response that's
essentially in the nature of testinony from counse
saying well, you don't need to |l ook at that because
there is nothing there that would be of interest to
you, | would respectfully suggest that we have the
right to ask the questions, review the infornmation
oursel ves, and then nake a determi nati on about whether
or not that's the case within reason, and to sinply
have counsel cone into a hearing roomand, in effect,
testify as a formof response, it's just not adequate.

JUDGE WALLIS: | think there is nore than the
i ndi cati on of counsel. Isn't that right, M. Endejan?

MS. ENDEJAN. What we have submitted, the
response to Exhibit 277, we have submitted a

decl aration of the, we believe, the person nost
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know edgabl e about the docunments associated with the
sale of the Verizon Hawaii properties. He is attesting
that no docunment exists. No such docunents exists.

So it's not as M. ffitch portrays it. W
are not telling the Staff that well, we | ooked through
the docunents and we don't think you will be interested
in them W are telling them no docunent exists. W
can't prove a negative.

MR. FFI TCH: Actually, what the Conpany has
been arguing, really the focus of ny response is the
Conpany has been argui ng, you don't even get to | ook at
the stuff period, no matter what. You have no
authority.

That's my concern here. | don't want to get
out ahead of Staff on the specific details of their
docunent request and the specific response, and | would
defer to Staff on that, but ny concern here was on this
br oader question of what if we next week want to | ook
at a transaction in the, | don't know, Vernont or
something like that. |If thereis a ruling in this case
that we can't ask about directory publishing
transactions in other states, that's a problem

JUDGE WALLIS: M. Trotter, do you have any
concl udi ng remarks?

MR, TROTTER: | do, Your Honor. Ms. Endejan
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was factually incorrect in stating that our refinenment
to the data request was limted to value issue. |f you
| ook at Page 7 of Attachnment 9, it very clearly says
that any document that nmentions directory operations.
Then we gave a nonexcl usive, quote, "nonexclusive |ist
of exanples," unquote, and the word "val ue" appears in
one of the exanpl es.

We are not limting our data request to a
docunent that says as part of this transaction, the
val ue of directories is X and the val ue of tel ephone
operations associated with directories is Y. That's
not what we are asking for. That may contribute to the
stupefication of the Conpany because they did not
recogni ze the data request for what it is.

I'"'mnot going to debate here the distinction
between this conpany and Qwvest. That was in our brief
in the interimcase, and we are not going to repeat it
here. W will adopt it by reference.

The rel evance | thought | said quite clearly.
M. Trinmble testifies to the issue of whether a
directory affiliate's revenues should be considered in
deternmi ning the appropriate conpensati on due the
affiliated ILEC. This is relevant to this issue. W
are saying this transaction on its face.

The Conpany is in effect saying that the
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directory operations have greatest val ue when they are
conbined with the tel ecormunications busi ness such as
what was going on in Hawaii. CObviously, if the
directory operations had no value and is a separate
entity, separated and apart, unconnected in any way
with the tel ecommunications operation, they would have
sold it separately. The market said otherw se, and we
want to delve into that issue nore. So that's why it's
rel evant --

JUDGE WALLIS: May | interrupt for just a
nmonment and ask if the nexus of your concern is
val uation, what is the tie between your increase that
are not related to valuation and the issues in the
proceedi ng?

MR, TROTTER: There may be statenents in the
prospectus or sone of these other docunents where the
Conpany describes the benefits of the package as
opposed to separate, encourages buyers to bid on the
whol e package rather than separate or docunents of that
sort.

There m ght be statenments in there that
di scuss benefits that aren't directly connected to a
limted consideration of the definition of the word
"value," and M. Chanberlin's affidavit is very

narromly tailored to refer basically to just docunents
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1 that state a value for the directory services, and

2 that's just the tip of the iceberg, as far as we are
3 concerned, and our data request was to be limted to
4 t hat .

5 Let nme suggest one other thing.

6 RCW 80. 04. 020 gi ves the Conmi ssion the power to issue
7 subpoenas for the production of docunents, quote, "in
8 any inquiry investigation, hearing, or proceeding in

9 any part of the state,” unquote. Now, if the Conpany
10 is going to say, we are not going to produce them
11 because they are not ours, we can go through the effort
12 of subpoenaing them fromthe people that do have them
13 That will take time, and we will have to ask for a
14 continuance in order to do that, but if that's what the
15 Conpany is saying and if that's what you tell us, then
16 that is an avenue available to us and we will take it
17 upon due consideration

18 But they can get these docunents.

19 M. Chanberlin has | ooked at them He knows about
20 them They are there. Al it takes is a phone call
21 so there is no question that these docunents can be
22 obt ai ned. The fifty-seven-hundred-and-ninety-two
23 docunents that were identified, we didn't know there

24 were that many until we got this pleading. Counse

25 made no effort to talk to us about that, and gee, what
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can we do. W don't know if there was a prospectus or
of fer docunment or any of the other rather specific
docunents we've asked for

So what we are faced here is with a late
claimthat is literally thousands of docunents that
they can't possibly produce. | think it's alittle
late to register that objection on a data request
issued in June. So we firmy believe, regardl ess of
t he Conpany's adamants or stupification, that these
docunents ought to be produced.

JUDGE WALLIS: Ms. Endej an?

MS. ENDEJAN. It's interesting how the theory
of relevance shifts fromthe Staff here. What was the
subj ect of all of our discussions and, in fact, what is
mentioned in Staff's notion to conpel as a theory of
rel evancy is oh, we need to know basically the
val uation of the directory because again, we are having
a large leap of faith here arguing that the value of
directories in a different market, different
jurisdiction, sonehow or other denonstrates sonething
relating to inputation. The sale of Verizon Hawaii and
all of its piece parts has nothing to do with any
policy or conpany issue regarding inmputation. It is
the sal e of assets.

Now the shifting theory of relevancy is well
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the directory operations have their greatest val ue when
conbi ned as a whole and sold as a piece part. Now,
that's stretching it. | mean, that is a conplete

first of all, switch of position with respect to why
they want it and why it's relevant to them

| nmean, because the purchasers paid one
dol | ar amount for everything, it's not any different
than a fire sale when a purchaser comes in and buys
everything | ock, stock, and barrel. By virtue of that
fact alone, are you going to draw the concl usion that
gee, the value of the couch is greater because it's
included in the entire universe of docunents sold? |
mean, we are really stretching the bounds of rel evancy
her e.

And | have to keep circling around to, these
are not the records of Verizon Northwest. These bel ong
to other entities. Verizon Northwest cannot contro
them We will go to court and argue about the
subpoena, if that cones down. But the here and nowis
the waste managenent case is really clear, and
realize Staff and Public Counsel hate that case because
it puts some boundaries --

MR TROTTER: 1'll object, Your Honor. That
is not fair. W respect the suprene court decisions of

this state, and | object to any statenents that suggest
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1 to the contrary.

2 JUDGE WALLIS: | will ask both counsel to

3 avoi d characterizing the use or positions of others.
4 M5. ENDEJAN: Then | woul d ask al so, Your

5 Honor, that M. Trotter wi thdraw his coments about

6 stupi fication.

7 MR, TROTTER: That was a word used by

8 Ms. Endejan to characterize the Conpany's reaction

9 JUDGE WALLIS: We will disregard any

10 adj ective that is applied to opposing counsel

11 MS. ENDEJAN. The point is, Your Honor, that
12 t he waste nmanagenent decision is very clear on the

13 authority of the Commission to order of affiliate

14 records that have no contractual arrangenent with the
15 conpany they are regulated. It's a black-and-white
16 proposition with respect to these Hawaii docunents.
17 So no matter what attenuated theory of

18 rel evancy that seens to be shifting over tinme, they
19 still cannot get around the jurisdictional roadblock

20 rai sed by the statutes which confine the Commission's

21 limts.
22 JUDGE WALLIS: If, as has been intimted, the
23 issue is raised in conjunction with the testinony of

24 M. Doane or M. Trinble or is related to Exhibit

25 No. 70, would that provide an access that would be to
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your mnd the barrier of the supreme court case that
you' ve identified?

MS. ENDEJAN: Your Honor, that's a difficult
guestion to answer, and here's why. It is ny
recol lection of reading the testinmony of M. Trinble
and M. Doane that there is no discussion about any
sale of directories operations as part of a tota
package by Verizon or any other conpany, so | am not
aware of any testinony in the record or that will be in
the record on that point.

Those two witnesses tal k about the issue of
i mputation. They do not tal k about the issue of sales
of directory operations. Those are two different
i ssues, and the Conpany has expressed its views on
propriety of the practice of inputation, but that is
not the same thing as saying because of inputation, it
somehow or other affects the price that we set or that
a buyer calculates in connection with the sale of an
entire business unit of which the directory's operation
is just a part. So there is really no correlation
between i nputation theory, principle, policy, and the
sal e of a business unit that includes directory
operati ons.

So it would not change ny position, and

again, | don't know what Exhibit 70 says, but if |
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recall generally the exhibits in this case, | don't
recall that exhibit as dealing with the issue of a sale
of an unrel ated busi ness unit of Verizon corporation
that includes as a part directory operations.

JUDGE WALLIS: Whuld you like the opportunity
to review those docunents and the opportunity, not the
obligation, if you wish, to nake a brief statenent
regardi ng thenf

M5. ENDEJAN: In witing or orally, You
Honor ?

JUDGE WALLIS: In writing.

MS. ENDEJAN. Yes, | would. There appears to
be sonme argument raised here that there is sone
connecti on between M. Doane's testinony and
M. Trinble's testinony and the Hawaii sal es, and that
isn'"t the case. | would have to check what Exhibit 70
says in order to be able to respond to it.

JUDGE WALLIS: What would be an appropriate
time franme for that? Wuld Monday be pushing it?
Faxing it in or -- what we are anticipating is not a
law review article but the opportunity for a brief
rej oi nder.

MS. ENDEJAN: If | could beg close of
busi ness Tuesday. Tonorrow is fully taken up with

other matters, and | won't be able to get to it unti
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1 t he weekend.
2 JUDGE WALLIS: And then the follow ng day for

3 response, if necessary, by M. Trotter?

4 MR. TROTTER: That's fine.

5 MR, FFITCH. May public counsel respond al so?
6 JUDGE WALLIS: Yes.

7 MR, TROTTER: Just a brief rejoinder, if |

8 m ght. Qur notion said on Page 9, quote, "this

9 information may lead to relevant information to the

10 extent it contains valuation of the value of the

11 directory operations to the tel econmunications

12 operations."

13 We weren't tal king there about fair market

14 val ue of directory but rather the notion that again, as
15 it's stated, the rather clear direct correlation is the
16 val ue of selling these as a unit instead of selling the
17 directories separately, and we are | ooking for that

18 sort of document, and we are entitled to interpret

19 these docunents differently than the Conpany, but we

20 are at least entitled to see them and | do want to

21 apol ogi ze for using the term "stupefied" and "adamant."
22 | apol ogi ze.

23 JUDGE WALLIS: Thank you. Do parties w sh

24 the opportunity to make any further coments.

25 MS. ENDEJAN: No, Your Honor
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JUDGE WALLIS: There is no request to nake
further coments. Thank you very much for appearing
today and for giving us the high quality argunments that
you have and very interesting questions, and we will
| ook forward to the opportunity to work with themin
light of our response, so we are off the record.

(Prehearing concluded at 4:42 p.m)



