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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 ume X

Pages 409 to 652

Conpl ai nant,

VERI ZON NORTHWEST, | NC.,

Respondent .

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

A hearing in the above matter was held on My
7, 2003, from9:35 a.mto 5:20 p.m, at 1300 South
Evergreen Park Drive Southwest, Room 206, O ynpia,
Washi ngton, before Adm nistrative Law Judge MARJORI E R
SCHAER and Chai rwoman MARI LYN SHOWALTER and Conmi ssi oner

RI CHARD HEMSTAD and Commi ssi oner PATRI CK J. OSHI E.

The parties were present as follows:

THE COWM SSI ON, by SHANNON SM TH, Assi st ant
Attorney General, 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 PUBLI C, by ROBERT W CROWELL, JR.,
Assi stant Attorney General, 900 Fourth Avenue, Suite
2000, Seattle, Washington, 98164-1012, Tel ephone (206)
464- 6595, Facsimle (206) 389-2058, E-Mil
robertcl@tg. wa. gov.

WORLDCOM I NC., by M CHEL SI NGER NELSON
Attorney at Law, 707 - 17th Street, Suite 4200, Denver,
Col orado 80202, Tel ephone (303) 390-6106, Facsinile
(303) 390-6333, E-Mail michel.singer nel son@com com
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W TNESS: PACGE:
LEE L. SELWYN
Di rect Examination by M. Kopta 444
Cross-Exani nation by M. Carrathers 446
Cross- Exam nation by Ms. Smith 468
Exam nati on by Chai rwoman Showal ter 470
Exam nati on by Conmi ssi oner Henstad 485
Exam nati on by Chai rworman Showal ter 492
Exam nati on by Judge Schaer 497
Recr oss- Exam nation by M. Carrathers 499
Recross- Exam nation by Ms. Smith 504
Redi rect Examination by M. Kopta 506
TI MOTHY W ZAW SLAK
Direct Examination by Ms. Smith 517
Cross-Exani nation by M. Carrathers 520
Redi rect Examination by Ms. Smith 539
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GLENN BLACKMON
Direct Examination by Ms. Smith
Cross-Exani nation by M. Carrathers
Exami nati on by Conmi ssioner Henstad
Exami nati on by Chai rwoman Showal ter
Exam nati on by Conmi ssioner Oshie
Cross- Exani nati on by M. Kopta
Recross- Exam nation by M. Carrathers
Exami nati on by Chai rwonman Showal t er

Redi rect Examination by Ms. Smith

BETTY A. ERDAHL
Direct Examination by Ms. Smith
Cross- Exam nation by Ms. Endejan

Redi rect Examination by Ms. Smith

542

546

553

556

561

564

570

573

574

576

578

622
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10

11

12

13

14

15

16

17

LEE L. SELWYN

423

423

423

423

423

424

424

424

424

424

424

424

425

425

425

425

425

425

425

445

445

445

445

445

445

445

445

647

647
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18

19

20

21

22

23

24

25

26C

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

425

425

425

425

425

425

425

425

425

425

425

425

425

425

425

425

425

425

426

426

426

426

426

426

426
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43

44

45

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60

61

62

63

64

65

66

67

426

426

426

426

426

426

426

426

426

426

426

426

426

426

426

426

426

426

427

427

427

427

427

427

427

514



0416

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

68

69

70

71

72

73

74

75

76

77

78

79

80

81

82

83

84

85

86

87

88

89

90

91

92

427

427

427

427

427

427

427

427

427

427

427

427

427

427

427

427

427

427

428

428

428

428

428

428

428
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93

TI MOTHY W ZAW SLAK

T-100

T-101C

102C

103

104C

T-105

T-106C

107C

108C

109C

110C

111C

112C

113C

114

115

116

117

118

119

120

121

122

428

428

428

428

428

428

429

429

429

429

429

429

429

429

429

429

429

429

429

429

429

430

430

430

518
518
518
518
518
518
518
518
518
518
518
518
518
518
518

518

(wi t hdrawn) 648

(wi t hdrawn) 648
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123C

124

T-130

131

T-132

133

134

135

136

137

138

139

140

141

142

143

144

T-150

151C

152C

153C

154C

155

GLENN BLACKMON

BETTY A. ERDAHL

430

430

430

430

430

430

430

430

430

430

430

430

431

431

431

431

431

431

431

431

431

431

432

(wi t hdr awn)

(wi t hdr awn)

(wi t hdrawn)

(wi t hdr awn)

545

545

545

648

648

648

648

578

578

578

578

578
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156C

157

158

159

160

161

162

163

164C

165

166

167

168

169

170

T-200-R

201C

T-202C

203

204C

205

206

207C

208

ORVI LLE D. FULP

432

432

432

432

432

432

432

432

432

432

432

432

432

432

432

432

433

433

433

433

433

433

433

434
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209

210C

211

211 (substitute)
212C

212C (suppl enent)
213

213C (substitute)
214

215C

216

217

217 (substitute)
217C

218

218 (anended)
218a-C

218a-C (substitute)
219

219C

400

401

402

403C

434

434

434

633

434

634

434

635

434

434

434

434

638

638

434

640

434

642

434

643

434

434

434

645
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T-220

221

222

223C

T-224

T-225C

226C

T-230

T-230-R

231C

232C

T-233

T-234C

T-234C-R

235C

236C

237

238C

T-242

T-242-R

243

244

DAVI D G. TUCEK

TERRY R DYE

NANCY HEURI NG

434

434

434

434

435

435

435

436

436

436

436

436

436

436

437

437

437

437

437

437

438

438
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245

T- 246

248

T-252

T- 255

T-260

T-260-R

261

T-262

T-262-R

263C

264

265

266

300

DENNI'S B. TRI MBLE

DUANE K. SI MMONS

CARL R DANNER

438

438

438

438

438

438

439

439

439

439

439

439

439

440

440
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T-2C

T-4C

PRE- MARKED EXHI BI TS

LEE L. SELWYN (AT&T)
Direct Testinmony with Attachnent 1-3 and
Appendi x 1 (w o confidential)
Pages of T-1 & Attach. 3 including
confidential materia
Selwn rebuttal (LLS-6T)(w o confidential)
Not e: Portions of Testinmony regarding rate
rebal ancing Stricken per 5th Supp. Order. 67.
p. 4, line 16 through p. 5, line 4
p. 45 through p. 57
p. 59, lines 1-6.
Sel wn rebuttal (LLS-6T-R)(wW o confidential)
Filed 5/2/03
Not e: Portions of Testinobny regarding rate
rebal ancing Stricken per 5th Supp. Order. 67.
p. 4, line 16 through p. 5, line 4
p. 45 through p. 57
p. 59, lines 1-6
Rebuttal Testinony (LLS-6TC)
Not e: Portions of Testinony regarding rate
rebal ancing Stricken per 5th Supp. Order. 67.
p. 4, line 16 through p. 5, line 4

p. 45 through p. 57
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T-4C-R

5C

6C

7C

10

p. 59, lines 1-6.

Rebuttal Testinony (LLS-6TC-R) Filed 5/2/03
Not e: Portions of Testinony regarding rate
rebal ancing Stricken per 5th Supp. Order. 67.
p. 4, line 16 through p. 5, line 4

p. 45 through p. 57

p. 59, lines 1-6

Swi t ched Access Revenue Reductions 2001 Demand
(LLS--7) (confidential)

Swi t ched Access Revenue Reductions October
2001 - Septenmber 2002 Demand (LLS-8)
(confidential)

Rest at ement of Verizon-Northwest's Washi ngton
Earni ngs Analysis (LLS-9)

Executive Summary of the Joint Audit Report on
the Basic Property Records of GIE
Corporations' Tel ephone Operating Conpanies
Decenmber 1997 (LLS-10)

| npact of ETI Adjustments on

Veri zon- Nort hwest's Washi ngt on Ear ni ng

Anal ysis (LLS-11)

Rest at ement of Verizon-Northwest's Washi ngton
Earni ngs Analysis Reflecting ETlI Adjustnents
and $44-M 1 lion Reduction to Switched Access

Revenues (LLS-12)
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11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26C

27

28

29

30

31

32

33

34

35

AT&T

DR &

DR &

DR &

DR &

DR

DR

DR

DR

g R R R R

DR

DR

DR

DR

Rg R R R

DR

DR

DR

DR

DR

Rp R R R R

DR

DR

DR

DR

DR

R R R R R

DR

DR &

Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response

Response

to Verizon Data Request
#2
#3
#4
#5
#6
#7
#8
#9
#10
#11
#12
#13
#14
#15
#15
#16
#17
#18
#19
#20
#21
#22
#23

#24

No.

1
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36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

RE R R R R RO R0 R0 R R R R R RO R RO R R o

R R R R R

Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response

Response

#25

#26

#27

#28

#29

#30

#31

#32

#33

#34

#35

#36

#37

#38

#39

#40

#41

#42

#43

#44

#45

#46

#47

#48

#49



0427

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

61

62

63

64

65

66

67

68

69

70

71

72

73

74

75

76

77

78

79

80

81

82

83

84

85

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

DR

RE R R R R RO R0 R0 R R R R R RO R RO R R o

R R R R R

Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response
Response

Response

#50

#51

#52

#53

#54

#55

#56

#57

#58

#59

#60

#61

#62

#63

#64

#65

#66

#67

#68

#69

#70

#71

#72

#73

#74
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1 86 DR & Response #75

2 87 DR & Response #76

3 88 DR & Response #77

4 89 DR & Response #78

5 90 DR & Response #79

6 91 DR & Response #80

7 92 DR & Response #81

8 93 Public Utility Conm ssion of Texas -

9 Menmor andum - Project 19133 - Eval uation of the
10 FCC Joint Audit of GIE. (Additional Cross
11 Exhi bi t)

12 TI MOTHY W ZAW SLAK (Staff)

13 T- 100 Direct Testinmony (TWZ-T-1)

14 Note: Portions of Testinony Stricken per the
15 Conmi ssion's 5th Supp. Order, as foll ows:

16 p. 10, lines 7-11

17 T-101C Direct Testinmony (TWZ-T-1) (confidential)

18 Note: Portions of Testinony Stricken per the
19 Conmi ssion's 5th Supp. Order, as foll ows:

20 p. 10, lines 7-11 (Revised page 10 filed

21 4/ 28/ 03)

22 102C (TWZ - 2C) (confidential)

23 103 USAC s 2nd Quarter 2002 Annual Interstate

24 Access Support Projection (TWZ-3)

25 104C (TWZ-4C) (confidential)
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T-105

T-106C

107C

108C

109C

110C

111C

112C

113C

114

115

116

117

118

119

Rebuttal Testinmony (TWZ-RT)

Rebuttal Testinony (TWZ-RT) (confidential)
Staff Response to AT&T Data Request No. 4
(TWZ-6C) (confidential)

Veri zon Response to Staff DR No. 7 (portion)
(TWZ-7C) (confidential)

Veri zon Response to Staff DR No. 7 (portion)
(TWZ-8C) (confidential)

Verizon Response to Staff DR No. 29 (portion)
(TWZ-9C) (confidential)

Veri zon Response to Staff DR No. 26 (portion)
(TWZ- 10C) (confidential)

Verizon Response to Staff DR No. 35 (portion)
(TWZ-11C) (confidential)

Staff Inputation Sensitivity Analysis

(TWZ- 12C) (confidential) and El ectronic
Version (conputer disk) of Staff I|nputation
Sensitivity Analysis (TWZ-12C)

(Di sk) (confidential)

Verizon Response of Staff DR No. 39 (TWZ-13)
Veri zon Response to Staff DR No. 42 (TWZ-14)
DR 12

DR 13

DR 14

DR 15
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120

121

122

123C

124

T-130

131

T-132

133

134

135

136

137

138

139

DR 16
DR 17
DR 18
DR 18
DR 21
GLENN BLACKMON ( STAFF)
Direct Testinony (GB-T-1)
Not e: Portions of Testinony Stricken per
Commi ssion's 5th Supp. Order, as foll ows:
p. 8, Ilines 19-23
p. 9, lines 1-9
Revi sed pages 8 and 9 filed 4/28/03
Commi ssi on Order Adopting Rules Permanently in
Docket No. UT-970325 (GB-2)
Rebuttal Testinony (TB-RT)
DR 1
DR 2
DR 3
DR 4
DR 5
DR 6
DR 7 Note: Staff indicated at the 5/1/03 PHC
that they would object to the adnm ssion of
these exhibits since they refer to stricken

testinmony - parties discussing this issue.
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140

141

142

143

144

T-150

151C

152C

153C

154C

DR 8 Note: Staff indicated at the 5/1/03 PHC
that they woul d object to the admi ssion of
these exhibits since they refer to stricken
testimony - parties discussing this issue.
DR 9
DR 10 (3 pg. Exhibit) Note: Staff indicated
at the 5/1/03 PHC that they would object to
t he adm ssion of these exhibits since they
refer to stricken testinony - parties
di scussing this issue.
DR 11 Note: Staff indicated at the 5/1/03 PHC
that they would object to the admi ssion of
these exhibits since they refer to stricken
testinony - parties discussing this issue.
DR 20

BETTY A. ERDAHL ( STAFF)
Rebuttal Testinmony (BAE-RT) Revised page 12
received 5/1/03.
Two Confidential Sheets: 1) Verizon Separated
Results Summary (BAE 1-C) & 2) Anal ysis of
Directory Assistance Rate |ncrease
( BAE-5- Q)
Attachnment 57A (BAE 2-C) (multi page)
Staff DR No. 65 (BAE 3-0)

Staff DR No. 64 (BAE 4-C)
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1 155 DR 19 (non-confidential)

2 156C DR 19 (confidential)

3 157 DR 22

4 158 DR 23

5 159 DR 24

6 160 DR 25

7 161 DR 26

8 162 DR 27

9 163 DR 28 (non-confidential)

10 164C DR 28 (confidential)

11 165 ARM S Docunent

12 166 DR 52 Staff Requests & Responses

13 167 DR 53 Staff Requests & Responses

14 168 Verizon Northwest Inc. Quarterly Financials
15 (Addi tional Cross Exhibit)

16 169 Verizon Northwest Inc. Results of Operations -
17 Sumary (Addi tional Cross Exhibit)

18 170 Verizon Northwest Inc. Revenue Requirenment
19 (Addi tional Cross Exhibit)

20 ORVI LLE D. FULP (VERI ZON)

21 T-200-R Direct Testinony (ODF-1T-R)

22 Revi sed 4/28/03
23 Note: Certain Portions of Testinony Stricken
24 or Wthdrawn - as foll ows:

25 Stricken:
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201C

T-202C

203

204C

205

206

207C

P. 2, lines 13-15

p. 3, lines 4-12, 20-22

p. 4, lines 9-11

p. 7, lines 1-9, 19-22

p. 8, lines 1, 4-5

p. 10, lines 6-15

p. 16, lines 21-23

p. 17, lines 1-2

p. 20, lines 14-20

p. 21, lines 1-5, 7-26

p. 22, lines 5-15

Wt hdr awn:

p. 17, line 4 through p. 20, line 12
Washi ngton Intrastate Switched Access Rate
Desi gn ( ODF- 2C)

Note: Stricken per Conmi ssion's 5th Supp
Order granting PC's notion to strike.
Surrebuttal Testinmony (ODF-3T)

Note: Stricken per Conmission's 7th Supp
Order, 46.

Response to AT&T 14

Response to AT&T 17

DR 18

DR 19

DR 20
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1 208 DR 22

2 209 DR 52

3 210C DR 59

4 211 DR 63 (non-confidential)

5 212C DR 63 a & b (confidential)

6 213 DR 66

7 214 DR 68 (non-confidential)

8 215C DR 68 (confidential)

9 216 Staff # 18

10 217 Verizon Response to AT&T DR 34 (Provided at
11 PHC 5/1/03.)

12 218 Veri zon Response to AT&T DR 70 (Provided at
13 PHC 5/ 1/03.)

14 218a-C Veri zon Response to AT&T Data Request No. 70

15 219 Veri zon Response to AT&T DR 71

16 400 Verizon Advice No. 3076 (To be provided at PHC
17 5/ 1/03.)

18 401 Verizon Long Distance Price List filing in

19 Docket No. UT-030532 (To be provided at PHC

20 5/ 1/ 03.)

21 402 Veri zon Long Distance Price List Filing in

22 Docket No. UT-030535.

23 DAVID G TUCEK ( VERI ZON)

24 T-220 Direct Testinony (DGT 1T) (limt to cost basis

25 for access charges)
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1 Note: Stricken by Comm ssion's 5th Supp.
2 Order, but re-offered at PHC 5/1/03 (See
3 Commi ssion's 7th Supp. Order 37-40.)

4 221 Mai n Conponents of I CM s Mddel ed Network
5 ( DGT- 2)

6 Note: Stricken by Commission's 5th Supp.
7 Order, but re-offered at PHC 5/1/03 (See
8 Commi ssion's 7th Supp. Order 37-40.)

9 222 ICM s Modeling Process (DGT-3)

10 Note: Stricken by Commission's 5th Supp.
11 Order, but re-offered at PHC 5/1/03 (See
12 Commi ssion's 7th Supp. Order 37-40.)

13  223C DGT-4-C

14 Note: Stricken by Comm ssion's 5th Supp.
15 Order, but re-offered at PHC 5/1/03 (See
16 Commi ssion's 7th Supp. Order 37-40.)

17 T-224 Surrebuttal Testinmony (DGT-5T)

18 Note: Stricken by Comm ssion's 7th Supp. Order
19 Or der 54-56.

20 T-225C Surrebuttal Testinmony (confidential) (2/25/03

21 None Provi ded)

22 Note: Stricken by Commission's 7th Supp.
23 Or der.

24 Order 54-56.

25 226C WUTC #45 (#46 withdrawn & replaced with #45)
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1 Staff Cross Exhibit of Tucek

2 TERRY R DYE (VERI ZON)

3 T-230 Direct Testinmony (TRD-1T)

4 Note: Portions of Testinony Stricken
5 (See Exhibit T-230-R)

6 T-230-R Direct Testinony (TRD 1T-R)

7 Revi sed 4/28/03

8 Not e: Portions of Testinobny Stricken as
9 fol |l ows:

10 p. 3, lines 7-10

11 p. 8 Ilines 18-22

12 p. 9-10.

13 231C TRD 2-C

14 232C TRD 3-C

15 T-233 Surrebuttal Testinony (TRD-4T)

16 Non- Conf. -- Revised 4/28/03

17 Not e: Portions of Testinobny Stricken as
18 foll ows: (See Conmission's 7th Supp. Order
19 50. )

20 p. 1, line 1 through p. 11, line 7

21 p. 12, line 13 through p. 17, line 19.

22 T-234C Surrebuttal Testimony (TRD-4TC) (confidential)
23 Note: Portions of Testinony Stricken
24 (See Exhibit T-234C-R)

25 T-234C-R Surrebuttal Testinony (TRD4TC R)
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235C

236C

237

238C

T-242

T-242-R

(confidential) Note: Portions of Testinony
Stricken (See Commission's 7th Supp. Order
50.)
Revi sed 4/28/03
Summary of Inputation Cal cul ations (TRD-5C) &
(TRD-6C) Note: At PHC 5/1/03, Staff indicated
that this exhibit should be stricken since it
refers to stricken testinobny - parties are
checking this.
DR 36
DR 37 (non confidential)
DR 37 (confidential)

NANCY HEURI NG ( VERI ZON)
Direct Testinmony (NWH - 1T)
Not e: Portions of Testinony, Wthdrawn,
Revi sed or Corrected. (See Exhibit T-242-R)
Direct Testimny (NWH - 1T-R)
Revi sed 4/28/03
Note: Certain Portions of Testinony Wthdrawn
or Corrected, as follows:
W t hdr awn:
p. 3, line 2
p. 10, lines 19-20
p. 11, lines 3-4

p. 14, lines 8-9
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1 Corrected: (Testinony is underlined)
2 p. 11, line 2
3 p. 14, line 8
4 243 Results of Operations - 12 Months Ended
5 Decenber 2000 ( NWH-2)
6 244 Revenue Requirenment (NWH-3)
7 245 Results of Operations - Year to Year
8 Conparison ( NWH-4)
9 T- 246 Surrebuttal Testimony (NWH5T)
10 Note: Testinobny Stricken (See Commission's
11 7th Supp. Order, 46.)
12 248 Non- confi dential exhibits (NWH6 through
13 NWH- 9)
14 Note: Exhibit Stricken & Related Surrebuttal
15 Testimony Exhibit T-246 (NWH-5T)
16 DENNI' S B. TRI MBLE ( VERI ZON)
17 T- 252 Surrebuttal Testinmony (DBT-1T)
18 Not e: Testinony Stricken (See Commission's
19 7th Supp. Order, 50.)
20 DUANE K. SI MVONS ( VERI ZON)
21 T- 255 Surrebuttal Testinmony (DKS-1T)
22 Not e: Testinony Stricken (See Commission's
23 7th Supp. Oder, 50.)
24 CARL R DANNER (Veri zon)

25 T- 260 Direct Testinmony (CRD-1T) Portions of
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T-260-R

261

T-262

T-262-R

263C

264

265

Testinony Stricken. (See Exhibit T-260-R.)
Direct Testinony (CRD-1T-R)

Revi sed 4/28/03

Note: Certain Portions of Testinony Stricken
as follows:

p. 2-5

p. 11-18

p. 19, lines 1-2

Resume ( CRD- 2)

Surrebuttal Testinony (CRD- 3T)

Not e: Portions of Testinobny Stricken

(See Exhibit T-262-R.)

Surrebuttal Testinony (CRD 3T-R)

Revi sed 4/28/03

Note: Certain Portions of Testinony Stricken,
as follows: (See Comm ssion's 7th Supp. Order,
50.)

p. 1, line 1 through p. 10, line 17

p. 11, line 19 through p. 23, line 20

p. 27, line 1 through p. 39, line 23.
Confidential Exhibits (2/25/03 None Provided)
Non- confi dential Exhibits (2/25/03 None

Provi ded)

Credit Suisse First Boston Equity Research

Report,
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266

300

AT&T Consumner: A Base Case Ahead of the
Triennial Review (February 5, 2003)

Fri edman Billings Ramsey Technol ogy | ndustry
Update, Bells - Mre Negatives Than Positives

(January 14, 2003)

Stipul ati on/ Settl ement Agreenent between
certain parties of record.
On April 4, 2003 Settlenent no |onger viable.

(See Conmission's 8th Supp. Order, 15.)
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PROCEEDI NGS

JUDGE SCHAER: This norning is May 7th, 2003,
and it's 9:30 in the morning. W are beginning
evi dentiary hearings in Docket Number UT-020406, which
is a conplaint by AT&T chall enging Verizon's access
char ges.

Let ne introduce first the Chairwonman and
Conmi ssioners for the Commi ssion. Chairworman Marilyn
Showal ter is to ny right, then Comm ssioner Dick
Henst ad, then Conmi ssioner Pat Oshie. | am Marjorie
Schaer, and | amthe Adninistrative Law Judge assi gned
to this proceeding.

I would I'ike now to take appearances, and
woul d I'i ke counsel to introduce thenselves to the
Conmi ssioners. Since all counsel have appeared before
in this proceeding, you can nake the short appearance
and tell us your name and whom you represent.

And | will start with you, M. Kopta, because
you are the conpl ai nant this norning.

MR. KOPTA: Thank you, Your Honor. Gregory
J. Kopta of the law firm Davis, Wight, Trenaine on
behal f of AT&T Communi cations of the Pacific Northwest,
I nc.

JUDGE SCHAER: All right.

And t hen go ahead, Ms. Singer Nel son.



0442

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MS. SINGER NELSON: Good norning, Mche
Si nger Nel son here on behalf of MCI Worl dCom

JUDGE SCHAER: And then counsel for Verizon,
pl ease.

MS. ENDEJAN. Good norning Conmmi ssioners and
Chai rwonan Showalter. M nane is Judy Endejan. [|I'm
here representing Verizon Northwest, |nc.

MR. CARRATHERS: Good norning, my nane is
Charl es Carrathers, general counsel at Verizon
Nort hwest. Thank you.

JUDGE SCHAER: And for Conmission Staff.

MS. SM TH. Shannon Smith with the Attorney
General's office representing Conm ssion Staff.

JUDCGE SCHAER: Then for Public Counsel
pl ease.

MR. CROWELL: Robert Crommel |l on behal f of
Publ i ¢ Counsel

JUDGE SCHAER: And is there anyone el se
appearing on the bridge line this norning who wi shes to
appear at this time?

Hearing no response, we will proceed. |
believe that we have had pre-hearing conferences that
have all owed us to get organi zed and identify exhibits
and are ready to proceed with taking evidence and

cross-exani nation of evidence. 1Is there anything the
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parties wish to bring up at this point before we get
started on that job?

MR. KOPTA: Not at this tine, Your Honor.

JUDGE SCHAER: And | will indicate that there
are some housekeeping matters that have been brought to
nmy attention this norning and that there has been sone
di scussion of an informal pre-hearing conference, or a
formal pre-hearing conference, but a pre-hearing
conference to take place Friday norning outside the
presence of the commissioners to try to tie up those
| oose ends so that we may continue to proceed snoothly.

So at this time | would ask you to call your
first witness, M. Kopta.

MR, KOPTA: Thank you, Your Honor.

AT&T calls Dr. Lee L. Selwyn.

JUDGE SCHAER: Dr. Selwyn, let nme remind you
that you have previously been sworn under oath in this
pr oceedi ng.

THE W TNESS: Yes Your Honor.

JUDGE SCHAER: Okay, go ahead pl ease,

M. Kopt a.

Wher eupon,
LEE L. SELWYN,

havi ng been previously duly sworn, was called as a



0444

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

wi tness herein and was exam ned and testified as

foll ows:

DI RECT EXAMI NATI ON
BY MR KOPTA:

Q Dr. Selwn, would you please state your nane
and busi ness address for the record, please.

A Yes, my nane is Lee L. Selwn. My business
address is Two Center Plaza, Suite 400, Boston
Massachusetts 02108.

Q And do you have before you the exhibits that
have been marked for identification as Exhibit Numnber
T-1, which is the direct testinmony of Lee L. Selwn with
attachments 1 through 3 and Appendi x 1; Exhibit T-2C,
which are the confidential material that is associated
with Exhibit T-1; Exhibit T-3-R which is the revised
rebuttal testinmony of Dr. Lee L. Selwyn; Exhibit T-4C-R
which is the revised rebuttal testinony including
confidential portions; and Exhibits 5C, 6C, 7C, and 8,

which are attachments to the rebuttal testinony?

A In fact, | don't have the marked copies in
front of me. | have what | believe are those materials,
however .

Q And were those exhibits prepared by you or

under your direction and control ?
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A. Yes, they were.
Q Do you have any corrections to make to any of

t hose exhibits at this tinme?

A | have one correction to the rebutta
testi nony, which is exhibit -- which one was that?
Q It would be Exhibit T-3 as well as T-3-R as

well as T-4CR

A At page 3 of that testinony on the first
line, the words, 11 of 14 legacy Bell Atlantic states
should be -- the words 11 of should be replaced by all
A-L-L. So the sentence would now read, a portion of the
sentence, the long distance business in all 14 |egacy
Bell Atlantic states. And that is sinply an update to
condi tions that have changed since the date of filing.

Q And with that correction, are the exhibits
true and correct to the best of your know edge?

A Yes, they are.

MR. KOPTA: Your Honor, at this time | would
nmove for adm ssion of Exhibits T-1, T-2C, T-3-R, T-4CR
5C, 6C, 7C, and 8.

JUDGE SCHAER: Are there any objections?

Those docunents are admitted.

Go ahead, please.

MR, KOPTA: Thank you, Your Honor

Dr. Selwyn is available for cross-exam nation.
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JUDGE SCHAER: And did you have any questions
from Verizon?

MR. CARRATHERS: Thank you, Your Honor, just
a few

JUDGE SCHAER: M. Carrathers, you're going
to be doing the questioning of this wi tness for Verizon;
is that correct?

MR. CARRATHERS: Yes, Your Honor.

JUDGE SCHAER: Thank you, go ahead.

MR, CARRATHERS: Thank you.

CROSS- EXAMI NATI ON

BY MR. CARRATHERS:

Q Good norning, Dr. Selwyn.
A. Good norning, M. Carrathers.
Q Again, |'m Charles Carrathers for the record.

I have sonme questions for you, and I would like to begin
with your direct testinony, Exhibit T-1, if you could
pl ease turn to page 5 of that testinony.

A | have it.

Q And if you could please refer to |ine nunber
21, and there you state, Dr. Selwyn, that the Comm ssion
could elimnate the price squeeze that you cl ai mexists
by requiring Verizon to raise the retail price of its

toll services, correct?
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A Yes.

Q Now i f you could turn to your rebutta
testi mony, Exhibit T-3-R

A Just for the record, M. Carrathers, you read
a portion of the sentence at page 5 of Exhibit T-1,
which is not in any sense an accurate characterization
of the entire thought being conveyed in the sentence.
just want to point that out.

Q Thank you, Dr. Selwn. And again as | read
your testinony, you said the Conmi ssion can alleviate
the price squeeze by requiring Verizon to increase its
toll rates, although you go on to state that you would
prefer that the Conm ssion | ower access charges.

A That's correct.

Q Thank you. Now again, if you could turnto

your rebuttal testinony, again Exhibit T-3-R

A Okay.

Q And pl ease turn to page 26.

A | have it.

Q On line 12 you explain that you believe the

price floor for Verizon is a little nore than 14 cents
per mnute of use, correct?

A Yes.

Q And you conclude that when you conpare that

price floor to the average rate per mnute that Verizon
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wi tness Dye calculates that all of Verizon's plans fai
i mputation, correct?

A Yes.

Q Now at the very end of that page, Dr. Selwyn,
you state that in order for the price squeeze, and I'm

referring to the very last word in line 19 carrying over

to 20:

In order for the price squeeze to be
el i mi nated, access rates nust be reduced
so that the price floor is |lower than
the total price per mnute appearing in
M. Dye's testinony.
Correct?

A Yes.

Q Now et me clarify, Dr. Selwn, we went

t hrough your direct testinmony on page 5 where you said
the price squeeze could be eliminated by raising tol
rates, so here in your rebuttal testinony the price
squeeze could be elinm nated not by reducing access
charges as you state, but could be reduced by sinply
raising the retail toll rates to whatever the price
floor is, correct?

A. Well, as | pointed out, the statenent on page
5 of ny direct testinobny says that the price squeeze

could be elimnated by increasing toll rates, but the
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pref erabl e approach and the approach that | am
recommendi ng is that access charges be reduced. And
what -- the conclusion of this section of the rebuttal
is sinply reiterating that point. | am-- nowhere in ny
testi nony am | recomendi ng, proposing, suggesting that
the Conmmi ssion resolve the issues raised by AT&T in its
conplaint by directing Verizon to increase toll rates.
In fact, it's not even obvious to nme given that tol
service is classified as conpetitive and is price
listed, it's not even clear to ne what nechani sm exists
for the Commi ssion to even do that. | was sinply
stating in my direct testinony that, you know, you can
either raise the bridge or lower the river, and ny
ultimate recommendation is to |ower the river.

Q Thank you, Dr. Selwyn. Let's assune that al
of Verizon's retail toll rates pass inputation, whatever
the inmputation floor is. You re not claimnng that
Verizon's access charges then standing al one are
unl awful or unjust or unreasonable, are you?

A | think they are. | think in the larger
context of the tel ecommunications industry and the
particul ar | ong distance nmarket as it exists today,
setting access charges substantially in excess of
forward | ooking incremental costs produces an unjust and

unr easonabl e result and consequently and particularly
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when the nonopoly provider of access services is itself
conpeting with downstream providers of |ong distance
service in the retail long distance market. So yes, as
an absolute matter it is my opinion that access charges
at the present levels in Verizon Northwest in Washi ngton
are excessive and unreasonabl e.

Q So under your testinony, even if no price
squeeze exists because the toll rates pass inputation
you still disagree with Verizon's |levels of access
charges, correct?

A Yes.

Q Dr. Selwyn, are you famliar with the
Commi ssion's access charge rule, which is 480-120-540?

A. Ceneral ly.

MR. CARRATHERS: Your Honor, for the
conveni ence of everyone, the rule itself is an
attachnment to Dr. Blacknmon's direct testinmony. It's
Exhi bit 131, the last 2 pages, so everyone should be
able to reference that.

But, Dr. Selwn, |1've got an extra copy for
you if that's easier.

BY MR. CARRATHERS:

Q Now, Dr. Selwyn, you said you were famliar

generally with the Conm ssions's access charge rule.

You recogni ze that the rule establishes a separate
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interimterm nati ng access charge adder, conmmonly known
as the I TAC, which is intended to reflect a carrier's
uni versal service support costs as deterni ned by the
Conmi ssi on, correct?

A Yes.

Q Is it your testinony, Dr. Selwn, that that
| TAC, again which recovers universal service cost, is
itself unlawful or discrimnatory or unreasonable?

A And | guess nmy answer to that question is
that in the present contest of the market as it exists
today, | would have to answer yes to that. Because it
is, as | explained in ny testinmony, access charges
t henmsel ves are applied in a non -- in an inconsistent
manner. For exanple, as between wireline carriers and
wireless carriers, they are being treated as largely
transparent with respect to intraconpany transactions
bet ween Verizon Northwest and Verizon Long Di stance.
And in the context of the market as it exists today,
this particular nethod of inposing a universal service
obligation on an essential service that is also being
used by Verizon as a -- or that has the effect of
di sadvant agi ng Veri zon's downstream conpetitors in the
retail |long distance market requires reexan nation at
this tinme.

Q Thank you, Dr. Selwn. So as | understand
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your argunent, the I TAC that the Commi ssion established
inits access charge rule and that Verizon charges and
other carriers charge in Washington state is
i nappropriate? It's not just Verizon's |ITAC, in other
words, it's any carrier that charges an | TAC, they too
nmust have an unlawful or anticonpetitive rate, correct?
A Well, the point is the ITACis not being

charged in a consistent manner. Wreless carriers do
not pay access charges for traffic that is within the
same maj or trading area. Therefore, at the extent, for
exanple, that wireless carriers are conpeting with
wireline long distance carriers for intrastate |ong
di stance services, then the policy discrimnates agai nst
wireline carriers.

And at the tinme this rule was pronul gat ed,
the inmportance of wireless conpetition in the |ong
di stance nmarket was significantly less, if at all, and
therefore, that particular |evel of discrimnation did
not exist. W also did not have at that tinme a
particularly active involvenent by the incunbent |oca
exchange carriers thensel ves conpeting in the retai
| ong di stance market with interexchange carriers.

So it is in the context of changed conditions
and the fact that this charge is not being applied

consistently to all providers of |ong distance services
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in Washington that it is no |longer sort of a
conpetitively neutral policy that I'msure the
Conmi ssion intended it be.

Q Thank you, Dr. Selwyn. And are you aware
that your client, AT&T, at the tinme the access charge
rul e was being pronul gated opi ned to the Comm ssion
preci sely what you're opining here, nanely that al
access charges should be reduced to LRI C based | evel s?

A I"mnot specifically aware of it, but I'm
al so not surprised. | believe that has been AT&T' s
position as a general matter for sone tine.

Q And t he Conmi ssion, of course, did not adopt
that position, because they adopted the rule that
established the I TAC, correct?

A. Apparently. But the facts on the ground were
quite different in terns of market conditions and
conpetitive conditions at the tine that this rule was
adopted than they are today.

Q Thank you, Dr. Selwn. Now |l would like to
turn to your calculation of the price floor. Again we
referred to earlier on page 26 of your rebutta
testinmony in Exhibit T-3-R where you explain that the
price floor is a little nore than 14 cents per m nute,
exactly .1444, correct?

A That's correct.
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Q Now I would like to talk just briefly about
how you cal cul ated that figure, and it's ny
understandi ng, Dr. Selwn, that that figure is the
result of three conponents: Number one, the weighted
price of access service based on Verizon's tariffed
access charges; nunber 2, retailing and marketing costs;
and nunber 3, billing and collection costs. So if | add
up those three conponents, | arrive at your price floor
of alittle nore than 14 cents. |Is that a fair sumary?

A Yes.

Q Now rather than -- | will refer you to your
testimony if you need, | just want to try and sumuari ze
what each of those conponents are. First, the inputed
price of access, the weighted average, you calculated to
be .0989, a little nmore than, well, nore than 9 cents,
al nrost 10 cents; does that sound right?

A. Yes.

Q Your billing and collection component was
about a penny and a half, .0155, correct?

A That's correct.

Q And your retailing marketing cost is 3 cents,
.03. So when you just sinply add all those up, you
arrive at 14.44 cents, correct?

A Yes.

Q Now | et's tal k about your inputed price of
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1 access, the first conponent. | believe you cal cul ated
2 t hat based on Verizon's tariffed rates and Verizon's

3 response to Staff Data Request Number 7, and that data
4 request includes traffic distribution figures, holding
5 times that enabled you to calculate the weighted price,
6 correct?

7 A Yes.

8 Q Are you aware that Verizon updated those

9 figures in response to Staff Data Request Nunmber 267?
10 A. | believe so, yes.

11 Q But your cal cul ation doesn't reflect those
12 updated figures, correct?

13 A I think that's right.

14 Q Now i f we can nove to the other two

15 conponents, the retail nmarketing conponent, again we
16 di scussed that your calculation was, of retail marketing
17 costs, is 3 cents per mnute of use.

18 A Correct.

19 Q Now as | understand that, Dr. Selwn, that is
20 an estimate of interexchange carriers' marketing

21 expenses; is that correct?

22 A Yes.

23 Q Is it your position, Dr. Selwn, that in

24 establishing a price floor for Verizon Northwest tol

25 service, the Commi ssion should not use Verizon's |ong
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run increnmental cost of marketing, but should instead
use an estimte of interexchange carriers' cost?

A Yes, for several reasons. First of all
Verizon's long run increnental cost of marketing is
itself based upon extensive use of already existing
rel ati onshi ps which effectively are exploited for the
pur pose of gathering or launching a marketing program
increnmental to the preexisting relationship. It would
be patently unfair to and it's already unfair that in a
sense in the market that Verizon is permitted to exploit
or that incumbent LECs generally are permtted to
exploit their preexisting relationships.

Q Excuse ne, Dr. Selwyn, if | may interrupt for
just a noment, | asked you whether you thought it's your
position that the Comm ssion should develop a price
fl oor not based on Verizon's LRI C of narketing expenses,
but other |IXCs, and you said yes, and now you're going
on to explain it. For purposes of speeding this hearing
al ong, please go ahead and conpl ete your explanation,
can follow up. But | would ask ny coll eague at the bar
M. Kopta, on redirect to recognize that |I'm all ow ng
Dr. Selwyn to go on in his explanation to try and
shorten things up, and | hope that works out.

So pl ease go ahead, Dr. Selwn, continue with

your expl anati on.
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A. Let ne start fromthe begi nning, because |I'm
not sure where I was. Wat we are trying to do here is
to come up with a price floor that represents the
realistic costs that conpetitors in the market operating
on an equi val ent basis to the incunmbent woul d be
confronted with to prevent a price squeeze. Now Verizon
al ready has preexisting relationships with its
customers, so that Verizon's incremental cost of
mar keting to | egacy customers is necessarily
substantially | ess than the costs that other carriers
woul d incur in marketing their services, so Verizon
starts out with a very substantial advantage with
respect to those | egacy customers.

When i ntralLATA presubscription cane into the
mar ket, there was no requirenent, for exanple, for
balloting or the automatic transfer of custoners to
conpetitors. Verizon basically got to keep all of its
exi sting custonmers subject to marketing efforts by its
rivals.

So it's reasonable to ascribe a marketing
cost for purposes of deternmining a price floor that
reflects realistic marketing costs that a downstream
conpetitor would have to incur and that the only reason
Verizon itself is not necessarily incurring those costs,

and it's not even clear that they're not, is sinply
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because they are gai ni ng advant age of |egacy
rel ati onshi ps.

And so what |I'mattenpting to do here is to
develop a price floor that allows for conmpetition. If
you start to sinply permt the incunmbent to not only
utilize its | egacy advantages but to then not even
ascribe any inplicit value to them for purposes of a
price floor, then you al nost guarantee that conpetition
can't exist.

Q So, Dr. Selwyn, the short of the matter is
you don't think Verizon Northwest's toll price floor
shoul d be based on Verizon's long run increnental costs
of marketing expenses for all the reasons you state in
your testinony; that's the bottomline, correct?

A. It should be based on the long run
i ncrenmental cost of marketing with a proper attribution
of joint and conmon costs that are joint and common to

bot h nmonopoly | ocal services and | ong di stance services.

Q Dr. Selwn --
A To | ong di stance.
Q Dr. Selwyn, now let's |look at your estimate.

You relied on an estimate of | XCs' marketing costs. D d
you ask your client what its marketing costs were on a
per mnute of use basis?

A No, | did not.
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Q Your client's a big interexchange carrier
right?
A Correct. | relied on estimates provided by,

anong others, Dr. WIIliam Taylor, who is, of course, a
frequent Verizon w tness.

Q Thank you, Dr. Selwn. Now let's go to the
| ast conponent of your price floor. W talked about the
price of access and the wei ghted average and how you
derived that, we tal ked about the retailing and
mar ket i ng expenses, now | would |ike to turn to the
billing and col |l ecti on expense, the |ast part, the | ast
conmponent of your floor. You believe that the B&C cost
should be a little nore than a penny and a half a
m nute, .0155, right?

A. Ri ght .

Q And as | understand your cal cul ation, you
took the price that Verizon New York charges Verizon
Long Distance for B&C services, which is $1.15 per
account according to your testinony, and you divided
that by 74, which you state is the average nunber of
residential interLATA toll mnutes of use per nonth
based on an FCC analysis. So if | take the 115, divide
by 74, | get .0155; is that correct?

A Correct.

Q So as with retail marketing, Dr. Selwn, it's
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your position that in establishing the price floor for
Verizon's toll service, the Comm ssion should not use
Verizon's long run incremental cost of billing and

col l ection, but should instead use the price Verizon New
York charges Verizon Long Distance for billing and

col l ection?

A Well, | used the price that Verizon New York
charges Verizon Long Distance sinply as a surrogate for
an estimate here, which at the tine I was unable to
find. But the general -- generally yes, | nmean I'm
basically saying what the -- what the -- Verizon charges
its own affiliate spread over the average nunber of

m nutes that woul d be expected per account is a

reasonabl e basis to determine billing -- an appropriate
increnental billing and coll ection cost.
Q Thank you, Dr. Selwn. Now | would like to

turn to one other cal cul ati on you make. W have tal ked
about the price floor calculation and conparing that to
Verizon's average rate per plan, but you nmake anot her
calculation, and that is the long run increnental cost

of access where you think access should be priced at,

correct?
A Yes.
Q And | believe your proposed cost of switched

access is .0030263 per minute of use for a one way call
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And for reference for everyone, that would be your
direct testinmony, Exhibit T-1 at page 12.
A And that's at 13. |Is that what you're
referring to?
Q | believe it was page 12, Footnote 11
CHAl RMOVAN SHOWALTER:  1t's 13.
JUDGE SCHAER: Would you | ook at the page,
pl ease, M. Carrathers, and verify which it is.
A | see that nunber in Footnote 13.

BY MR. CARRATHERS:

Q Oh, I'msorry, in Footnote 11 you sinply
doubled it for a two way call, .0060526, right?

A Yes.

Q So if | take the figure |I nentioned, you

multiply it by two, you got .006, so |let ne rephrase ny
question to clarify.
Your proposed cost of switched access, |ong

run i ncrenmental cost of switched access for a two way

call, is that .00605267
A For clarification, what you're referring to
as a two way call is a call that requires swtched

access at both ends, both originating and term nating
ends.
Q Correct, thank you, Dr. Selwn. One

conponent of that cost is the cost of tandem swi tching.



0462

1 A Yes.

2 Q And | believe you used Qnest's tandem

3 switching rate that this Comr ssion established in

4 Qnest's UNE docket, which was .00141; is that correct?

5 A Yes.

6 JUDGE SCHAER:  Excuse ne, counselor, could

7 you give that docket nunber again?

8 MR. CARRATHERS: Actually, Your Honor, |

9 don't have the docket nunmber, but in Footnote 11 of

10 Dr. Selwyn's direct testinony, page 12, he refers to WNU
11 42, a Qnest tariff.

12 JUDGE SCHAER: Okay. You had given a docket
13 nunber, | thought five nunmbers, and we have six nunber
14 docket nunbers, so | was a little concerned.

15 THE WTNESS: | think that was a price, not a

16 docket numnber.

17 MR. CARRATHERS: Thank you, Your Honor.

18 JUDGE SCHAER: Thank you, just clarifying
19 t hat .

20 MR. KOPTA: Just for the record, the docket

21 is UT-003013.

22 JUDGE SCHAER: Thank you.

23 BY MR CARRATHERS:

24 Q And, Dr. Selwyn, are you aware that the

25 Commi ssi on has established a tandem switching rate for
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Verizon that is reflected in Verizon's unbundl ed network
elenent tariff?

A | am now.

Q Okay, well, not to belabor the point, the
tariffed rate is .0044790, significantly higher than the
Qnest rate, and if you would just take subject to check,
and if, you know, you all disagree, then just let ne
know.

A All right.

Q Okay. So again, just to sumuarize, you
cal cul ate the LRI C of access, we tal ked about one of the
conmponents of your LRIC being the tandem switching rate,
you used Qnest's rate, Verizon now has a rate, and |
would like to talk to you very briefly about one nore
conponent, and that's the |ocal sw tching conponent.

You believe that the |ocal sw tching conponent of the
LRI C of providing access service is .0014151 per m nute
of use.

JUDGE SCHAER: Can you give us the page and
line reference, please, counsel, so we can follow.

MR. CARRATHERS: Yes, Your Honor, the page
nunber is page 11 of Dr. Selwn's direct testinony, |ine
13, actually 12 and 13.

JUDGE SCHAER: Thank you, go ahead.

A Yes.
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BY MR CARRATHERS:

Q Dr. Selwn, do you know what AT&T
Communi cations charges for local switching in its FCC
Tariff Nunber 287

A No.

Q Thank you, Dr. Selwn. | now would like to
nove on to another different subject you address, and
that is the continuing property record audit. And if
you refer to your rebuttal testinmony, T-3-R, around page
35.

A Yes.

Q I will just have a handful of questions about
that audit, Dr. Selwn. Do you know whether the audit
i ncl uded Washi ngton state?

A. I know from Verizon rebuttal testinony that
apparently in the sanple that was sel ected there were no

Washi ngton state central offices.

Q Thank you, Dr. Selwyn.
A. But now | say that with the foll ow ng
proviso. |In a sanple situation, in a sanpling situation

where you're not |ooking at 100% of or even a |arge
percentage of the total universe, necessarily the

sel ection of observations, of sanpling observations,
will belimted. | amnot aware that \Washi ngton was not

i ncluded within the scope of the study. Whether or not
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the sanple -- there woul d happen to have been those
sanmpl es drawn from Washi ngton, to the best of ny
know edge the study was of all of GTE, which would have
i ncl uded Washi ngton, and apparently there were no
Washi ngton central offices included in the sanple, but
that does not in any sense suggest that Washington was
not included in the study. And | have no know edge
specifically that Washi ngton was not included in the
study, only apparently that there were no WAshi ngton
central offices included in the sanple. But if the
sanpl e was representative, and | have not heard any
evi dence suggesting it was not, then WAshi ngton
effectively was included in the study.

Q So, Dr. Selwyn, let nme ask ny question again.
Do you know whet her the audit itself applied to
Washi ngton state?

A | believe it did, but I don't know that as an
absol ute fact.

Q When was the audit conducted?

A It was conducted in the md 1990's. The
report was issued in 1999.

Q Has the FCC itself ever endorsed or approved
t he audit?

A The audit investigation was basically shut

down as part of the so-called CALLS, the C-A-L-L-S,
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settl enment and was not further pursued. So the FCC has
neither ratified nor determ ned the audit report to be
i nvalid.

Q Do you know whet her any state conducted a
review of the FCC s audit?

A. I'"'mnot aware of any specifically that have.
| also know, however, that the CALLS settlenment did not
preclude states frompursuing it.

Q Dr. Selwn, | would like to refer you to
Exhi bit Nunmber 93. You should have that in your package

of cross exhibits.

A I's that the Texas?

Q That's the Texas eval uation of the audit.

A Yes, | have it.

Q Thank you, Dr. Selwn. And | won't ask you

to go through the entire analysis, but if you turnto
the | ast page of text.
A By the way, this is a staff nenorandum it's

not a finding of the Texas PUC.

Q Thank you, Dr. Selwyn.
A As | understand it.
Q Thank you, Dr. Selwn. In fact, the |ast

paragraph in that nenorandum says:
Based on the staff's review, no specific

action regarding the audit report is
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necessary.
And in that report, it explained that GIE

for exanple, had incorporated a bar codi ng nmechani sm

that to the extent GTE found that there were sone, a

relatively small portion, .18% of its central office

i nvestment, was put inproperly, a reconciliation anount

was nmade. So nmy question for you, Dr. Selwn, do you

know whet her and when Verizon Northwest in WAshington

est abl i shed bar codi ng?

A. There was sone testinony | think as a part of
-- that was subnmitted by Verizon responding to ny
testimony on that subject, and I don't renenber
precisely when that was. It was sometinme in the 1990's.

Q Thank you. And simlarly do you know whet her
any reconciliation anbunts were booked for Washi ngton as
a result of investigation and tagging of these basic
property records?

A | don't recall. [I'mnot -- when you say
reconciliation amounts were booked, I'ma little
confused, because in reading this | ast page of the Texas
docunent, in the right-hand colum when they describe
the accounting entry that was nmade to book the
reconciliation, the particular accounting entry that's
descri bed actually has no effect on rate base.

Q Vell, didn't --
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1 A. So it's not clear to me what got booked as a
2 reconciliation entry.

3 Q My final question, Dr. Selwn, are you aware,
4 has the Washi ngton Staff or Washi ngton Comi ssion

5 conducted an audit of Verizon's property records?

6 A | don't know.

7 MR, CARRATHERS: Thank you.

8 May | have just a nonment, Your Honor?

9 JUDGE SCHAER: Certainly.

10 MR, CARRATHERS: Thank you.

11 Thank you, Your Honor, at this point | am

12 going to surprise all of you and say | amfinished with
13 ny cross-examnation of Dr. Selwyn.

14 JUDGE SCHAER: Well, thank you, counsel. And
15 t hank you, Dr. Selwyn.

16 | believe that we have a next time estimate
17 fromStaff of ten minutes. Are you ready to go,

18 Ms. Smith?

19 M5. SMTH: That's correct, Your Honor, and
20 we may be | ess than the ten m nutes.

21

22 CROSS- EXAMI NATI ON

23 BY M5. SM TH:

24 Q Good norning, Dr. Selwyn.

25 A Good norni ng.
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Q If you could please turn to page 18 of your
di rect testinmony, which has been marked as T-1 in this
docket, and in your Footnote 27 you say that Verizon
Nort hwest does not use its own sw tched access service
per se, and then you go on to clarify that Verizon's
treatment to itself is somehow nore efficient than that
which it provides its conpetitors. Wuld you agree,
Dr. Selwyn, that under equal access Verizon Northwest
implicitly uses its own feature group C access service
while its conpetitors, including AT&T, nust use
Verizon's feature group D service?

A I think that that is probably effectively
what is taking place, the distinction being that feature
group C, which was a transitional access arrangenent
that was established at the tinme in the i mediate
aftermath of the breakup of the former Bell system
essentially used integrated |ocal and I ong distance
routing arrangenents that had existed prior to the
breakup for the routing of AT&T traffic, which then
subsequently were reconstructed into a feature group D
serving arrangenent in which the traffic, the access
traffic, was segregated fromthe I LEC specific traffic.
So what's happening here is that for intralLATA tol
calling, Verizon is effectively sinply routing the

traffic over its network, and there's no specific access
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servi ce per se, which is basically what we had under the
old feature group C

MS. SMTH. Thank you, Dr. Selwn, that's all
| have.

JUDGE SCHAER: Public Counsel, M. Cromell,
did you have any questions?

MR. CROWELL: | do not, Your Honor, thank
you.

JUDCGE SCHAER: Conmi ssioners, do you have

questions for Dr. Selwn?

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER:

Q Good norning, could you turn to your rebuttal
testi nony, T-3C, page 20.

A Yes.

Q Specifically lines 15 to 17, you say that the
correct policy should be that 100% of the gains fromthe
joint production of regulated and non-regul ated service

should go to the regul ated service. And |I'm wondering

why you say that. | really -- you do go on to give an
expl anation, | guess intuitively |I mght have thought --
oh, I will give -- do you need a chance to read that

statenent ?

A No, no, |I'mgetting another docunent that |



0471

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

want to refer you to.

Q Al right.

A I'"msorry, you can continue to ask your
guesti on.

Q Per haps naively or intuitively you would
think there would be sonme prorata share. | wi sh you

woul d give me the rationale for why 100% should go to
the regul ated si de.

A Well, let me -- first of all, | would refer
you, if | can, and | believe these are -- this is being
mar ked by Verizon as an exhibit, but nmy response to
Veri zon request, Data Request Number 45 to AT&T
el aborates on this point, and | would refer you to that.

CHAI RWOVAN SHOWALTER: I's that an exhibit

nunber ?
MR. KOPTA: Exhibit 56.
CHAI RMOVAN SHOWALTER:  Exhi bit 56, thank you.
A Now but let me try to explain it, Chairwonman

Showal ter, in this way. Verizon is a rate of return
regul ated conpany, and that nmeans that the sharehol ders
of the conpany are entitled to a fair return on that --
on their investnent. Well, how does one neasure return
Now i f this conpany were engaged entirely in the

provi sion of regulated public utility services, we would

nmeasure return as essentially the cash profit after
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debt, after taxes, after operating expenses, and sinply
ratio that to rate base and develop a rate of return on
t hat basi s.

Well, we have a company that is engaged in
both regul ated operations and non-regul ated operati ons,
either directly or in conjunction with a-non regul ated
affiliate. It is utilizing resources of the regul ated
entity for the benefit of its non-regul ated operations,
and in so doing is creating a condition where the
non-regul at ed operations can provide services or perform
their functions at a relatively | ow increnental cost
sinmply because the fixed costs are already there.

It's kind of |ike somebody who has a 9:00 to
5.00 job for a conpany, at 5:00 when he or she gets off
work sinply then uses his or her office and desktop
conput er and other, you know, resources which would
ot herwi se be shut down after 5:00 to conduct a side
busi ness, obviously at a very low incremental cost.
Normal Iy that kind of thing, if it were permtted, the
enpl oyer would typically want a piece of that, and
normal ly it probably woul dn't even be permtted.

Ef fectively the benefit that a rate of return
regulated utility derives fromutilizing utility assets
for the purposes of increnmentally engaging in a

non-regul ated busi ness, that benefit represents part of
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the return on that investnment. And all |I'msaying in
the testinony you cite and in nmy response in Exhibit 56
is sinply that those benefits should sinply be counted
as part of return. That's not to say -- as an econom st
I certainly would want to see the efficiency gained. In
ot her words, if there are efficiencies in joint
production, by all neans take advantage of them

The issue is, does the utility get to book
its cash return fromits utility operations and then
take this sort of additional return over and above that.
And | believe in the context of a rate of return
regulated utility that it should not be authorized to do
that. That sinply produces excess return.

And | think this is effectively the sane
principle or principle that is essentially established
in such cases as Denpcratic Central Committee, which
addressed the use of utility assets that are in effect
where the risks of |oss and the burdon of recovery is
born by rate payers, that the gains fromthe use of
those assets to rate payers. So the issue here is if
you have a fixed cost and a fixed cost that represents a
joint cost of a regulated and a non-regul ated activity,
then the -- what has to be considered increnental for
this purpose is that the incremental gain has to flow to

the regul ated activity.
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Here you have a situation in which, for

exanpl e, the access charge rule that counsel was
di scussing with ne earlier is designed to effectively
all ow Verizon to ostensibly generate the appropriate
return on its investnent by attaching a surcharge onto
-- over and above the cost of the service, and yet when
the sane or other utility assets are used for
non-regul ated activity, effectively the gains fromthat
aren't being flowed back to offset the very sane
i nvestments to provide a return on the very sane
i nvestments that Verizon is being pernmitted to i npose a
charge on to recover, and that to ne is sinply an
i nconsi stent treatnent.
BY CHAI RWOVAN SHOWALTER

Q So does the -- and actually, may | request
that you give shorter answers.

A I"msorry.

Q And this has to do with ny attention span, |
sinply can't absorb the whol e answer, and so then it
makes it very difficult for ne to ask the foll ow up

guestions, so |'mback at about the first minute of your

answer .
A. Ckay.
Q So is the prenmi se of your testinony here that

because the assets involved are regulated and there is a



0475

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

return, a regulated return on them that for that reason
there shouldn't be an allocation of themover to the
non-regul ated side? 1Is that -- | understand the
Denocratic Central case, so once you said that, | think
I know what you're tal king about. But are you sayi ng
that because the facilities involved are the regul ated
ones and there is already a return on them that is a
rate of return on them that therefore the revenues
deriving fromthemnneed to be counted in the regul ated

si de of things?

A Yes.
Q Al right. But then | guess the next
guestion | have is, | think the next question | have is,

is that actually the case, that is that all of these
facilities that are being used for both the regul ated
side and the conpetitive, the non-regul ated side, are in
rate base, why woul dn't one expect some sharing or
allocation or division of that as well?

A. Well, division is occurring alnost after the
fact. | nmean, you know, as an exanple, Verizon Long
Di stance is an affiliate of the Verizon operating
conpanies. It is the -- it is by Verizon's own
announcenent the third |argest |ong distance carrier in
the United States. It has sonething in excess of 13

MI1lion custoners, and yet the conpany has sonmething in



0476

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

the range of 1,000 enpl oyees or |ess nationwi de. And
the reason for that is because virtually -- the vast
maj ority of that conpany's business is conducted by

enpl oyees of the operating conpanies, who are paid

either by the hour or by the sale or by -- in some other
manner. And those enpl oyees and all of their -- the
support resources, their buildings that they -- and that

house them and the desks that they sit at and the
conmputers that they use and on and on

MR, CARRATHERS: Your Honor, if | may
briefly, just for the record I would like to object to
Dr. Selwyn's belief or statements as to what Verizon
Long Di stance costs are or how its server provides nost
of its services by using enployees that it's not
affiliated with until -- he's not established an
evidentiary foundation for that, and so to the extent
he's offering that for the truth of the matter asserted
as opposed to just his belief, we object.

Q Well, I will just say | have a sense you can
answer the question without getting -- what | heard the
gi st of you saying is that if a conpany uses its
regul ated side to conduct alnmost all of its operations
and the non-regul ated side involves a very small anount,
there's not nuch allocation to be done. 1Is that pretty

much what you were saying? And you could just keep it
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nore abstract, | think, than talking directly about
Veri zon.

A Well, you could nmake a cost allocation on
some fully distributed cost basis, which -- but the

problemthere is that that effectively is not focusing
on the benefit that is being derived, which is really
what the return on investnent is, it's sinply naking
some arbitrary cost allocation. And the correct
approach in nmy viewin a rated -- particularly in a case
of rate of return of a regulated conpany is that if
utility assets are being utilized, then the gains from
the joint production activity flow back to offset the
costs of the utility assets, not sonme arbitrary
all ocation of fully distributed costs.

Q Okay. A couple of follow up questions.
There was just -- you had di scussion of our access
charge rule and why you feel it is not conpetitively
neutral. M question is, can we |ower access charges in
the manner that you want us to and still conply with our
rule, or do you think we have to disregard our rule or
change it in sonme way?

A I'"'mnot sure, and let me explain why. The
probl em ari ses because the 1993 federal omi bus Budget
Reconciliation Act confirms over wireless carriers to

the FCC, and in the 1996 first |ocal conpetition order
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the FCC established in fact preenpting the states with
respect to the definition of wireless local calling
areas and the access charge rules that would apply to
wireless carriers. So you have a situation where you
have wireless carriers conpeting in the intrastate

mar ket, and yet those carriers are sinply not subject to
the npst part to your intrastate access charge rul es.

And that is a condition that did not exist in
1993 when the federal statute was passed or in 1996 when
the Tel ecom Act was passed or when the FCC | ocal conp
order canme out. So those conditions have changed in the
mar ket dramatically since then, and the rule that m ght
have been competitively neutral at the tinme it was
enacted is no longer conpetitively neutral. Now the
problemis you can't apply the state rule to wireless
servi ces, because they're preenpted, they're federally
preenpt ed.

So, you know, it may be -- it nmay be possible
to make sone adjustnents in the anpbunt of universa
service contribution, find other sources for it, but I'm
not aware of any way that you could include wireless in
there, and wireless is becomng a major factor in the
mar ket .

Q Okay. And you say the rule is not

conpetitively neutral because it doesn't -- it isn't
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able to capture wireless long distance vis a vis
wireline, and then is the reason that you are affected
as an I XCis that you are relying on wireline so that
you too are paying that charge? 1Is that the beef that
you have with it?

A. AT&T is a wire -- provides wireline |ong
di stance services in conpetition with wireless carriers
who integrate | ong distance services into their wreless
of ferings. And what has been observed not -- generally
in the industry, including in a report issued by the FCC
annual ly on local conpetition, I'msorry, on wreless
conpetition, is that there is substantial growth in
substitution of wireless services for wireline. If a
wireline carrier is -- were unable to -- who are
required to recover access charges in their retai
prices are unable to conpete on the sane basis as
wireless carriers who are essentially providing what
anounts to free |long distance services, whereas w reline
carriers are still being required to recover access
charges, and that disparity is causing retail consuners
to use their wreless phones to make | ong distance calls
instead of using their local wreline phones.

Q Al right. And then another follow up

guestion, you had a di scussion about what Verizon's

i mputation floor should or shouldn't be, and you have a
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di spute with Verizon about howto calculate it. But if
the floor were deterni ned based on let's say Verizon's
-- this conpany's direct or real costs, that is to

di sregard your additions of inmputing a certain cost, and
if the conmpany charged itself the same anpunt as it
charges its conpetitors, does that -- would that
elimnate the price squeeze? What |'mtrying to get at
is, passing over the question of where that floor should
be, if Verizon charged itself the sane as it charges

ot hers, does that elimnate the price squeeze, and is

that something like the bridge? | forget your anal ogy,
but --

A Lower the river or raise the bridge.

Q Yeah. What I'mtrying to do is get a sense

of what elenents in your view are critical to overconm ng
your conpl aint.

A Well, let's -- let ne, at the risk of being
somewhat lengthy, | will try not to be.

Q Al right.

A Let's assune away the wirel ess issue for the
nmonment, and let's assunme that the price floor that
Verizon is conceiving, which incidentally is a
proprietary nunber, and | can't say it in a public
transcript record, let's assune that that were to apply.

The question is, would the price squeeze still exist,
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coul d conpetitors conpete. And the answer is
unquestionably yes to the first, yes, there would stil
be a price squeeze, and no, conpetitors would not be

able to conpete, and here's why. First of all --

Q But could I just interrupt you. As | heard
you restate the question, | don't think it was ny
question. | believe you said assune away the wirel ess

and take what Verizon says is its real cost. And ny
guestion was, take what, well, you can assune away the
wi rel ess, take what Verizon says is its cost, but what
woul d happen if they were required to charge thensel ves
the sane as they charge their conmpetitors. |'mtrying

to isolate that.

A. You mean charge the wireless --

Q No, | was not thinking about wireless in this
guesti on.

A Well, that's what | thought, that's why I

said let's take wirel ess out.

Q Okay.

A I nmean if you put wireless in the picture,
let's say for the sake of argunent just picking a nunber
out of the air that Verizon's price floor is 10 cents.

Q Ckay.

A And that's -- and the vast ngjority of that

consi sts of access charges. Wreless carriers don't pay
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that, so wireless basically is able to offer |ong

di stance services at well below 10 cents, close to O in
many cases, and therefore creates a price squeeze for
wireline interexchange carriers. But let's ignore
wireless for the purposes of addressing the question and

focus sort of on Verizon specifically.

Any other -- if Verizon set its access charge
at sonething close to 10 cents and the -- sinply because
the -- its clains as to non-access costs are -- that's

where the bul k of the dispute between ny cal culation and
Verizon's is, that Verizon sees very | ow non-access
costs, and | ascribe much higher ones. |If Verizon sets
its access charge at close to 10 cents and prices its
service at 10 cents, but any other conpetitor will have
to incur marketing costs, billing and collection costs,
and certain non-network costs to actually -- over and
above access to connect the call, then that carrier
woul d be in a position where the paynents it nakes to
Verizon plus its own non-access costs would force it
into a price situation that is well above in order -- in
order to just break even, they would have to set a price
wel | above what Verizon has interpreted to be its price
floor, so therefore, there would continue to be a price
squeeze.

Now the problemis further conpounded by the
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fact that this notion of Verizon charging itself the
same price that it charges everybody el se, when there's
an affiliate involved, the affiliate is not per se bound
by any -- or at least it is Verizon's position as |
understand it that the affiliate is not bound by any
i mputation requirenent so that the affiliate could
effectively pay Verizon a high price that represents
sonet hi ng above Verizon's -- Verizon Northwest's nomnina
price floor, but then the affiliate could set its retai
price below that |evel, below Verizon's price floor, and
sinmply swal l ow the difference. Because it's an
i ntraconpany transaction, it doesn't really nmuch matter
whet her the profit is earned in the operating conpany or
inthe affiliate. Fromthe corporate standpoint, it
doesn't -- it's conpletely transparent. And where that
is taking place, and | believe it is taking place here
in Washi ngton, then a non-affiliated conpetitor is
absolutely in a price squeeze situation

Q Al right. Then now | want to ask sort of
the obverse followup question | think. If we do end up
| owering access charges in the manner that you want, is
there still a problemin your eyes because we can't get
at wireless? Are we just inproving the situation but
can't perfect it because we can't capture wrel ess?

A Well, ideally if access charges were | owered
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to cost, and by cost |'m speaking here of swi tching and,
you know, various associated network costs, then the
wireline and wirel ess costs woul d becone conparable. So
that AT&T's payments to Verizon for access services
woul d roughly correspond with what a wireless carrier
woul d pay Verizon to termnate a intra major trading
area call which is considered local in the wireless
world onto a Verizon wireline subscriber. So
effectively we woul d reestablish conpetitive neutrality,
because the cost of term nating the charge that Verizon
woul d i mpose on a connecting carrier, whether it be a
| ong distance carrier or a wireless carrier, for
termnating a call on the Verizon network woul d then be
t he sane.

In other words, Verizon is charging its
wireless -- it's charging wireless carriers that
i nterconnect with Verizon a cost based UNE, unbundl ed
network el enent, term nation charge under reciproca
conpensation. But for the very sane call if it's placed
by a wireline interexchange carrier, they're charging an
access charge. So you have a charge to the wireless
carrier of well under a penny for a call that for a
wireline interexchange carrier would be sonething much
closer to a dine.

Q Okay.
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1 A O to, I'msorry, to say 5 or 6 cents.
2 Q So the short answer is that if we bring
3 access charges down to cost, as you see it it also

4 solves the wirel ess problem roughly.

5 A. Puts everybody back on the sane pl aying

6 field.

7 CHAI RWOVAN SHOWALTER:  Thank you.

8 (Di scussion on the Bench.)

9 JUDGE SCHAER: We'l| take our norning break

10 at this time. Let's come back about 5 m nutes after

11 11: 00.
12 (Recess taken.)
13 JUDGE SCHAER: Let's be back on the record

14 after our norning recess. At this point in the hearing
15 we are going to have questioning of Dr. Selwn by

16 Commi ssi oner Henst ad.

17 Go ahead, Conmi ssioner
18
19 EXAMI NATI ON

20 BY COWM SSI ONER HEMSTAD:

21 Q Good norning, Dr. Selwn
22 A Good norni ng, Comr ssioner
23 Q I aminterested in your discussion of the

24 price floor and focusing on the issue of marketing

25 costs, and instead of, as you were asked on
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cross-exam nation, instead of using the Iong run

i ncrenental cost of Verizon, you would use the 3 cents
as the estimate of the cost of the interexchange carrier
expenses, that would be then typically the cost that
AT&T woul d have?

A. Well, or that that would be the cost that any
non-i ntegrated interexchange carrier would have on -- to
-- that is in terms of their cost of marketing to --
their services to new custoners. And the -- | think, if
anyt hing, that may even be a low estimate, but it
certainly -- for exanple, it's born out by one of the
studies referred to by Dr. Danner in his surrebutta
testimony, in the portion of the surrebuttal testinony
that was not stricken as a matter of fact.

Q Well, if that advantage of the integrated
conpany results from your phrasing, the |ongstanding
rel ati onships with the | egacy customers, | suppose
that's an inherent advantage of the integrated conpany,
which translates then, doesn't it, into | ower costs and,
if properly overseen, potentially lower prices to
consunmers?

A Yes. But, for exanple, that |ower cost could
be acconplished by taking the gain that the -- by taking
the value of that advantage to the integrated conpany

and using that value, instead of flowing it to
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sharehol ders, using that value, which is a direct result
of its regulated activities, using it, for exanple, to
reduce access charges or other rates for regul ated

servi ces.

In other words, I"mnot in any sense
suggesting that consunmers be denied the benefit of that
integration. |In fact, |I'mactually suggesting that
consunmers be guaranteed the benefit of that integration
You have here the situation where Verizon on the one
hand i s saying that consumers have to pay a substantia
excess over cost for access services while these gains
fromits |l egacy operation flows to sharehol ders rather
t han bei ng used thenselves to reduce access charges.

Q Well, what I'mtrying to get tois, is there
an i nherent cost advantage of the econom es of scope
here that get to the issue of -- is our concern about
how we ensure benefit to consuners, or should we be
concerned how we assure appropriate opportunity for
conpetitors?

A I'"'mnot sure there's actually a tension
bet ween those two alternatives. You know, as a nation
we have nade a policy deternmination that there is to be
conpetition in Bell communications, and the theory
behind that is that in the long term the dynanic gains

fromthat conpetition will produce benefits and overcone
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what m ght best be described as short term
i nefficiencies due to |loss of scale or scope.

VWhat we don't want to do is to inhibit that
conpetition from devel opi ng by effectively crippling
conpetitors by allow ng the i ncunbent to gain undue
advant age due specifically to its incunbency rather than
to any inherent efficiency. In other words, Verizon
could be a less efficient conpany overall, but by virtue
of its incunbency would be in a position to set its
prices bel ow those of its -- of non-integrated
conpetitors, and that is not a result that is beneficia
to consuners in the long run. And so the, you know, the
solution is to make sure that these gains fromjoint
production, gains fromintegration, flow back to
consuners rather than being used as a weapon agai nst
conpetitors.

Q Changi ng the subject to your discussion with
the audit issues and your assertion that there is an
overstatenent of capital assets, | think your response
to the cross-exanm nation inquiry here was ultimtely
that issue was shut down by the CALLS, C-A-L-L-S, CALLS
deci sion of the USEC, does the CALLS decision itself
illumnate this decision at all, or does the issue in
effect go away?

A Well, the CALLS -- no, the CALLS deci sion
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itself does not illumnate the issue at all. It just --
it was a conprehensive -- it wasn't a decision as much
as it was a settlenent of a series of issues arising
froma court remand of an FCC order involving price caps
and some other matters that all got put together into a
-- into a conprehensive settlenent wherein the i ncunbent
|l ocal carriers agreed to effectively maintain the
preexi sting FCC deternined price cap X factor, the
productivity adjustnment nmechanism at 6.5% up to a point
where the access charges were reduced to a target |eve
of .55 cents, and at which point the further reductions
woul d stop. So you have a series of things going on
that ultimately led to an access charge just above a
half a cent for each of the -- each of the originating
and term nating ends, which is still above cost but not
very nmuch above cost conpared certainly to the
intrastate rates that we're seeing here and el sewhere.
But the settlement itself did not opine one way or the
other as to the efficacy of the order. That sinply
termnated it.

Q But there was no FCC order, was there, on the
i ssue of the overstatenment of capital assets as an
overstatenment of investnent nunbers, that was sinply a
staff anal ysis?

A It was a staff analysis, and there was no FCC
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finding one way or the other

Q So what weight are we to give to that kind of
an evidentiary posture?

A Well, | raised that issue in ny testinony as
part of a discussion in response to clains by Verizon
that were access charges -- were the Conmi ssion to order
reductions in access charges that it should be entitled
to effectively a dollar for dollar increase in other
rates. And what | addressed in nmy testinony, anong
other things, was sinply a series of conditions that in
nmy opi nion would have -- had they been included in this
anal ysis woul d have denobnstrated that the clained
nom nal rate of return that Verizon was clainmng it was
realizing, which was in the 2% range if | recal
correctly, was not providing the Cormission with a
conplete picture. And | outlined several factors,

i ncluding, for exanple, the gains that Verizon was
realizing fromits joint marketing of |ocal and |ong
di stance services, anpng others, and the audit was
sinmply part of that.

I wasn't in any sense suggesting that based
on ny testinony the Comm ssion nmake an affirmative
finding of a precise result of the audit, but rather it
was sinply raising that as one of the issues that would

have to be exam ned before the Conm ssion should just
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automatically provide a dollar for dollar offset to the
reduction in access charges.

If there were a general rate proceeding, for
exanple, following this case, if Verizon initiating a
proceedi ng, a request for additional rates, and nade a
claimfor additional revenues that were, for exanple,
based on the reduction in access charges that the
Commi ssion mi ght order, it would be my opinion that
anong other things in evaluating that -- Verizon's
position, the Commi ssion exam ne the audit.

And all we have heard so far is that the
problemis sol ved by bar codes, and, you know, mny wife
informs me that when she goes to the supernmarket, there
are many tinmes that the bar code reader doesn't cone up
with the right information, so |I'm not absolutely
convinced that that in and of itself somehow resol ves
the problem

COW SSI ONER HEMSTAD: | will renmenber that
when | go to the grocery store. That's all the
qguestions | have.

COW SSIONER OSHI E: | don't have any
questions of Dr. Selwyn, but thank you very nuch.

CHAIl RWOMAN SHOWALTER: | have a followup to
t he di scussion you had with Conmm ssioner Henstad on the

mar ket i ng char ges.
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EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER

Q If you give the value of the | egacy regul ated
i ntegrated conpany to the rate payers in the form of
| oner access charges and thereby allow or encourage
conpetition, what happens when you get conpetition? In
ot her words, is that value that you were trying to
capture, does it dissipate over tine if you succeed in
conpetition?

A No, to the contrary. | mean the evidence in
the interstate jurisdiction -- and | think I actually
had something in ny testinony on this, let me try to
find it. In the interstate jurisdiction, the experience
has been that reductions in access charges at the
federal |evel have been flowed through and then sonme to
consumers. That in other words they have not -- the
access charge reductions have not been retained by the
| ong di stance providers but have been fl owed through
dollar for dollar, and, in fact, the price | eve
reducti ons have actually exceeded, the retail price
reducti ons on average have exceeded the reductions in
access charges that have been -- that have occurred over
the years at the federal level. So in ny view, what we

woul d see happening here is that if you were to reduce
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access charges down fromtheir present |levels, we would

see correspondi ng reductions in long distance rates.

Q Okay. | can see | didn't ask the question
very well. | think what | nmeant to say is that if
conpetition succeeds, is it still fair, and this would

be in the future, to attribute that value to Verizon's
benefits and costs insofar as once it loses its |egacy
advant age, what woul d becone of that marketing charge

that you wanted to pass to the rate payers?

A vell --

Q It would seemas if it would evaporate over
tine.

A Well, but the | egacy advantage itself would
evapor at e.

Q Ri ght .

A If Verizon instead of having, you know, a 90

pl us percent share of the |local market were down in the
30% or 40% or 50% share of the local market and were out
there, you know, scrapping along with all of the other

| ocal conpetitors in this new market for custoners, it
woul d not have -- it would no | onger possess any

mat eri al marketing advantage vis a vis its markets. |
mean the marketing -- the anal ogy would be -- | nean
there was a tine, for exanple, when AT&T as a | egacy

| ong distance carrier in the, you know, imedi ate period



0494

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

before and i medi ately after the breakup of the Bel
system had i ncunbency advantages, and the way those were
dealt with at that time, and they were recogni zed as
bei ng significant incunmbency advantages, they were dealt
with first of all by giving its |long distance rivals
such as MClI and Sprint and others heavily discounted
access services relative to the access charges that AT&T
had to pay.

And there was a process known as balloting so
t hat when equal access becane available in a centra
of fice, the incunbent at its expense was required to --
the incunbent | ocal phone conpany at its expense was
required to send out ballots to customers giving them
the ability to select a |long distance carrier. And for
those custoners that didn't respond, a selection was
made automatically in proportion to those that did
respond.

None of that has happened in the post Tel ecom
Act era, and yet the incunbency advantages that the
operating conmpani es possess are far greater than the
i ncunbency advant ages that AT&T had in the |long distance
mar ket .

Q So if we take your advice, would we expect if

t hi ngs succeeded that over tine in sone period of tine

these sane access charges would have to be adjusted to
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reflect the fact that Verizon no | onger had the
advant ages of an incunbent; is that a possible scenario?

A Well, the real question here is what's the
purpose of the access charge. |If the purpose of the
access charge is to provide support for basic l|ocal dia
tone service, then | guess ny suggestion would be that
sonme alternate nethod of providing that support if --
assuming it is still considered to be in the public
interest to provide that support, would have to be found
that woul d be conpetitively neutral. |Inposing a charge
based on a particular category of calling outside of an
arbitrarily determned local calling area is not, in ny
view, either conpetitively neutral or technol ogy neutra
or, you know, even appropriate in this day and age.
There are very, very few, if any, significant cost
di fferences between local calls and | ong distance calls
ot her than access charges, and there's really no reason
to maintain this fiction that there's a distinction
between | ocal and |ong di stance. And yet, you know,
that distinction is created artificially by virtue of
continuing to maintain this policy distinction that says
| ong distance calls are a special category that get
burdened with access charges and nobody el se does.

Q So if things go according to plan the way you

would Iike to plan them what ultimtely woul d becone of
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access charges?
A Oh, | think access charges should, you know,

should ultinmately be merged with the local inter carrier

conpetition -- inter carrier conpensation arrangenents
for -- that are applied with respect to interchange of
local traffic. | don't see that there should or --

continue to be a distinction nmade between identica
functions that are provided by the | ocal exchange
carrier with the pricing distinction being introduced
based on whether or not the call itself is a |ocal cal
or a long distance call. The functions that the
i ncunmbent or that the |l ocal exchange carrier provides in
both of those cases are virtually identical, if not
absolutely identical, and yet there is this enornous
difference in price, and the correct policy decision is
to elimnate that distinction ultimtely.

And |I'm not saying -- this is where | think
-- ldeally I think you should try to do it now, but if
you don't feel that for various public policy reasons it
shoul d be done now, certainly take a najor step in that
direction and reduce rates at |least to match the
interstate |evel

CHAl RWOMVAN SHOWALTER:  Thank you.

JUDGE SCHAER: Anything further

Commi ssi oners?
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EXAMI NATI ON
BY JUDGE SCHAER
Q Dr. Selwyn, | have one point, which I think
is going to be nore of a request that you and ot her
parties follow up on a case that you cite and include it
in your briefs, but if you | ook at AT&T's conpl ai nt
filed April 2nd, 2002, at page 14, item 34
A In the complaint or in ny affidavit?
Q In the conplaint, sir
Okay, | don't think | have a copy of that.
JUDGE SCHAER: M. Kopta, can you nmeke a copy

of that avail abl e?

MR, KOPTA: Unfortunately, | can't, I'm
sorry.

MS. SINGER NELSON: | have a copy.

THE W TNESS: Maybe | do, let me see. No,
don't.

JUDGE SCHAER: Let's go off the record for
just a nonent.
(Di scussion off the record.)
BY JUDGE SCHAER
Q In that area of the conplaint, you talk about
a federal court case that you say recently affirmed that

| LECs nay not recover universal service costs through
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swi tched access charges and argue that the court's
reasoning is equally applicable to interstate and
intrastate switched access. Do you see that?

A Yes, that's the COMSAT case.

Q Yes. And I'mjust going to ask you if you
would in your brief or at some point provide an update
on the status of that proceeding or cases that follow
that, see how that issue has devel oped.

MR, KOPTA: We will certainly do that.

JUDGE SCHAER: Okay.

MR, CARRATHERS: And, Your Honor, just to
clarify, in one of the, of course, many notions we
filed, we addressed that very case and expl ained why it

doesn't stand for the proposition that Dr. Selwn

clains, but we will be happy to address that again,
certainly will, in post hearing briefs.
JUDGE SCHAER: | think that we would like to

hear from everyone on that if we could, but thank you,
M. Carrathers.

So is there any redirect for this wtness,
M. Kopt a?

CHAIl RMOVAN SHOWALTER: Don't we ask for
recross first before the redirect usually so that the
redirect has a chance to take in everything? | think

that's what we usually do.
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1 MR, CARRATHERS: Thank you.

2 JUDGE SCHAER: |Is there any recross then?
3 MR. CARRATHERS: Yes, yes, there is.

4

5 RECROSS-EXAMI NATI ON

6 BY MR CARRATHERS

7 Q Dr. Selwyn, early on Chai rwonman Showal t er was
8 aski ng you about the price squeeze that you all ege and
9 how it can be alleviated. And, of course, Verizon

10 di sagrees that there is a squeeze and your theory on

11 establishing the squeeze, and Dr. Danner, of course,

12 wi |l speak to that when he takes the stand. But

13 t hought Chai rwoman Showal ter asked you a very direct

14 question, and it is this. Assume there is a price

15 squeeze, if Verizon's toll rates were rai sed, would that
16 remedy the price squeeze, and you gave a |engthy

17 response. Just to be perfectly clear, Dr. Selwn, if

18 you turn to page 5 of your direct testinmony, which is
19 Exhibit again T-1, referring again to line 21, 22, you
20 state clearly there and without qualification, the

21 Conmmi ssion could elimnate the price squeeze by

22 requiring Verizon to raise its toll rates. You're not
23 changi ng your opinion, are you, Dr. Selwn?

24 A If by Verizon | can include all of Verizon's

25 affiliates, then |I'm not changi ng my opinion
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Q Thank you. There was then sone di scussion
about the joint cost of operating, providing regul ated
servi ces and non-regul ated services, and again |'ve got
a clarifying question or two for you. O course,

Veri zon Northwest provides intraLATA toll service. |Is
it your belief, Dr. Selwn, that the revenues Verizon
generates fromits intralLATA toll service are not taken
i nto account when considering the conpany's regul ated
ear ni ngs?

A. No, they are taken into account. They are
recorded above the Iine. The rates are not set by
tariff, but the revenues as | understand it are recorded
above the I|ine.

Q Thank you, Dr. Selwyn. And along that sane
line of discussion, you tal ked about the benefits that
inure to an integrated conpany, and | believe
Commi ssi oner Henstad asked you a question, well, are you
saying that Verizon's price floor instead of its LRIC
shoul d be the cost of an I XC. And | believe your answer
is, well, it should be the cost of a non-integrated, a
stand al one interexchange carrier. |s that correct, or
did I m sunderstand your coment?

A. Effectively that's correct, yes. It should
be based on assignnment of those portions of the joint

cost that would be stand al one costs for a
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non-integrated firmto the non-regul ated servi ce.

Q Thank you, Dr. Selwyn. Now does AT&T in
addition to providing interstate toll service also
provi de, for exanple, cable services, intrastate tol
services, wireless services? At one tine it had a
wireless affiliate, but it spun it off. Didn't AT&T as
a communi cations provider that wanted one stop shopping
try and becone and claims it is an integrated provider?

A Well, let's first parse your question. AT&T
does not provide cable services, and it does not provide
wireless services. It did at some point, but it doesn't
today. AT&T's -- none of its -- to the best of ny
know edge, none of AT&T's services are categorized as
dom nant -- as being provided by the dom nant carrier
None of themis subject to rate regulation. And given
the precipitous |oss of market share that AT&T has
sust ai ned since the breakup of the Bell systemin the
| ong di stance market, AT&T' s opportunity to benefit from
any | egacy or incunbency advantage at this point is
non-exi stent for all practical purposes.

So there is absolutely no conparability

bet ween what a non-regul ated non-dom nant firmthat is
integrated in several operating areas is or mght do and
the conditions that apply where you have a firmthat

oper at ed under dejure and defacto nmonopoly and that
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still to this day operates under a defacto nonopoly.

Q Thank you, Dr. Selwyn. But | thought your
poi nt was, instead of using Verizon's |long run
incremental cost to establish a price floor, |look at the
cost of a stand al one interexchange carrier. And
woul dn't that mean, Dr. Selwyn, that an integrated
i nt erexchange carrier woul d have under your analysis an
unfair conpetitive advantage?

A No, not the least, and | think that we're
qui bbling here over the definition of what constitutes
integrated, and let me respond specifically by referring
you to one of your responses to an AT&T data request, if
| could find it. W had asked you to indicate, anong
ot her things, the nunber of non-Verizon |ocal service
custoners that were -- that had sel ected Verizon Long
Di stance as their primary interexchange carrier, and you
gave us a nunmber which | believe is proprietary, but
suffice it to say it was a very small nunber. By
conpari son, the nunber of custonmers that had sel ected
Verizon as their primary interexchange carrier who were
al so Verizon | ocal service customers was an enornous
mul tiple of that first number.

The vast majority of AT&T's custonmers who
take AT&T | ong distance service as their primry

i nt erexchange carrier are not also AT&T | ocal service
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custoners, and, therefore, there is no integration
benefit, and from-- AT&T is not in that context an
integrated |ocal and | ong distance conpany. It is a

| ong di stance conpany that in a few markets i s now
offering local service, but certainly none of its |oca
service custoners that it is acquiring are |egacy
custoners either of its local or its |ong distance
busi ness, and it certainly gains no integration

advant age of any consequence, not -- certainly nothing
conparable to Verizon's with respect to those few cases
where it's providing both local and | ong di stance
service to the sanme customer.

Q Thank you, Dr. Selwn. So the bottomline in
all of this discussion is you continue to believe that
Verizon's price floor should not be based on Verizon
Northwest's long run increnmental cost, but sone other
standard presunmably as you have di scussed al ready, the

cost of other carriers?

A No, it should be based on --
Q No?
A Just to clarify because, you know, you keep

trying to, | think, put words in ny nouth that are not
precisely -- are not precisely what I am saying. And
what | am precisely saying is that the cost should be

based on the access charge plus the non-access costs
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that woul d be incurred wi thout assigning all of the
joint costs to |ocal services.

Q Thank you, Dr. Selwn. M final question
Commi ssi oner Henstad asked you about the CPR audit. You
explained it was part of your earnings analysis, and you
provi ded sone ot her potential adjustnents to Verizon's
earnings. Do you know, Dr. Selwn, that if one accepted
every adjustnment you proposed whether the resulting
return for Verizon would still be lower than its
Conmi ssi on authorized return? Have you performed that
cal cul ati on?

A I have not performed it specifically. W
recollection is it's pretty close.

MR, CARRATHERS: Thank you.

May | have just one nonent.

That's all we have, thank you.

JUDCGE SCHAER: Does Staff have anything
further?

MS. SM TH.  Yes, Your Honor, thank you, we
have one question that follows up a question that the

Chai rwonman had for Dr. Selwyn.

RECROSS- EXAMI NATI ON
BY M5. SM TH:

Q Dr. Selwn, do you recall your discussion
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with the Chai rwoman when you di scussed that in your

testimony that wireless conpani es don't pay access

char ges?
A Yes.
Q Wul d you agree that if a call is mde froma

wirel ess custonmer to a wireline custoner outside the

MIA, then the wireline conpany nmay assess access

char ges?
A Yes.
Q Thank you.
A And that's as | explained that in ny

testimony. M statenent was based on the fact that just
| ooki ng at the geography of WAshington, the vast
majority of traffic is intraMIA so that the percentage
of wireless originated calls that would be subject to
access charges is very snall

MS. SMTH. Thank you, Dr. Selwyn. That's
all.

JUDGE SCHAER:  Public Counsel ?

MR, CROWELL: No, thank you, Your Honor

JUDGE SCHAER: M. Kopta?

MR. KOPTA: Thank you, Your Honor
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REDI RECT EXAMI NATI ON
BY MR KOPTA:

Q Dr. Selwyn, do you recall a discussion that
you had with M. Carrathers about the fact that Verizon
now has a Conmi ssion approved rate for tandem swi tching
as an unbundl ed network el enent in Washi ngton?

A Yes.

Q Woul d you expl ain the discrepancy between the
nunber that you used in your testinony and this
addi tional information?

A To the best of ny recollection, at the tine
my testinmony was being prepared, the Commi ssion had not
at that point adopted a rate for Verizon, and so | used
the Qnest rate as a substitute.

Q And does using the rate that Verizon now has
on file in its unbundl ed network el enment tariff change
your testinony with respect to your concl usions?

A No. | nean it would -- it would if the -- if
that rate were adopted, it would, as opposed to the
Quwest rate and a cost based access charge, the result
woul d be higher. But with respect to the renai nder of
my conclusion, it has no effect.

Q You al so discussed with M. Carrathers that
Verizon had in | believe his words updated its

calculation of its access costs in a response to a Staff
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data request. Do you recall that discussion?

A Yes.

Q Have you had an opportunity to revi ew what
happened with respect to that particul ar data request
and your testinony?

A. Yes. The response that -- to which he is
referring | believe was received by us on or about the
19th or 20th of Septenber as our testinony was being put
into final form And in review ng the response, it
appeared to us that this was nore than just an update
but that there were substantive changes being nmade in
t he nmethodol ogy relative to the prior inputation study.
We made the decision since the nodifications were not
that significant and certainly wouldn't have changed our
conclusions to use the original study sinply because we
woul d not have had a chance to explore the basis for the
changes, which | would then -- | would characterize as
nore than just an update but as changes in nethodol ogy.

Q And as we sit here today, do you believe that
it's appropriate to use the figures that Verizon
provided in that response to Staff's data request as
opposed to the figures that you have used in your
testi nony?

A Well, sone of themmay be. There were

changes made in the weighting of CCL m nutes based on
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the density zone. That's probably assum ng that the
data is accurate. Perhaps that should be done. That
woul d probably change the -- our results by sonething of
the order of a quarter of a cent a nminute. They
included a figure for term nations to wirel ess services
for the first tine and where effectively there's no
access charge but rather is a -- they had essentially
the reci procal conpensation rate, which is what wreless
carriers or carriers apply.

THE WTNESS: | don't recall whether that
percentage is -- whether that -- maybe counsel
M. Carrathers, you can assist me whether that is
proprietary or not, that response. | don't want to --

MR. CARRATHERS: Yes, it is.

THE WTNESS: All right.

A Well, there was certainly a, wthout

reveal ing the nunmber, a not insubstantial fraction of
term nations carrying mnutes that went to wreless
carriers for which there was no access charge,
underscoring the point that | have been naking
t hroughout mny testinmony. And assuming that figure is
accurate, then I would probably agree that that should
be considered as well. The area where | woul d di sagree
is with respect to the treatnent of tandem swi tching,

whi ch Verizon also introduced for the first tinme, and
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view it as a nethodol ogi cal change.
BY MR KOPTA:

Q You al so discussed with M. Carrathers your
use of the amount billed by Verizon New York to Verizon
Long Distance for billing and collection. |Is there a
reason that you used New York figures instead of figures
that are nore specific to Washi ngton?

A At the time that the testinony was being
prepared, we did not find the corresponding figure for
Verizon Northwest posted. Now I'mnot going to sit here
today and tell you that it absolutely wasn't there, but
for whatever reason we didn't find it, and we used New
Yor k.

During the break this norning, | asked ny
office to see if the posting for Verizon Northwest was,
in fact, now available, and I was inforned that it was,
and | was infornmed that the Verizon Northwest price for
billing and collection is roughly conparable to the
Verizon New York price so that our judgnment to use New
York was (a) vindicated, and (b) by substituting Verizon
Nort hwest, we woul d not have materially changed the
result.

Q And finally, you had a couple of different
di scussions with M. Carrathers about whether one could

cure the price squeeze by increasing toll rates as
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opposed to reducing access. And | want you to assume
for purposes of this question that the Conm ssion has
the authority in this proceeding to raise Verizon's tol
rates and, as you qualified, the toll rates of any
Verizon affiliate. In your view, is there a reason why
that is a course that the Comm ssion should or should
not follow in remedying any price squeeze that it finds
as a result of this proceeding?

MR. CARRATHERS: Cbj ection, Your Honor,
believe Dr. Selwyn testified at great length as to why
he thinks while a price squeeze could be elimnated, the
Commi ssi on shoul d reduce access, so | would object to
t hat questi on.

JUDGE SCHAER: M. Kopta, you heard the
obj ection, what's your response?

MR. KOPTA: Well, M. Carrathers not once but
twi ce asked the sane question in terns of whether or not
Dr. Selwyn was adhering to his testinony that it's one
possible way to cure a price squeeze is by increasing
toll rates. | don't believe that Dr. Selwn directly
addressed why a reduction in access is preferable to a
reduction in toll except to opine to the chairwoman that
there may be sone question in ternms of whether the
Conmi ssion actually could raise all of the toll rates

that would need to be raised. So ny question is sinply
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to take out of that portion of the response any question
in terms of the Cormission's authority, but sinmply to
ask Dr. Selwn if all other things being equal, there
were two alternatives, raising toll rates or reducing
access, if there is a reason why reduci ng access is
preferable to increasing toll rates.

MR, CARRATHERS: Your Honor, just to respond,
not to bel abor this point, but you will recall when I
asked Dr. Selwn that question and he was going on in
his answer, | interrupted himand said, you know, to try
and shorten that up I'mgoing to allow himto go on and
give his full answer, and | hoped counsel for AT&T woul d
recogni ze that in redirect. And so you're asking him
t he sanme question again. Again, | stand by ny
obj ection.

JUDGE SCHAER: Well, the Bench believes that
this question is within the scope of cross and should be
al l oned and perhaps m ght nake the record clearer for
us.

So go ahead, Dr. Selwn, do you have the
question in mnd?

THE W TNESS: Yes.

JUDGE SCHAER: Ckay, could you give us your
answer, please.

A Reducing rates to costs that reflect the
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signi ficant technol ogi cal and econonic gai ns that have
been achi eved and reducing the costs of
t el ecomruni cati ons services generally is beneficial to
consumers. This is a discretionary service. A denmand
for the service is sensitive to price. By charging an
artificially inflated price for retail |ong distance
servi ces, consuners are di scouraged from using the
service, they're encouraged to seek potentially |less
efficient alternatives, and that for a variety of
econonmi c and policy reasons it is appropriate that the
rate be reduced and that consuners be afforded the
benefit of that reduction.

Addi tionally, higher -- maintaining rates at
a higher level even if you were to elinmnate -- even if
you could elimnate the price squeeze probl em per se,
there's still an anticonpetitive outcone, because what
-- not only are you suppressing consuner demand for the
services of the incunmbent, but you' re also suppressing
consuner demand for services of the conpetitors and
basically denying the conpetitors the opportunity to
conpete on price where the vast ngjority of their cost
is being dictated by the incunbent with respect to the
central access services.

MR. KOPTA: Thank you, those are all ny

guesti ons.
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JUDGE SCHAER: Is there anything further for
Dr. Selwn?

MR, KOPTA: | would note that I, this nay be
a mnisterial matter, but M. Carrathers has not yet
identified those cross-exam nation exhibits that he
wanted to nmove admi ssion on, and | wanted to nake sure
that since Dr. Selwn specifically referred to Exhibit
56, which was designated by Verizon as a
cross-exam nation exhibit of Dr. Selwn, which is one of
his responses to a data request, that that be noved into
t he record.

JUDGE SCHAER: M. Carrathers, at this point
in the record, Exhibits 1 through 8 have been admitted.
Did you intend to offer any of the other responses?

MR, CARRATHERS: Actually, this relates to
our discussion earlier on the nmni pre-hearing
conference on Friday. There are a nunber of exhibits
for Dr. Selwyn that we would seek to withdraw just to
clean up the record, we have no reason for offering
them but there are a significant nunber that we want to
keep in and introduce into the record. M understanding
was that at the pre-hearing conference on Friday the
parties would sinply, because they have reached an
agreenent AT&T is not going to object to ny introducing

any discovery requests that they have provi ded, just
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give you that |list and then have it ready for you on
Friday and then just do the formal introducing of the
record there rather than reading through the exhibits
that would be included or excluded. | can do it either
way.

JUDGE SCHAER: My understandi ng had been that
you were going to offer the exhibits you wanted to offer
now and that there had been a stipul ation nade about
whet her there needed to be identifying questions or

whet her they would be admitted.

MR. CARRATHERS: Well, | can --

JUDGE SCHAER: | don't mind the process that
you have just outlined. It may be nore efficient for
all of us. | do think it's appropriate for you to

consi der whether you are going to offer Exhibit 56,
because | do believe there was extensive discussion on
the record for the information in there, and | did not
ask you to at the tine with the other understanding in
ny head.

MR. CARRATHERS: W will offer Exhibit 56.

JUDGE SCHAER: COkay. Any objection?

MR, KOPTA: No.

JUDGE SCHAER: Ckay.

(Exhibit 56 admitted.)

MR, CARRATHERS: Your Honor, whatever you
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would like to do, what | can do is just literally read
to you, and there is about, oh gosh, naybe 18, 20
exhibits that we do not want included and we are

wi thdrawing. | can read those exhibit nunbers to you
now, | can provide you a |list Friday at the pre-hearing
and just introduce themthere. Because again, |

under stand AT&T has no objection. Whatever is nore
efficient.

CHAl RMOVAN SHOWALTER: Let's say not now,
let's go to lunch, and naybe some of these things can be
taken up at 3:30.

JUDGE SCHAER: COkay, so we thank you for your
testimony, Dr. Selwyn, you're excused.

At this point, we told the parties at the
break that we are going to take a short |unch and be
back at 1:15, and we are quite pleased at this point
wi th how our schedule is going. W need to break as it
turns out at 3:30 today, so | amgoing to ask the
parti es when we get back together if anyone has been
able to shorten any of their tinme estimates and ask you
to think about that now that you see how things are
progressi ng.

So is there anything further that we need to
do this norning?

Then we will reconvene at 1:15, and we're off
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the record.

(Luncheon recess taken at 12:00 p.m)

AFTERNOON SESSI ON

(1:20 p.m)

JUDGE SCHAER: Let's be back on the record
after our lunch recess. At this point, Chairwonman
Showal ter has sonething she would like to address with
you.

CHAI RWOVAN SHOWALTER:  Yes, it's regarding
the 10th Supplenmental Order that was filed yesterday. |
was traveling, so | was unable to sign it, but | did
want to put on the record that | reviewed it and concur
with it.

JUDGE SCHAER: The next short procedural item
I would Iike to bring up is that we have di scussed
havi ng a pre-hearing conference on Friday norning where
we are not scheduled for hearing in order to deal with
some of the evidence issues and other housecl eani ng
i ssues that are facing us at this tine. W wll be
nmeeting all day Friday for the time we are in hearing in
Room 230 of the Commi ssion's upstairs headquarters, and
I have schedul ed a pre-hearing conference for us in

there at 10:00 Friday norning, and then the hearing with
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1 the Comm ssioners will resunme from Thursday to Friday at
2 1:30 in that room

3 So is there anything el se that needs to be
4 consi dered before Staff calls its first w tness?

5 Wul d you like to call your wtness, please,
6 M. Smith.

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

8 Staff calls w tness Tim Zaw sl ak.

9 JUDGE SCHAER: And, M. Zaw sl ak, have you
10 previously taken the stand in this matter?

11 THE W TNESS: No, | have not.

12

13 Wher eupon,

14 TI MOTHY W ZAW SLAK,

15 havi ng been first duly sworn, was called as a w tness
16 herein and was exani ned and testified as follows:

17

18 JUDGE SCHAER:  Your w tness is sworn,

19 Ms. Smith.

20 MS. SM TH.  Thank you, Your Honor.
21
22 DI RECT EXAMI NATI ON

23 BY MS. SM TH:
24 Q M. Zaw sl ak, could you pl ease state your

25 nanme and gi ve your business address for the record.
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A. Yes, ny name is Tinothy W Zaw sl ak, and ny
busi ness address is 1300 South Evergreen Park Drive
Sout hwest, O ynpia, Washi ngton 98504.

Q Thank you, M. Zawi slak. Did you prepare and
file testinmony and exhibits in this matter?

A Yes, | did.

Q And have those been identified for the record
as Exhibit T-100, T-101C, 102C, 103, 104C, T-105,

T-106C, and Exhibits 107C through 113C and Exhibits 114

and 1157
A Yes.
Q And if | were to ask you the sane questions

that were asked to you in that testinmony, would your

answers be the sane?

A. Yes, they woul d.

Q Did you al so prepare an errata sheet?
A. Yes, | did.

Q And to your know edge, has that been

di stributed by your counsel to other counsel and the
Bench?
A Yes, it has.
M5. SMTH: | nove the adm ssion of Exhibits
T- 100 through 115.
JUDGE SCHAER: |s there any objection?

Those docunents are admitted.
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I'"mgoing to include the errata sheet as a
portion of Exhibit T-100, so that will not have its own
exhi bit number but will be a portion of that exhibit.
Does that cause anyone any concerns?

And then | also note, Ms. Smith, that on
April 28 you distributed sone repl acenent pages.

M5. SM TH: Yes, Your Honor, | believe I
di stributed one repl acenment page for M. Zaw slak's
direct testinony, and I would ask that that be included
in Exhibit T-100.

JUDGE SCHAER: Okay, is there any objection
to that?

Then that page will also be included in
Exhi bit T-100.

M5. SMTH: And for the record, that's on
page 10.

JUDGE SCHAER: Thank you.

So those exhibits are adnmtted.

Did you have any further questions?

M5. SMTH: No, | don't, Your Honor, and
M. Zawi sl ak is available for cross-exam nation

JUDGE SCHAER: Does Verizon have
Cross-exam nation?

MR, CARRATHERS: Yes, we do, thank you, Your

Honor .



0520

1 JUDGE SCHAER: All right.
2
3 CROSS-EXAMI NATI ON

4 BY MR. CARRATHERS:

5 Q Good afternoon, M. Zaw sl ak.
6 A Good afternoon, M. Carrathers.
7 Q Thank you. Let's begin, if we could please

8 with your direct testinony, Exhibit T-100, and if you

9 could please turn to page 2.

10 A. (Conplies.)

11 Q In the middle of that page, you begin your
12 di scussion of the interimterm nating access charge or
13 I TAC, and to try and sumrari ze your position

14 M. Zawi slak, | want to be sure | have it correct, |

15 believe you say two things. First you say that since
16 Verizon's current | TAC was established, Verizon has

17 recei ved additional explicit federal USF support under
18 the FCC s CALLS order. And second, because of that

19 additional explicit federal support, Verizon's |ITAC

20 shoul d be reduced; is that correct?

21 A That's correct, that's one of the itens.

22 O her things have changed as well such as minutes of

23 use, the nunber of |ines Verizon serves, excuse nme, the
24 nunber of lines that Verizon serves in high cost and | ow

25 cost areas, and changes in the market generally.
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1 Q And is the nost significant factor the

2 federal support as a result of the FCC CALLS order; is
3 that fair to say?

4 A The nost significant factor causing the

5 reducti on?

6 Q Yes.

7 A Yes.

8 Q Thank you. Now --

9 CHAl RMOVAN SHOWALTER: M. Zawi sl ak, you need

10 to speak up and speak into the m crophone.

11 THE W TNESS: Ckay.
12 JUDGE SCHAER: So why don't you pull it
13 towards you a little bit, please. It really does need

14 to be real close.

15 BY MR. CARRATHERS

16 Q Now, M. Zawi slak, you're famliar generally
17 with the FCC s CALLS order?

18 A Yes.

19 Q And is it fair to say, M. Zawi slak, that in
20 that order the FCC reduced the interstate access charges
21 of carriers, thereby as the FCC put it renmoving inplicit
22 subsi di es, and offset that with explicit federal support
23 such as putting nore noney in a USF fund or allow ng

24 carriers to charge a higher subscriber |ine charge and

25 ot her nmechanisns. |s that a fair summary of the order?
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A. I think so. It was a revenue neutra
approach
Q Thank you. So given that, you're not

claimng, are you, that Verizon Northwest received any
addi tional incremental revenues fromthe FCC as a result
of the CALLS order, correct?

A Correct.

Q Now let's turn to the operation of the | TAC
and the Comm ssion's access charge rule. You're

famliar with the Conmi ssion's access charge rul e,

correct?
A Yes.
Q And under that rule, M. Zaw slak, when a

carrier's, any carrier's, term nating access charges are
reduced, that carrier has the ability, has the option to
raise its originating access charges on a revenue
neutral basis to nake up for the revenues | ost by the
term nati ng access reductions, correct?

A. I think you're referring to Subsection 6 of
the rule in WAC 480-120-540, and | would |ike to just
read it, the rule into the record, the subsection, if |
may.

Q Thank you.

A Sure. Subsection 6:

Any | ocal exchange conpany that is
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required to lower its term nating access
rates to conply with the rule, excuse
me, with this rule may file, excuse ne,
may file tariffs or price lists as
appropriate to increase or restructure
its originating access charges. The
Conmi ssion will approve the revision as
long as it is consistent with this rule,
in the public interest, and the net
effect is not an increase in revenues.
Q Thank you. What | would like to do nowis
di scuss briefly with you the Commi ssion's order adopting
that access charge rule. Again that's order nunber
R-450, and it is already narked as an attachnment to
Dr. Bl acknon's testinony, | believe Exhibit 131. | have
an extra copy if you don't have Dr. Blacknmon's --
A I do have a copy.
Q Oh, you do, thank you. Now that order
expl ains the Conmmi ssion's thinking in establishing the
access charge rule, the information it | ooked at and the
decision it reached, correct?
A I think the adoption order adopts the rule,
and | believe it has to recapture the process that went
on in leading up to the rule.

Q Coul d you please turn to page 3 of that
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1 order.
2 A (Conplies.)
3 Q And there a little nore than hal fway down the

4 page there is the headi ng background i nformation prior

5 to discussion of conments where the Conmi ssion describes
6 the history of access charges and what they do and what
7 they were intended to do, correct; do you see that?

8 A Yes, | see that.

9 Q Coul d you please now turn to page 4, and

10 would Iike to read the second full paragraph.

11 A significant portion of the total cost

12 of operating the | ocal tel ephone network
13 is recovered in access charges. Access

14 charges paid by interexchange carriers

15 and ultimately their custoners account

16 for alnost 20% of total retail revenues

17 in this state or about $18 per custoner

18 per nont h.

19 Is that a fair reading of the Commission's

20 di scussi on of access charges there on page 4?

21 A Yeah, | think it speaks for itself.

22 Q Thank you. And on that page and on the

23 foll owi ng pages, the Conm ssion went through all of the
24 interests of the various parties that have a stake in

25 access charge reform such as custoners, incunbent LECs,
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resal ers, and interexchange carriers, correct? And
agai n, the Conm ssion discusses the current problens
with the --

M5. SMTH. |'mgoing to object at this
point. It seems as though this general order speaks for
itself, and | don't think we need to go through an
inventory of what it contains. |If there's a question
pertaining to this general order that needs to be posed
to M. Zawi slak, | would ask that we go to the question
section and sort of nove over the item zation of what
the order says, because it does speak for itself.

JUDGE SCHAER: M. Carrathers.

MR. CARRATHERS: Yes, Your Honor.

JUDGE SCHAER: The objection is that the
order speaks for itself and you should not be asked to
-- reviewi ng what the order says at this point.

MR, CARRATHERS: Well, Your Honor, |I'm
reviewing and |I'mjust about done with ny review of the
principal points in the order just as foundation for the
gquestions I'mgoing to ask M. Zawi slak on his testinony
where he clainms that our access charges are not just and
reasonabl e.

JUDGE SCHAER: | think what | would |ike you
to do is go ahead with your questions, and if you need

to refer back at sonme point, you may do that if you need



0526

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

to indicate to the witness where sonething is. But we
are getting a lot of reading into the record of an order
that is in the public already, so please go ahead.

BY MR. CARRATHERS:

Q M. Zawi sl ak, in that order the Conm ssion
did not require access charges to be set at long run
i ncrenental cost, did it?

A I would Iike to answer the question in this
way. | said before the order adopts the rule, and
believe the rule is what, you know, is the |lega
princi pal that applies.

Q Okay. Well, let's do this, could you please
turn to your rebuttal testinony on page 2. That's
Exhi bit T-105, correct?

A. The non-confidential is marked differently
than the confidential

Q Yes, I'msorry, the non-confidential is
marked as T-105 if | have that right. Do | have the
right exhibit nunber; does that correspond with what you
have, M. Zaw sl ak?

A Yes.

Q Okay. So again, please refer to your
rebuttal testinmony, T-105. At page 2 at the very top of
the page, you state that Staff is concerned Verizon's

access charges are excessive and discrimnatory,
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correct?
A Yes.
Q Now do you in your testinmony explain why you

think they' re excessive and discrimnatory, or are you
merely summari zing Dr. Blacknon's analysis? | want to
be fair and know, you know, whether | should ask you
guestions about this or wait.

A Yes, and with regard to the I TAC | discuss
t he reasons why the ITACis currently excessive and
discrimnatory, and | believe Dr. Blacknmon di scusses the
originating access charges.

Q Okay. So your position is the ITACis too
hi gh for the reasons you have described, the additiona
federal funding.

A. And t he change in the nunber of m nutes
term nated on for | ong distance network.

Q Thank you. Setting that aside, are you,

M. Zaw sl ak, also testifying that say Verizon's
originating access charges are excessive and
di scrim natory?

A I think with respect to that, |I'm kind of
just recapping Staff's position overall

Q Well, I will ask you directly. Wy, in your
opi nion, why is Verizon's originating access charges

excessive and discrimnatory?
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M5. SMTH. 1'mgoing to object to that
question. M. Zaw slak stated already in answer to a
question from M. Carrathers that he was sinply
recappi ng the testinony of Dr. Blacknon. If Verizon has
questions with respect to the originating access, those
shoul d be directed to Dr. Blacknmon, not to M. Zaw sl ak,
you' re goi ng beyond the scope.

MR. CARRATHERS: Well, based on that
representation, I will withdraw the question, and | will
focus the originating access questions to Dr. Bl acknon,

t hank you.

JUDGE SCHAER: Thank you, M. Carrathers.

And, Ms. Smith, if you can help us at any
other point in making it clear which witness is the
appropriate witness to answer questions, that would be
hel pful as well.

M5. SM TH: Yes, Your Honor, and | do believe
the testinony does that nicely.

BY MR. CARRATHERS:

Q M. Zawi sl ak, now let's junp to your analysis
of Verizon's price floor and inputation test. |If you
could please refer to your rebuttal testinony in
beli eve the confidential pages 9 and 10, which | think
is marked Exhibit T-106C.

A | have that before ne.
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Q Thank you. Now if we refer to page 9 of that
confidential exhibit, line 16. And this is alittle
awkwar d because these numbers are confidential, but I
will try nmy best to try and be clear. On page 6, or |I'm
sorry, page 9, line 6, you explain that the Verizon's
floor in this case is down fromthat figure, that first
figure which the Commi ssion approved in Docket 970767 to

the next figure a little bit |lower, correct?

A At line 167

Q Line 16, |I'msorry, yes.

A Yes.

Q And as | understand your testinony,

M. Zaw sl ak, you take issue with one of Verizon's

cal culations of its price floor, specifically sonething
call ed the conversion factor, and so based on your
correction or your adjustnment as you see it, you
calculate the price floor to be on the foll owi ng page,
page 10, line 1, as you put it slightly higher, and so
your price floor calculation is the second figure on
that page 10, line 1; is that correct?

A No. | can expand on that answer if you would
like. You stated the question that it was nmy price
floor calculation, and what | have done here is sinply
adj usted Verizon's price floor calculation with the

assunption of that one change just to show the inpact of
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the nature that such a change m ght have on the price
floor. In fact, in both ny direct and ny rebutta
testinmony | reconmend that the Conmission first |ook at
access charges and set access charges at the correct

| evel and then performan inputation study once that's
done. | think it's very inportant to have the access
charges at the right level for all the reasons listed in
my testinmony as well as, you know, the issues that other
parti es have brought up in the case.

Q Well, M. Zawi slak, let nme follow up then
An issue in this case, you will agree, is whether
Verizon's current toll prices are above its current
i mputation price floor, correct?

A. I think that's, you know, one of the issues.
There's several other issues. Probably first and
forenpst is the issue of whether or not Verizon's access
charges are discrimnatory and anticonpetitive. But
beyond that, inputation is kind of a what | view as a
secondary issue after, you know, access charges are
addressed, especially in nmy testinmony where | discuss
how t he Comm ssion should set the ITAC at this point in
time for the changes | already nentioned.

Q So, M. Zaw sl ak, you reviewed Verizon's
price floor calculation in this case. You nade an

adjustnment to it. As a result of your adjustnent, we
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have the price floor shown on page 10, line 1. But it's
your testinony that that's not your proposed price floor
for Verizon; is that correct?

A Right. | think what this does is it shows
the i npact of such a change, and the Comm ssion should
consider all of the other inputs into an inputation
study, including the recomendations that Dr. Selwn has
made. | can't prejudge how the Conm ssion will come out
on those issues, but | feel that those need to be fl owed
through the inputation analysis in order to arrive at a
proper price floor.

Q Well, M. Zaw slak, in your testinony, did
you nmake adjustnents to, for exanple, Verizon's |long run
incremental billing and collection cost for cal cul ating
the price floor?

A No, | did not. For purposes of this inpact
analysis | kept everything else constant, and | just
i sol ated the inpact of the change in conversion factor
that Verizon proposed fromthe old case up until the new
i mputation conversion factors that M. Dye of Verizon
has proposed in his direct testinony. So in this
rebuttal, I"'mresponding to M. Dye, his new inputation
st udy.

Q Thank you. Let's then turn to your testinony

where you descri be the Conmission's price floor
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1 met hodol ogy that it had approved in other cases. And if

2 you could please turn to your confidential Exhibit 107C

3 | believe it is.
4 A | have that.
5 Q Now i n 107C, that is your response to an AT&T

6 data request. Referring to your testinony, you say,

7 | ook, Verizon is pricing close to its inmputation -- the
8 Conmmi ssion's inputation floor. AT&T asked you to

9 explain it, and then in your response you give a

10 detai |l ed expl anati on of when the Comm ssion approved an
11 i mputation floor, what it was. And at the very bottom

12 of that response on page 1 of 2, you say:

13 In fact, the effect of |lowering the | TAC
14 to the Staff proposed |level would

15 actually enable two rate plans that

16 woul d otherwi se fail, and they nane

17 those two plans, to narrowmy pass the

18 i mput ation test.

19 Is it your testinony that the Comm ssion

20 approved inmputation floor in Docket 970598 is the

21 appropriate floor to use in this proceeding to determ ne
22 whet her Verizon's current toll rates pass imputation?

23 A. It's the | ast approved inputation or price

24 fl oor, and when naking the conparisons, that would be

25 the inmpact of that analysis. And | want to note al so
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that on the bottom of page two of two of that exhibit,
the [ ast sentence | think sumrarizes what | have
answered previously, that Staff reconmends that the
Commi ssi on consider all the necessary adjustnents,
including Staff's access charge adjustnments, in this
case prior to establishing a new Com ssi on approved

i mputation floor on a going forward basis.

Q Well, M. Zaw slak, let me nmake sure
understand. The issue in this case, one of them is
whet her Verizon's current toll rates pass inputation
And what you have done is you said, well, let's reduce
access first, and then once we do that, we can calcul ate
a price floor to determ ne whether Verizon's toll rates
pass inmputation; is that correct?

A. That's part of it. | think, you know, the
ot her updates that the Commi ssion might entertain are
i mportant too.

Q Thank you. You discuss the previous dockets
where the Conm ssion approved the price floor
UT-970598, UT-970767, and there you explain that the
Conmmi ssion set forth its approved price floor
nmet hodol ogy, correct?

A. Whi ch exhibits were those again?

Q Well, | was referring actually to two docket

nunbers, UT-970598 and UT-970767, which you reference in
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Exhi bit 107C.

A So you're just asking ne about the --

Q Right, I"'mjust |leading up. The Comm ssion
approved a Verizon price floor in those dockets, and it
did so -- and at the -- strike that, let ne rephrase.

Verizon or the Comm ssion approved Verizon's
price floor in that docket based on Verizon's
met hodol ogy in calculating its price floor in that case,
correct?

A. Can you point me in the order where you're
referring to?

Q I"'mreferring to your -- well, let's do it
this way. Your response 107C, Exhibit 107C, |
apol ogi ze, let's just ook at the first sentence in the
response, the nobst recent Conmnmi ssion approved inputation
floor was set in, and you refer to the docket, correct?

A. Yes.

Q And you then list that floor that was
approved, and that floor was set based upon an
i mputation analysis then GIE provided to the Comn ssion
in 1997, correct?

A Yes, | believe that was a result of the Staff
working with GTE. | believe GIE filed a revised price
floor calculation in that docket. 970598 was a docket

that established the peak and off peak toll prices for
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GIE at the tinme, and | believe it was presented at a
public open neeting of the Comm ssion. And, you know,
in the 30 day tinme period that the Staff has a chance to
review, the Staff worked with the conpany to conme up
with the correct nunber at that point in tine.

Q Thank you. And in developing the price floor
in that docket which the Comm ssion approved, did
Verizon use its long run increnental cost for billing
and col l ection?

A Yes, | believe so. And in this case, |
bel i eve Verizon has provided an update of its long run
i ncremental cost.

Q Ri ght .

A. | believe it has changed. And when | said
before that | recommend that, you know, the Conmm ssion
shoul d entertain the adjustnments sponsored by AT&T, |
mean al so that the Conmi ssion should entertain any
changes sponsored by Verizon as well. | know the market
has changed. Dr. Selwyn this norning tal ked about the
wireless traffic and different changes, so | think
there's a | ot of changes going on here, and it's
i nportant to get each one right prior to setting the
price floor.

Q Thank you, M. Zawi slak. Again referring

back to the 97, or I'msorry, to the price floor the
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Commi ssi on approved in 1997 for Verizon Northwest, was
that price floor based upon Verizon's long run

i ncrenmental cost of retailing and marketing expenses?

A | believe so.
Q Thank you.
A. And | would like to follow up on that. \Wen

I reconmend that the Conmi ssion entertain changes, what
| nean is that | would -- that is the precedent that has
been in effect for a few years now, but | believe that
parties can challenge a precedent in a new case |ike
this if there's new devel opnments and shoul d present the
evidence that's warranted, and that's what we have done
with respect to the | TAC

Q Thank you, M. Zawi slak. So in 1997 the
Conmi ssi on established a nethodol ogy, approved a Verizon
price floor, Verizon's price floor reflected Verizon's
LRIC of billing and collection and retail sales
mar keting. And so ny question is, today do you believe
that Verizon's price floor should be based on Verizon's
long run increnental cost of billing and collection and
mar ket i ng?

A Based on current Conm ssion precedent in
several cases, anong which would be the GIE PTC case
back in | think it was a '92 docket number, UT-921462,

t hat woul d be true.
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Q Thank you. And, M. Zaw sl ak, do you know if
you go back to the toll price floor that the Comm ssion
approved in that '97 case, deducted what Verizon's or
deducted Verizon's long run increnental cost for billing
and collection and retail and marketing and i nstead
inserted Dr. Selwn's 4 1/2 cents per mnute of use, if
you nade that cal culation, and | don't know if you have,
but if you have, would Verizon's toll plans at that tine
have passed inputation?

A | have not nade that cal cul ation.

Q Thank you. Now since that '97 case where the
Commi ssion formally approved the nethodol ogy and
Verizon's toll floor, Verizon has made subsequent
filings for changes in toll rates, correct?

A. Yes, and | would like to clarify that after
the price floor was established, Verizon's toll becane
classified as conpetitive and was then subject to price
lists requirenents rather than tariff requirements. And
so they basically automatically go into effect upon ten
days notice whether or not, you know, anything is done.

Q So it's your testinmony then that -- well
strike that.

When Verizon filed changes to its toll plan
since '97 and provided its inputation analysis, did

Staff review that inputation analysis?
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1 A | don't know, | did not work on those cases.
2 MR, CARRATHERS: Can you excuse ne just for a

3 nmonment, pl ease, Your Honor, could I have just a noment?

4 JUDGE SCHAER: Yes, go ahead.

5 MR, CARRATHERS: Thank you.

6 (Di scussion off the record.)

7 MR, CARRATHERS: Thank you very nuch,

8 M. Zaw sl ak, | apologize for the tine | took to think

9 for a noment, but those are all the questions | have at

10 this tine.

11 JUDGE SCHAER: Thank you.

12 Di d AT&T have any questions for this w tness?
13 MR. KOPTA: No, Your Honor, thank you.

14 JUDGE SCHAER: Okay.

15 Did Worl dCom have questions?

16 MS. SINGER NELSON: No, thank you.

17 JUDGE SCHAER: Okay, Comnmi ssioners, did you

18 have questions for M. Zaw sl ak?

19 CHAI RWOMAN SHOWALTER: | don't believe | do.
20 JUDGE SCHAER: Conmi ssioner Oshie.
21 COWM SSI ONER OSHI E: | don't believe that |

22 have any questi ons.
23 JUDGE SCHAER: G ve us just a nonent as well.
24 (Di scussion on the Bench.)

25 JUDGE SCHAER: Thank you.
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Is there any redirect for this wtness,
Ms. Smth?
MS. SMTH.  Yes, Your Honor, thank you, just

briefly.

REDI RECT EXAMI NATI ON
BY MS. SM TH:

Q M. Zaw sl ak, during cross-exam nation you
agreed with M. Carrathers that Verizon will get no
addi ti onal revenues as a result of the CALLS and the
interstate access support order. WII you please
explain why this did not lead you to recomend that the
| TAC stay at the current |evel?

A. Sure. | would like to point out too al so
that | believe it was a revenue neutral plan at the
poi nt inplenented. What happened after that | can't
say.

MR, CARRATHERS: Your Honor, excuse nme, |'m
going to object for a nonent. How does that question --
| don't believe that that question relates to ny
question of M. Zawi slak. | just asked him is one of
the factors the FCC CALLS order, he said yes. | saidis
it revenue neutral, he said yes. And he explains in his
testi mony why he thinks the | TAC shoul d change even

t hough the CALLS order was revenue neutral. So again
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apol ogi ze for the |Iong wi nded objection, but | don't
think that Staff's question goes to a cross-exam
questi on.

JUDGE SCHAER: Ms. Smith.

M5. SMTH: | believe it goes directly to a
cross-exani nation question. M. Zaw slak was asked on
cross-exani nati on whether Verizon would get additiona
revenues as a result of the CALLS order, and that
guestion was asked in a series of questions relating to
Staff's recomrendation on the ITAC. | believe that this
is proper redirect exam nation with respect to that
Cross-exam nation.

JUDGE SCHAER: Well, | amgoing to allow the
question, answer that's been given and the question and
foll owi ng answer to go ahead, please. | believe this is
wWithin -- this is within the scope of the questions
asked of M. Zaw sl ak.

BY M5. SM TH:

Q M. Zaw sl ak, do you need ne to repeat the
question, or do you have that in mnd?

A I have that in mnd. Wat happened was the
FCC did i npl enent a new uni versal service support
mechani sm and began providi ng support to Verizon under
that plan. Verizon also was able to raise its

subscriber line charges over tine. Those also were
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addi ti onal sources of revenue to Verizon. The offset to
the totall ed anbunt of universal service support needed
in my opinion is necessary so that Verizon doesn't
overcol | ect or overrecover on its universal service
cost. Does that answer the question?

Yes, it does, M. Zaw sl ak, thank you.

A Thank you.

MS. SMTH. | have no further redirect, thank
you, Your Honor.

JUDGE SCHAER: Okay.

Is there anything further for this witness?

If not, thank you for your testinony.

Let's take a very short five minute break to
allow M. Zawi slak to | eave the stand and Dr. Bl acknopn
to take the stand.

(Brief recess.)

JUDGE SCHAER: While we were off the record,
Staff's w tness assuned the stand.

Would you like to call your wtness,

Ms. Smith?

MS. SM TH. Thank you, Your Honor, Comm ssion
Staff calls Dr. G enn Blacknon.

JUDGE SCHAER: Dr. Bl acknon, | believe you
have previously been sworn in this proceeding; is that

correct?
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1 THE W TNESS: That's correct.

2 JUDGE SCHAER: | will rem nd you then that
3 you are still under oath.

4 THE W TNESS: Thank you.

5 JUDGE SCHAER: Go ahead, Ms. Smth.

6 MS. SM TH. Thank you, Your Honor

7

8 Wher eupon,

9 GLENN BLACKMON

10 havi ng been previously duly sworn, was called as a

11 wi tness herein and was exami ned and testified as

12 fol | ows:

13

14 DI RECT EXAMI NATI ON

15 BY MS. SM TH:

16 Q Dr. Bl acknon, will you state your nane and
17 gi ve your business address for the record, please.

18 A My nane is G enn Blacknon, Ph.D. M business
19 address is 1300 South Evergreen Park Drive Southwest,
20 A ynpi a, Washi ngton

21 Q Dr. Bl acknon, did you file exhibits and

22 testimony in this proceedi ng?

23 A Yes.

24 Q Did you file Exhibit T-130, which is your

25 direct testinmony, and two revised pages reflecting an
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1 order striking testinony?

2 A Yes.

3 Q And did you file Exhibit 131 and Exhi bit

4 T- 1327

5 A Yes.

6 Q If | were to ask you the sane questions today

7 that are asked in the testinony as pre-filed, would your

8 answers be the sanme?

9 A For the nost part, yes. | think in Exhibit
10 T-130 at page 9, line 20, where | discuss a rule that |
11 said was overturned on appeal, if you ask me that today
12 I would say that it has since been reinstated by the
13 state suprenme court.

14 Q Thank you, Dr. Blacknmon. Do you have any

15 changes to nake to your testinony today?

16 A Yes, | do in Exhibit T-132.

17 Q And is that your rebuttal testinony?

18 A Yes, it is. Starting at page 11, line 4, as
19 I understand the Conmmi ssion's order striking certain

20 testinmony, that included a portion of ny direct

21 testimony. The section that begins on page 11 of ny

22 rebuttal testinmony is on the same subject and is

23 responding to the criticisnms of Verizon, their criticism
24 of ny direct testinony which has since been struck, and

25 so | believe that that testinony, which continues
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t hrough until page 16, line 14, has no place in the case
anynore given the Conmm ssion's decision to strike the
ot her testinony, and so | would think that it should be
wi t hdr awn.

Q Thank you, Dr. Blacknon. Could you pl ease
gi ve a begi nning page and |ine and an endi ng page and
line for the testinony that you believe should be
wi t hdr awn?

A Page 11, line 4 is the beginning. Page 16,
line 14 is the end.

MS5. SM TH: Conmi ssion staff noves to
wi t hdraw the testinony, rebuttal testinony of
Dr. Bl acknon begi nning at page 11, line 4 and endi ng at
page 16, |ine 14.
JUDGE SCHAER: |s there any objection?
Heari ng none, that testinmony, which has not
been admtted yet, will be withdrawn fromthe docunent
identified at this point.
MS. SM TH. Thank you, Your Honor
BY MS. SM TH:

Q Dr. Bl acknon, do you have any further changes
to your direct or rebuttal testinony?

A No.

M5. SMTH: Wth that, Your Honor

Dr. Blacknon is available for cross-exan nation.
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1 JUDGE SCHAER: Excuse ne, counsel, if you

2 have already dealt with this --

3 MS. SMTH. Oh, |I'msorry, could we nove to
4 admt --
5 JUDGE SCHAER: Actually, I'mnot quite to

6 t hat one yet.

7 M5. SMTH  Oh.

8 JUDGE SCHAER: | have in front of ne two

9 repl acenent pages to Exhibit T-130.

10 MS5. SM TH: Yes, those should be 8 and 9. |
11 woul d I'i ke to have those, pages 8 and 9?

12 JUDGE SCHAER: Yes.

13 M5. SMTH: | would like to have those

14 i ncluded in Exhibit T-130.

15 JUDGE SCHAER: Okay, that's what | wanted to
16 know.
17 MS. SMTH: And | nove for the adm ssion of

18 Exhi bits T-130, T-132, and 131 in the record, please.

19 JUDGE SCHAER: |s there any objection?
20 Those docunents are admitted.
21 M5. SMTH: Now Dr. Blacknmon is avail able for

22 Ccross-exam nati on.
23 JUDGE SCHAER: And did Verizon have questions
24 of Dr. Blacknon?

25 MR, CARRATHERS: Thank you, Your Honor, yes,
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we do.

JUDGE SCHAER: Go ahead.

CROSS- EXAMI NATI ON

BY MR. CARRATHERS:

Q Good afternoon, Dr. Bl acknon.
A Good afternoon.
Q Let's start with your direct testinony, if

you could please turn to page 3, that's Exhibit T-130,
page 3, line 4, you conclude that Verizon's access
charges are not fair, just, and reasonable. And to try
and sumuarize, you give three reasons. Nunber one,
they' re higher than long run incremental cost; nunber
two, they're higher than Quaest's rates; and nunber
three, they're higher than Verizon's interstate rates.
Is that a fair summary of your position?

A Those are not three reasons, those are three
st andards by which one could conclude that Verizon's
access charges are too high.

Q Thank you. Now, Dr. Bl acknon, you
participated in the 1998 GIE/Bell Atlantic merger
docket, correct?

A Yes.

Q And for the record, that is Docket Nunmber

UT-981367. |In that docket, the parties reached a
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settlenent that this Conm ssion approved, correct?

A Yes.

Q And that settlenent reduced Verizon's access
charges by a total of | believe about $7 MIIlion per
year, correct?

A | don't have that nunmber in mind. | do know
that access charges were reduced.

Q And are you aware that Verizon filed
conpliance tariffs with the Conm ssion that refl ected

the nerger order and those access reductions?

A Yes.
Q And were those tariffs accepted?
| assune so. | don't know that based on ny

own personal know edge.

Q Thank you. The access charges that resulted
fromthe nerger settlenment were above |ong run
increnental cost; is that a fair statenent?

A Yes.

Q The access charges that were adopted as a
result of the nmerger order were al so above Qwest's
intrastate access charges; is that true?

A Yes.

Q And the Comm ssion though expressly concl uded
that those charges were fair, just, reasonable, and not

unduly preferential or discrimnatory; isn't that true?
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A. I haven't read that order recently.
Q The nerger order was issued after the

Conmmi ssi on established its access charge rule; is that

correct?
A Yes.
Q And do you recall were you here when | cross

exam ned M. Zaw sl ak?

A. Yes.

Q And in cross exam ning M. Zaw sl ak,
referenced an earlier Comm ssion statenent that access
charges help a conmpany recover a portion of its tota
operating costs. Do you disagree with that proposition?

A No, | don't.

Q Now let's turn to the conpari son of
intrastate access charges with interstate access
charges. And again, you were here when | cross exam ned
M. Zaw sl ak on the effect of the CALLS order?

A Yes.

Q And he explained that in general the purpose
of the order was to reduce interstate access charges and
of fset those reductions on a revenue neutral basis with
other explicit support. Do you recall himsaying that?

A. I don't renmenber himusing those terns, no.

Q Well, do you disagree with his

characterizati on of what CALLS did?
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A No.

Q Do you agree that the FCC' s CALLS order
reduced i nterstate access charges?

A | agree that it reduced sw tched access
charges paid by carriers, yes.

Q And is it therefore reasonable to concl ude
that one of the reasons why intrastate access charges
are higher than interstate access charges is because of
the FCC s CALLS order?

MS. SMTH. | would object to that question
I think that's asking the witness to speculate on an
effect of an FCC order, and | don't believe that's
appropriate for cross-exam nation

JUDGE SCHAER: M. Carrathers, your response.

MR. CARRATHERS: Well, M. Zaw sl ak
referenced the CALLS order, and he discussed it as part
of ny cross-examination, so | was nerely follow ng up
with Dr. Blacknmon to see whether he agreed that the
CALLS order caused interstate access charges to decline.
Because as he states in his testinony, he says
interstate access charges are much | ower than
intrastate, and according to Dr. Bl acknon, he said
that's a factor one should consider in |ooking at
Verizon's intrastate charges, so |I'mnerely asking him

about why the interstate access charges are | ower.
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M5. SMTH. Then perhaps if you were to just
ask why the interstate access charges were | ower,
don't believe | would object to that question. It was
the formof the question earlier that | objected to.
JUDGE SCHAER: Are you satisfied going ahead

with that question, M. Carrathers?

MR. CARRATHERS: | will nove on, Your Honor.

JUDGE SCHAER: | think that the question as
you restated it is appropriate. | have sone concerns
about the earlier question. |If you want to ask that

guestion, go ahead.
MR. CARRATHERS: | will nobve on, Your Honor,
t hank you very much.
BY MR CARRATHERS:
Q Dr. Bl acknon, do you know of any other
carriers in Washi ngton whose access charges are above

long run increnmental cost?

A Any ot her than Verizon Northwest?
Q Correct.
A | do. In fact, | don't know of any carrier

whose access charges are not above long run increnmenta
cost.

Q Thank you. Changing gears for a nonent, if
you coul d please refer to your direct testinony, which

is again T-130, at page 6, starting at around line 7,
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Dr. Blacknmon, you explain -- strike that.
Dr. Bl acknon, do you know whet her AT&T is
providing toll services at a | oss in Washington state?

A No.

Q Do you know whet her AT&T has said it woul d
| eave the market in Washington state because of
Verizon's access rates?

A. No.

Q And finally, Dr. Blacknmon, is Verizon seeking
to increase its revenue requirenent in this proceedi ng?

A Not that | know of, no.

MR, CARRATHERS: Thank you.
May | have just a nonment, please?
JUDGE SCHAER: Go ahead.

BY MR CARRATHERS

Q One | ast question or set of questions,

Dr. Bl acknon, thank you for indulging ny time. Wen
Verizon Northwest files revised prices for its tol
services, you agree that it includes in that filing an
i mputation analysis; would you agree?

A | don't know as a fact whether Verizon does
that with each filing or not. | know that they are
required by law to charge rates that cover costs,

i ncludi ng i nputed access charges. But as to whether

each filing includes that analysis or not, | couldn't
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say one way or the other.

Q Well, are you aware that Conmi ssion Staff has
a specific obligation to review Verizon's price list
changes to ensure that the prices cover costs consistent
with the Commission's inmputation test?

A. I"'msorry, could you cite ne to that specific
obl i gation?

Q Yes, it is in Docket UT-970767. That is the
first supplenmental order granting conpetitive service
classification with conditions. Again, page 13, the
first full paragraph, last two sentences, where it

approved, the Comnr ssion approved the changes in the

quot e:

Thereafter, any rate changes nust
continue to neet the inputation analysis
here adopted. Conmi ssion Staff nust
review price list changes to ensure that
GIE s prices cover costs consistent with
that inputation test.

A I don't have a copy of that order, sorry.

MR. CARRATHERS: Thank you, those are all the
qguestions | have, Your Honor.

JUDGE SCHAER: Did AT&T have questions for
Dr. Bl acknmon?

MR. KOPTA: No, thank you, Your Honor.
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JUDGE SCHAER:  Wor | dConf
MS. SINGER NELSON: No, thank you, Judge.
JUDGE SCHAER: Commi ssioners, do you have

guestions?

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q Dr. Bl acknon, | would like to explore and
understand the difference in your position and that of
Dr. Selwn. As | understand it, his recommended or
preferred solution is that access charges be reduced to
cost, and | take it your position is that they be
reduced to the sane as Qwest's access charges. 1Is that
a fair statenment?

A Yes, it is.

Q Do you then disagree with Dr. Selwn's
anal ysis, or why do you cone to a different concl usion
as to the appropriate recomrendati on?

A. Wel |, AT&T has been a very consi stent
| ongst andi ng advocate for their right to buy access
charges at long run increnmental cost. As far as | know,
every custoner of every business would like to have
that. And | think the reason we disagree is that Staff
recogni zes that |ike other businesses, tel ephone

conpani es need to be able to cover all their costs, not
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just their long run increnental costs. W believe it's
appropriate that sonme of the costs that are very rea
but not included in increnmental cost, nobst notably the
cost of the |oop, be recovered under all services,

i ncludi ng the access services. And so because of that,
we do not recommend pricing at long run increnental
cost.

Q And what is your sense of the conpetitive
i npact of wireless as it cuts across this area?

A. It's nmy inpression that wireless service is
having a conpetitive effect on |Iong distance providers.
In fact, it may very well be a nore significant
conpetitive force now than the traditional conpetition
anong | ong di stance conpanies, which in my view is that
type of conpetition has grown rather stagnant in the
| ast few years. So | believe that the wirel ess
alternative for |long distance service is very
significant in the conpetition in that market.

Q And how does that affect or does that
i nfluence your view as to how access charges shoul d be
priced?

A Well, | think that it does not excuse the
| ong di stance conpanies fromtheir obligation to
contribute to the cost of the wireline tel ephone

network. They are using that network to provide
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service. The wireless conpani es have their own costs to
recover in their own prices, and it would not be
appropriate in Staff's viewto shift that conpetitive
bal ance between wireline and wireless by allow ng the
wireline | ong distance conpany to get its access at such
a low price as long run increnmental cost.

Q I's your basic argunment as to how this matter
shoul d be dealt with in your view consistent with our
access charge rule?

A. In nmy testinmony | discussed the relationship
to the access charge rule. | don't think that one would
sinmply read that rule or the adoption order and say, oh,
yeah, that's what this Conm ssion needs to do. You
know, the -- we did not have the foresight in 1997 and
1998 to realize that in 2003 this was the next step. So
I don't want to say that it's dictated by the rule, but
it's consistent with it in the sense that it is in no
way precluded by the rule. There's nothing in our
recomendati on that would violate that rule. That rule
is largely one that provides limts on, you know, that
the terminating rate can't be nore than a certain |evel,
t he conpani es can shift certain costs to the originating
side, but then it says absol utely nothing about whether
the originating rate at any particular level is fair or

unfair.
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Q Do you think that rule needs to be revisited?
A Not that | know of, no.
COW SSI ONER HEMSTAD: That's all | have,
t hank you.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER

Q Dr. Bl acknon, you conpared the advisability
of charging LRIC with the advisability of charging the
same as Qmest's access charges. Wat about neking a
simlar conparison between charging the sane as Quest
access charges versus charging the same as Verizon's
interstate access charges?

A. In general, if the -- | think the reason why
we did not recommend using the interstate rate as the
standard is that both the interstate and intrastate
rates are regulated. |If the interstate were an
unregul ated rate, then | think that the clai m of
di scrim nati on woul d have nore wei ght, that we have
exactly the same service being provided to two different
custoners at two different prices, one being the service
of connecting an in-state call, the other being the
servi ce of connecting an interstate call. | nean
generally if you saw that sort of pricing disparity,

that woul d rai se concerns about discrinination
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But the fact that those are part of a
conprehensi ve regul ati on schene at the federal |evel and
then a separate one at the state | evel neans that we
woul d give |l ess weight to that conmparison. W think
it's very useful in ternms of judging the appropriate
level. We very frequently get questions and conplaints
about why in-state toll rates are so high conpared to
interstate, and we think that that's another inportant
reason for lowing the intrastate rate. But ultimately
we believe that if you take the snaller step of setting
the Verizon rates at Qmvest's level, that that is
sufficient to elininate the undue discrimnation that
exi sts today.

Q And | think Verizon takes you to task for
trying to make a conparison of Qmest's costs with
Verizon's costs, so why should the rates be the sane.
And | want to understand fromyou, is that relevant, or
are you using Qwmest's charges as sonme kind of a ceiling
beneath which you would think the true costs lie?

A My understanding is that where Verizon takes
me to task on the conparison of Qmest costs has to do
nore with what we would recall the revenue requirenent
i ssues, whether Verizon's overall |evel of revenues, not
just from access but fromeverything, justifies their

revenue neutrality proposal. And so we go back and
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forth in our testinony about whether that sort of
benchmark assessnent, you know, nmacro | evel conparisons
of cost are appropriate or not.

If we're talking specifically about access
charges, | don't think there's any conflict there at
all. The only rates that are based on cost for Quest
are the ternmnating access rate and the universa
service charge that's also applied on the term nating
level. We are not recommending that the Qwnest rates for
those two rate elenents be applied to Verizon. W're
recommendi ng that Verizon specific costs, which
generally are higher, be applied to Verizon for those
two rate el enments.

Q There are a few places in | think Dr. Fulp's
testinmony that he's criticizing you, and I would just
like to get your reaction. | think you nay have just
answered it in general, but | want to nmake sure. At one
poi nt he says that you are confusing hypothetical cost
study results with the conpany's actual costs and
revenue requirenents and that your claimis based on the
assunption that a conpany's revenue requirenent equals
the sum of the costs produced by the FCC s cost nodel,
and he says there's never been any finding to that
effect. What is your response to that criticismof your

testi mony?
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A. My response is in my rebuttal testinony at
page 7 starting at line 6. W are certainly not
recommendi ng that Verizon's rates be set based on a cost
nodel . We think that the Comr ssion has every right to
meke these basic reality checks. That, you know, a
regul ated conpany would very nmuch | think |ike to have
us focus on its data, its records only and to | ook at
that wi thout ever raising our head and | ooking at the
outside world. And all we're suggesting here is that
you do rai se your head, |look at the outside world. To
the extent Verizon is claimng that you shouldn't do
this because it has costs that it needs to recover and
is doing so with these access revenues, we suggest you
take a | ook at the reasonabl eness at a macro | evel of
those clains by | ooking at what either cost nodels or
the charges that other conpani es are naki ng and how t hey

relate to Verizon's.

Q Al right. Actually, if you have covered
sonmething in your rebuttal, | apologize. It's just that
when | read the testinony, | go through and mark it

sayi ng, ask Dr. Blacknmon about this one. So ny next
guestion is actually one in M. Danner's surrebutta
testi nony, and you need not turn to it, but it's on page
11. And he says:

If Dr. Blacknmon is correct, then access
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1 charges nust include sone |oop cost. |If
2 Dr. Selwyn is correct, then access

3 charges are just one conponent of basic
4 service and generate contribution for

5 this service

6 And t hen he says:

7 Under either position, the price of

8 access shoul d include sonething nore

9 than just long run increnments of cost.
10 Which | think you agreed with.

11 A Yes.

12 Q And t hen he says:

13 This is a critical point, because

14 Dr. Blacknmon and Dr. Selwyn's argunents
15 i ndi cate that access charges shoul d not
16 be reduced or at the very |east they

17 shoul d be significantly higher than

18 LRI C.

19 And | put a question mark there because

20 t hought you were saying they should be reduced but just
21 sonet hi ng above LRI C.

22 A There is a very large distance that one can
23 go and still leave Verizon's access charges above | ong
24 run increnental cost. W are by no neans elimnating

25 the contribution to common costs, including the |oop
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t hat access charges provide.
CHAl RAOMAN SHOWALTER: | think that's all the

gquestions | have, thank you.

EXAMI NATI ON
BY COW SSI ONER OSHI E:

Q Dr. Bl acknon, perhaps you can conment on
Dr. Selwyn's belief as stated in his testinony that the,
as | understand it, that the costs inputed to Verizon
Long Distance for billing and collection are
artificially | ow because they essentially piggyback on
the services that are provided by Verizon, the LEC. Do
you believe that that's true, or is that a concern for
Staff?

A It would be a concern for us in terms of the
affiliated interest review that we woul d do,
particularly if we find ourselves in a general rate case
for Verizon. The paynents that the regul ated conpany
Verizon Northwest makes or receives fromaffiliates like
Verizon Long Di stance ought to be given a very good
review in that context. And in general, we would be
| ooki ng for whether Verizon Long Di stance pays the
greater of costs on market when it buys services from
the regul at ed conpany.

The traditional approach that this Conm ssion
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has taken is that, and it's really an approach that has
in the past had nore application when the regul ated
conpany is buying services froman affiliate, that when
they do that, they should never pay nore than the market
price for that service say if it's a conputer system or
of fice supplies or sonething like that. But if there
are econonies to having an affiliate do it so that
there's a | ower cost, they should buy it at the | ower
cost rather than the market price. Conversely, if
you're selling a service to an affiliate |ike Verizon
Long Di stance, then you should sell it at the narket
price unless it actually costs Verizon Northwest nore to
provide that service, and then it should be fully
reimbursed by its affiliate.

Q So it wouldn't be your belief that at |east
in this kind of context of cal cul ati ng access charges
that is a factor that the Comm ssion should be
concer ned?

A. The only place it would be a factor, |
believe, is in calculating the price floor, whether it's
appropriate to inpute for Verizon Northwest a market
price for sonmething like billing and collection or
custoner service functions rather than its actual costs.
And | have not really analyzed that question myself,

sorry.
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Q Woul d your answer generally be the sane for |
believe it's referred to as sal es, advertising and
mar keti ng cost?

A Yes.

Q Just as a matter of clarification, | believe
that you referred to |loop costs and their inclusion in
access charges, and | guess access charges is used
generically, but were you referring specifically to
originating access or termnating or both?

A. It's in both. The high cost loops in -- the
cost of the |loops that are used to serve custoners in
hi gh cost | ocations are recovered at |east in part
t hrough the universal service rate element that's on the
term nating service. Apart fromthat, just the ordinary
| oops, there's no specific recovery of those in access
charges. |It's not a line itemor anything |like that.
It's just one of many common costs of the firmthat are
recovered across all the rates of the conmpany, including
access charges, and that would occur on the originating
si de.

COW SSI ONER OSHI E:  Okay, thank you, | don't
have any other questions.

JUDGE SCHAER: It | ooks like M. Carrathers
has some questions. | think I will let M. Kopta go

first and then you and Staff, so you can hear what he



0564

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

has to say.
Go ahead, M. Kopta.

MR. KOPTA: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR KOPTA:

Q Good afternoon, Dr. Blacknmon. | just wanted
to follow up on a conversation that you had with
Conmi ssi oner Henstad about the difference between
wireless carriers and wireline I XCs. Did | hear
correctly that it's your view that the wireline | XCs
make use of the landline network, and therefore it's
appropriate for themto pay sone additional costs for
that, whereas wireless carriers do not?

A. I don't know that | said that |ast part about
that wireless carriers do not, but |I did say that
wi reline long di stance conpani es use the network,
including the loops, in their role. Wen say a
resi dential customer of AT&T makes a call, the loca
phone conpany that originates that service uses its |oop
facilities in the conpletion of that call on behalf of
the I ong distance carrier, and so therefore it seens to
me that those |oop costs should in part be collected
fromthe | ong di stance conpany.

Q Doesn't the wireless carrier generate the
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same costs as the wireline in that circunstance? If a
Verizon subscriber calls a wirel ess nunmber within the
MIFA that would ordinarily be a toll call for a wireline
call, isn't the portion that Verizon carries, including
the |l oop, also a cost that's incurred in that
transaction just as it would if AT&T were carrying it as

a wireline | XC?

A In this exanple, are you asking -- are you --
isit for the -- there's a wireless customer originating
the call?

Q No, it's a landline customer originating the
cal l.

A Well, and they're calling a wireless
custonmer ?

Q Yes.

A Well, they will be using a | ong distance
conpany like AT&T to do that, and they will be -- | nean

even if you're calling a wireless subscriber, if that

call is rated as a |long distance call, then |ong
di stance charges will apply to the wireline custoner.
Q That's true, but if you have a phone nunber

that's rated to that sanme area but say, for instance, ny
cell phone is a 206 and it's rated in Seattle, and yet
' m down here and sonebody calls ne at my 206 nunber,

they're not going to pay toll charges, are they?
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A. No, they won't, but they also won't use the
wireline network to reach you. That call -- the
wirel ess conpany will take responsibility for your cal

somewhere in Seattle, and through either wireline
facilities that they pay for sort of at the whol esal e
| evel or by using their towers and radio |inks, they
will deliver that call to you here in O ynpia.

Q And if | were getting the call on a |andline
phone, isn't it the same thing, wouldn't that happen,
that the call would be delivered fromthe Verizon
subscriber to the AT&T POP, and then from AT&T woul d
carry it on its landline network down here to O ynpia?
So | guess the question is, in both those situations,
are not the wireline and the wireless carrier meking the
same use of the incunmbent LEC s network?

A I think in both those exanples the use of the
loop on the terninating leg of the call is what's comon
there, and under our access charge reformrule, on the
termnating leg there are no | oop costs included except
for the instance of high cost |ocations. So in general
the Comnmi ssion has said that while access charges ought
to recover sonme |oop costs, that should only be done on
the originating side. And so on the originating side,
the wireless carriers will not pay any of those call ed,

any of those | oop costs, because they originate the cal
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on their own network, not on the wireline network

Q Well, | guess I'mjust trying to understand
the distinction between how a carrier, whether it's
wireless or wireline, makes a different use of the
i ncumbent's network when it's the incunbent's custoner
that's calling a nunber that's either subscribed to a
Wi reless carrier or to a carrier that's sonewhere within
t he LATA but outside the local calling area. And it
seenms to ne that in both circunstances the call is going
to go fromthe subscriber's prem ses to the serving
central office, perhaps even up to the tandem and then
handed off either to the wireless carrier or to AT&T as
a landline I ong distance conmpany and transported to
wherever it's supposed to go. But in both those
scenarios, you're still talking about the sanme piece or
pi eces of the incunmbent's network. Do you disagree with
t hat ?

A ["mnot going to say that | don't disagree
with that given the length of it, but what | would agree
with is that on the originating side if you have a
wireline custonmer, that regardl ess of whether they cal
another wireline customer or wreless custonmer, under
this Commi ssion's access charge rule, that call wll
have the sane conpensation to the |ocal wreline conpany

that is serving that originating custonmer. Either way
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they will get long distance, they will get access
charges on the originating side of the call

Now on the term nating side where it's a
wireline customer who is receiving the call, the
conpensation is different dependi ng on whether that cal
cane froma wirel ess subscriber or another wireline
subscriber. It's different, there are different
originating carriers there. One of them has, you know,
sort of an integrated |ong distance service withinits
offering. The other one does not. They have different
costs, different technol ogies.

But on the originating side, the side where
the | oops are recovered, | think that we treat wireline
and wirel ess conparably with the difference -- the
exception to that being that the universal service
anounts that are recovered on the term nating side,
there is a difference there, and the wirel ess custoners
or the wireless carriers don't pay sonme charges that the
wireline ones do have to pay.

Q And t hose charges, the | TAC as we have been
di scussing the acronym are those designed to recover
the additional costs of |oops and other facilities in
hi gh cost areas?

A The excess costs of | oops and all other

facilities in the high cost areas, so it covers the part
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1 -- it's over and above what a nore normal custoner's

2 costs woul d be.

3 Q And | et ne pose the question as a

4 hypot hetical. Assume for a monent that the FCC no

5 | onger has jurisdiction over wireless calls and that

6 Wi rel ess conpani es are treated exactly the sane as

7 i nt erexchange carriers when they carry calls between

8 i ncunmbent | ocal exchange carriers' local calling areas.

9 Do you have that assunption in m nd?

10 A About wireless carriers?

11 Q Yes.

12 A Okay.

13 Q Under that scenario, all other things being

14 equal, would you believe it would be appropriate to

15 charge the wireless carriers the I TAC as well as the
16 wireline carriers the ITACif they were carrying the
17 call between the same two points?

18 A That woul d not be the ideal result, but in a
19 wor |l d of second best and even lower, it would be an

20 i mprovenent to have the termnating rates be the sane,
21 have the universal service rate elenment be applied to
22 all terminating mnutes without regard to where or who
23 originated them

24 Q | can't resist, and even though it's

25 dangerous |'m going to ask, what do you think would be
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the best result in those circunstances?
A The best thing would be for it no longer to

cost so rmuch in rural areas to provide tel ephone
servi ce.

MR, KOPTA: | can't argue with that, thank
you.

JUDGE SCHAER: M. Carrathers, did you have
anyt hing further?

MR. CARRATHERS: Yes, just very briefly.

RECROSS- EXAMI NATI ON
BY MR. CARRATHERS
Q Dr. Bl acknon, Commi ssioner Henstad was asking
you whether it's tinme to revisit the access charge rule,
and | think you said, no, not necessarily. Just to
clarify, is it your position that a carrier's access

charges can fully conply with the access charge rule but

yet still be unjust and unreasonabl e?
A Yes.
Q Finally, Conmmi ssioner Oshie asked you a

guestion about the recovery of |oop costs, and you
expl ai ned that the | TAC recovers sone |oop costs, and
that originating access al so recovered | oop cost,

al t hough there was no specific line item correct?

A Yes.
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Q If originating access charges were reduced
Wi t hout any offsetting increase in other rates, it would
follow, wouldn't it, that the conmpany woul d not be able
to recover all of its costs, including its | oop costs?
A No, it would not follow fromthat. As I
said, many costs are -- | think what | should say is
many expenses are recovered in the originating access
charge, one of which would be an expense related to
| oops. But then to say that sonehow that rate el ement
goes down, that |oops are no |longer provided for | think
is inaccurate. They could be recovered in what's |eft.
There is no specific allocation of costs fromtwo
specific rate elenments, and so you can't say that if you
reduce sone particular rate elenent that sone particular

cost is no |onger recovered.

Q Well, thank you. Let nme clarify then, that
was hel pful. So originating access recovers some | oop
costs, sone expenses, it's all mxed up. Is it fair to

say then that if originating access charges were reduced
wi t hout offsetting increases in other rates, revenue
neutral increases in other rates, that the conpany woul d
not be able to recover whether it's |loop costs or al
expenses that it fornmerly recovered through the
originating access charges?

A No, not necessarily. It may just be that its
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earni ngs that previously were too high are no | onger too
high or at |east not as rmuch too high as they were
bef ore.

Q So if a conpany were overearning, then, for
exanpl e, you could | ower originating access and the
conpany could still recover its operating cost; is that
your testinony?

A Well, | think that the reasonabl eness of the
access charges can be determ ned independently of the
earni ngs of the conpany. And so your question presunes
some si mul taneous know edge about the earnings |evel of
the conpany and the access levels. |f you had that,

t hen you coul d make that determn nation, but you don't
necessarily have to have that.

Q I"'msorry, let me -- I'ma little confused.
If the originating access charges help recover |oop
costs and ot her expenses, you're saying that you can
| ook at those access charges and reduce them wi t hout
considering the effect it has on the ability of the
conpany to recover those other expenses and | oop costs?

A That's correct. There are two possible
situations here. One is that Verizon is earning at or
above its authorized rate of return. The other is that
it's not. Under either of those circunstances, Staff

bel i eves that Verizon's access charges are excessive and
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unfair and unreasonable, so the earnings |level we think
is irrelevant to the conclusion about whether or not the
access charges are reasonabl e.
Q Well, then is the earnings question rel evant,
if you reduce access because you think they're
unr easonabl e but the conpany is not overearning, would
you agree that the conpany should be all owed to offset
those reductions through increases in other rates?
A That's a big if, but given that if, then the
answer is yes.
MR, CARRATHERS: Thank you, those are all ny
guesti ons.
CHAl RAOMAN SHOWALTER: | have a follow up to

one of the questions.

EXAMI NATI ON
BY CHAI RWOMVAN SHOWALTER:

Q You said that you thought that an access
charge that conplies with the access charge rule could
neverthel ess not be fair, just, and reasonable. |Is that
because there are other filters through which a rate
must pass in order to be found to be fair, just, and
reasonabl e?

A Yes, that rule is really a rule about

term nating access rates, and it constrai ns what



0574

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

conpani es can charge for term nating access. The only
rel evance of that rule to the originating charge is the
provision that allows a conpany in order to bring itself
into conpliance on the term nating side that it can nake
a revenue neutral increase in the originating rate if
certain conditions are net, including the public
interest test. Beyond that, the rule says nothing about
what originating rates should be. You know, so a rate
that's -- the rule doesn't say that you can't charge $6
a mnute for originating access. It doesn't say you
can't charge 6 tenths of a cent or hundredths of a cent
for originating access. There is no provision in that
rule that deternm nes what originating rates are |egal

CHAl RWOMVAN SHOWALTER:  Thank you.

JUDGE SCHAER: Did you have any redirect,
Ms. Smith?

MS. SMTH.  Yes, thank you. Can | just have
a nonent to |ook this over?

JUDGE SCHAER: Go ahead, pl ease

MS. SM TH. Thank you.

REDI RECT EXAMI NATI ON
BY MS. SM TH:
Q Dr. Bl acknon, given M. Kopta's exanple that

wireless calls would soneday be treated the sane as
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interlocal calling area calls, just ordinary |ong
di stance calls, do you think that conpanies |ike Verizon
in that case should then be required to | ower their USF
additives like the I TAC due to the increase in
term nating m nutes?
A. Yes, they should recover the sane anount.

The ampunt is based on what it actually costs to serve
those high cost areas. So if you have nore mnutes, you
should I ower the rate so that you get the same tota
recovery.

MS. SM TH. Thank you, Dr. Bl acknon, | have
not hi ng further.

JUDGE SCHAER: |Is there anything further for
this wtness?

Thank you, Dr. Blacknon, for your testinony.
Let's take another five mnute stand in place break and
allow Dr. Blacknon to | eave the stand and Ms. Erdahl to
cone to the stand, and so let's be off the record for
just a few m nutes.

(Recess taken.)

JUDGE SCHAER: Let's be back on the record.
VWile we were off the record, another w tness has
assuned the stand.

Wuld you like to call your witness, please,

Ms. Smith.



0576

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MS. SM TH: Yes, Your Honor, Conm ssion Staff
calls Ms. Betty Erdahl to the stand.
JUDGE SCHAER: Then, Ms. Erdahl, would you

rai se your right hand, please.

Wher eupon,
BETTY A. ERDAHL
havi ng been first duly sworn, was called as a witness

herein and was exani ned and testified as foll ows:

JUDGE SCHAER: Go ahead then, Ms. Snmith, your
Wi tness i s sworn.

M5. SM TH: Thank you, Your Honor

DI RECT EXAMI NATI ON
BY Ms. SM TH:

Q Ms. Erdahl, would you pl ease state your nane
and give your business address for the record, please.

A. Betty Erdahl, that's E-R-D-A-H L. Business
address is 1300, excuse ne, 1300 South Evergreen Park
Drive Sout hwest, O ynpia, Washi ngton 98504.

Q Ms. Erdahl, did you prepare testinmony in this
case?

A Yes, | did.

Q Was it rebuttal testinony?
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A Correct.

Q Has that testinony been marked Exhibit T-1507?
A Yes, it has.

Q Did you al so prepare what's been marked as

Exhi bits 151C, 152C, 153C, and 154C?

A Yes, | did.

Q If | were to ask you the questions that are
asked of you in your pre-filed testinony today, would

your answers be the same?

A. Yes, they woul d.

Q Did you have any changes to your testinony?

A Yes, we filed rebuttal testinony, 1 page,
page 12.

Q And with that change, are there any other

changes to your testinony?
A Not at this tine.

M5. SMTH: | nove the admission of Exhibits
150 t hrough 154C.

JUDGE SCHAER: Any objections?

MS. ENDEJAN.  Your Honor, Verizon has no
objection to their admi ssion. However, | did distribute
during the break what is WUTC Staff Data Request Nunber
57, to which Exhibit 152C is the answer, and | would
just request that this be added to 152C for the sake of

conpl eteness. | have discussed this with Ms. Smth, and
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| believe she has no objection.

MS. SMTH. That's correct, no objection,
Your Honor.

JUDGE SCHAER: Okay, then we are going to add
to what's been marked for identification as Exhibit 152C
a docunent, a one page docunent, a single page docunent
that states at the top WJUTC Staff Data Request Nunmber 57
and states bel ow that response.

Wth that addition to Exhibit 152C, is there
any objection to admi ssion of the offered docunents?

Then Exhibits T-150, 151C, 152C, 153C, and
154C are adnitted into the record.

Go ahead, Ms. Smith.

MS. SM TH. Thank you, Your Honor, Ms. Erdahl
is avail able for cross-examn nation.

JUDGE SCHAER: And did you have any questions
of Ms. Erdahl, Ms. Endejan?

M5. ENDEJAN: Yes, Your Honor, | will be

doi ng the cross-exam nation for Verizon.

CROSS- EXAMI NATI ON
BY MS. ENDEJAN:
Q Good afternoon, Ms. Erdahl.
A Good afternoon.

Q Let me just ask you as a prelimnary matter
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if you would turn to Exhibit T-150, page 4, lines 16
through 17, and let ne confirmthat when you did your
analysis in this case, you relied upon another exhibit,
which is Exhibit 243 to Ms. Heuring's testinmony, which
is the Verizon Northwest results of operation for

Washi ngton state for the 12 nonths endi ng Decenber 2001
as reported in the Decenber 31st, 2001, quarterly
conpl i ance report.

A That's correct, as it's laid out in ny
testinmony, that was ny starting point.

Q Okay. Now with the exception of the five
adj ustnents to that financial data, which we will
discuss a little later, you accepted the financial data
reported in this year end report for 2002, did you not?

A. Meani ng the Conmission received it, it did.

Q But you didn't have any other questions about
it other than the five adjustments that you have made as
di scussed in your testinony?

A Not at this tinme.

Q Okay. And just to refresh your nenory here,
before you prepared your testinmony, isn't it true that
you net either in person or by tel ephone with Verizon's
regul atory accounting staff during the year 2002 on at
| east three occasions to discuss the financial data?

A Yes, the conpany contacted Staff to have an
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i nformal neeting on an earnings review, and that did not
occur until August of 2002, and electronic information

whi ch was provided at the neeting was provided to Staff
later in Septenber. So we worked informally Septenber,

Oct ober, and Novenber on the informal review

Q Okay. And isn't it true that in the course
of that informal review, you asked various infornmal data
requests of Verizon?

A Yes.

Q And woul d you say approxi mately 20 i nfornmal
data requests were submtted?

A I do not recall how many, but that's probably
in the ball park.

Q Ckay. And isn't it true that then you
followed that up in this case with the subm ssion of
formal data requests?

A Yes.

Q And do you renmenber preparing approxi mately,
and | won't hold you to this, 30 or so formal data

requests that the conpany responded to?

A Directly relating to the earnings?

Q Directly related to the earnings.

A. That's probably about right.

Q Al right. And you described your job

responsi bilities on page 1 of your testinony, which is
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Exhi bit T-150, as a regulatory analyst. As part of your
job responsibilities, do you regularly reviewthe
financial data that Verizon Northwest is required to
submit to the Commi ssion?

A. Actual | y, another Staff person was assigned
to that, and that's something | mght start doing going
forward. But at this time, prior to this | have not
been.

Q Okay. Are you aware of how many financia
reports Verizon Northwest submits to the Commi ssion on a
peri odi ¢ basis over the course of a year?

A | believe we get at |east quarterly reports,
possi bly nonthly reports, and an annual report.

Q Ckay woul d you accept subject to check that
Verizon Northwest submits 17 financial reports to the
Commi ssi on over the course of the year?

A Subj ect to check.

Q Thank you. Before you prepared your
testinmony, did you pull together and | ook at any of

those financial reports?

A Yes, | did.
Q And do you recall which ones you | ooked at?
A | | ooked at the nore current information.

Let's see, in the informal earnings review we were

working with Verizon on the year 2001 in part because



0582

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that was a full year of actual data, so mainly | | ooked
at 2001, which was presented by the conpany, and then in
addi ti on what was happening in the year 2002 to the
extent that we had that information at the tine.

Q Ckay. And when you prepared your testinony,
you relied on a 2001 test year because you didn't have
final 2002 data before you; is that correct?

A That's part of the reason.

Q Okay. And since you filed your testinony,
have you becone aware of the fact that Verizon has
submtted a 12-31-2002 quarterly conpliance report and
results of operations for 20027

A Yes, |'maware that we received that.

Q And have you had a chance to | ook at this
document, which has been marked, the documents, which
have been marked as Exhibits 168 and 169?

A | have | ooked over them briefly.

Q Okay. And are these the same documents that
you relied on for 2001 except they contain 2002 data?

A They appear to be.

Q Okay. Now in looking at Verizon's earnings
in this case, you wouldn't recommend to this Comni ssion
that they use 2001 data when it has actual current 2002
data available to it, would you?

A I mght for a few different reasons. | see
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i ssues with uncollectibles fromWrldComthat were a

| arge anmount that hit the 2002 uncoll ectibles, and
somehow t hat needs to be addressed on an ongoi ng basis
when we set rates. |In addition, VADI was in the test
year for 2001 | believe through Novenber and then pulled
out, or VADI was reintegrated back into Verizon during
2001. And | don't know if you want to get into all the
details on that, but that has an effect on the test year
and what we would look at in setting rates.

Q Okay, let me just cut to the chase here.

You' re not suggesting that the Conm ssion, however,
i gnore the 2002 financial data the conpany has submitted
as it appears in Exhibits 168 and 169, are you?

A. No, not necessarily. | think we can | ook at
it, but I also think we need to | ook at the appropriate
rate maki ng adjustnments if we're using that information
to set rates.

Q Okay. But wouldn't you agree with ne that,

i f possible, the nost nmeaningful data for the Comm ssion
to use would be the nost current for it to have a fully
i nformed anal ysis of Verizon's true earning situation as
we sit here today?

M5. SMTH:. | object to that question
Ms. Erdahl answered the question where she said 2001

data nay be appropriate, so | believe she has al ready
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answered that question that you have just asked.

MS. ENDEJAN. Well, Your Honor, | don't
believe | did ask that particular question, and
bel i eve given the position of this w tness that she
relied upon 2001 data because 2002 data was not yet
avai |l abl e when she prepared her testinmony, | think it's
i mportant for the Commission to have a clear
under st andi ng of what she's recomrendi ng they | ook at.
I think it would be very useful to the Conmi ssion for
her to clarify that.

JUDGE SCHAER: And your question was?

MS. ENDEJAN. | would be happy to repeat it.

JUDGE SCHAER: | believe it was previously
asked in a slightly different form and if we could have
it inaformthat was not so argunentative, | think
perhaps | would let you reask it just for clarity. Go
ahead, please.
BY MS. ENDEJAN:

Q You're here today, Ms. Erdahl, to testify on
behal f of the Staff about the condition of Verizon's
earni ngs, are you not?

A Well, the thrust of my testinony was to cast
doubt on the presentation that was testified to and
presented by Ms. Heuring.

Q Well, okay, you're the earnings wtness here,
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right?
A Yes.
Q We've got that established, okay. Now as the

earnings witness, and |I'm going to ask you whet her or
not you think it would be inportant for this Comn ssion
to consider the nost current financial data available to
it for it to nake an infornmed anal ysis of Verizon's
financial situation as of today?

A If we had all the supporting docunentation to
| ook at the types of adjustnments we woul d nmake just I|ike
we did for the year 2001, then | think that would be
appropriate. But those statenments as filed are not
adj usted for rate maki ng adjustnments that are
appropriate for setting rates.

Q Okay. When you did your analysis and in
preparing your testinmony, did you conpare the financia
i nformati on you received from Verizon for 2000, 2001
and 2002 as contained in Exhibit 243 | guess as nodified
by the recently subnmitted results of operation for 20027

A So are you asking -- you're asking if |
conpared the years to each other?

Q Correct, did you take a | ook to see what was
happeni ng over the years?

A No. What | did was | took the npst current

full test year that we had, which was 2001, and applied
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what adjustments | would make for rate naking if we were
to |l ook at a revenue neutral filing and deci de whet her
or not it's appropriate to increase rates. So | was not
| ooking at trends, | was | ooking at a snapshot test year
and determ ni ng what adj ustnments should be nmade for rate
maki ng pur poses.

Q Just if you would help nme perhaps do that,
however, for the Conm ssion. Do you have Ms. Heuring's
testinmony in front of you or Exhibit 243 to that
testimony, which is the docunment you said you relied

upon in doing yours?

A Wul d that be NWH 2, page 1 of 37

Q That's correct.

A. Ckay, | do have that.

Q Okay. And if you look at that, could you

tell us what the total intrastate restated operating

revenues for 2000 was?

A This isn't marked confidential, correct?

Q No, this is fine.

A Okay. $412,720, and that's in thousands of
dollars so millions.

Q And if you could flip the page, and | will

ask you the sane question about the year 2001, what were
the conpany's total operating revenues?

A $404, 319, 000.
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Q And if | could direct you to, excuse ne,
Exhi bit Number 168, if you could find the tota

operating revenues on that for the Comnmi ssion?

A So this is for the year 2002?
Q For the year 2002.
A. It's showing, this is unaudited that was

filed with us, $377, 524, 000.

Q And let ne ask you if you wouldn't nind
maki ng the sane analysis for operating expenses for the
years 2000, 2001, and 2002?

A So the total operating expenses for 2000 are
$321, 025, 000; for 2001, $311,637,000; and then for 2002,
$322, 020, 000.

Q Ckay. And then finally if you would do a
conpari son of the investnent the conpany has made in
Washi ngton as reflected in the Iine tel ecommunications
plant in service for each of those years?

A One billion, or well, let's see, it's
$1, 736, 283,000 for 2002; 2001 is $1,822,417,000; and for
2002, you're show ng $1, 865, 983, 000.

Q Okay, and then if | could direct you to
Exhi bit Nunmber 170, which is entitled Verizon Northwest
revenue requirenments State of Washi ngton; do you have
that in front of you?

A Yes, | do.
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Q Ckay. And if you could just tell us what the
net operating incone for 2000, 2001, and 2002 appears to
be as reflected in this docunent?

A For 2000, $52,214,000; 2001 is $53, 038, 000;
2002 is $26, 627, 000.

Q Thank you. Ckay, now let's turn to the five
adj ustments that you nmade to Verizon's 2001 results of
operations as you discuss in your testinony, okay. Now
you made these adjustnents, and they are reflected on

what is Exhibit 151C, is that correct?

A That's correct.
Q Okay. And this is a confidential document,
so I'mjust -- I'mnot going to use the nunber, |'mjust

going to generally try to describe the adjustnment so
that we're all singing fromthe sane sheet of nusic
here, okay?

A Okay.

Q Now first of all, when you made your
adj ustnments, you divided it into two categories, one
category of known and neasurable with two adjustnents
and three for rate meking adjustnents.

A That's been adjusted to show that they're al
rate maki ng adjustnments. Sone are restating
adj ustnments, sonme are pro forma adjustnments, and then

there's at | east one adjustnent that is really a
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conbi nation of a restating and a pro fornma adjustnent.
For sake of ease, | labeled themall rate naking
adj ustnmrents, and they all have the sane effect on the
bottom | i ne.

Q Ckay. Well, you use the term known and
nmeasurable, and that is a termthat is associated with

regul atory accounting in connection with rate making, is

it not?
A Correct.
Q And what do you nmean by the term known and

nmeasur abl e?

A Well, nothing was filed in this case, but if
there were a union contract that was up for renewal and
signed and you knew there was going to be an increase to
wages, that's a typical known and neasurabl e change to
an expense, and that adjustnent is made to increase the
expenses to the test year for that amount of the
i ncrease in salaries or wages.

Q I'"'ma little confused. What nakes sonething
known for purposes of making | guess you would call it a
pro form adjustnent?

A If you can quantify the anount.

Q Ckay. So howis that different from
nmeasur abl e?

A Well, okay, let me restate that. | guess
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known is we know it's going to happen. Measurable is
you can quantify an anount.

Q Okay, thank you. The first adjustnent that
you made on Exhibit 151C is what you would call a rate
i ncrease directory assistance adjustnment, correct?

A That's correct.

Q Okay. And if you could turn to Exhibit 155,
| believe those are the workpapers that Verizon

requested fromyou and that you provided in this case,

correct?
A Yes.
Q Okay. And they're not nunbered, but |

believe the second to | ast page of this exhibit is your
anal ysis of increase to directory assistance rate.

A. That's right.

Q Is this the only page that would reflect how
you cal culated the rate increase to directory
assi stance?

A. Yes, it's | abeled BAE-5-C at the top, and
did |l abel the final nunber on that page in the kind of
bottom ri ght-hand corner, tried to tell you which Iine
to go to on the overall revenue sheet to see where that
nunmber ties in to the overall earnings.

Q Okay.

A Resul ts of operations.
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1 Q Ckay. Now if you |l ook at your origina

2 wor ksheet, you based your calculation on a current rate
3 of 60 cents, correct?

4 A Actual ly, this exhibit was revised.

5 Q Ckay, but | just wanted to -- so you

6 clarified your current rate of 60 cents, and you

7 adjusted it down for | guess changes in Verizon's actua
8 directory assistance rates, correct?

9 A Correct, the rates were 55 cents for part of
10 the year, 25 cents for part of the year in 2001. Md
11 year those rates increased, and then we al so proposed a

12 further increase to the $1.25.

13 Q Okay. Now Verizon itself had not decided to
14 increase its directory assistance rates by $1.25, did
15 it?

16 A No, it did not. This was a rate neking

17 adj ustment that we nmade on the basis that this is a

18 conpetitively offered service and can be filed under a
19 price list with ten days notice and would probably go
20 t hr ough.

21 Q Okay. So to summarize, you cal cul ated sone
22 addi ti onal revenue that would be attributable to an

23 increase in the rate, correct?

24 A Correct.

25 Q And this additional revenue you added to



0592

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Verizon's revenues for 2001, correct?

A Yes.

Q And this additional revenue wasn't due to any
actual rate that the company offers, but rather the rate

that you think the conpany should offer?

A. The rate that we're seeing offered by other
carriers. It's a conpetitive rate in the market.
Q So if other carriers -- so is it your

position that the conpany should raise its rates if
other carriers raise their rates for purposes of
i ncreasing revenues to add to the bottomline?

A I'"'m not asserting that they necessarily
shoul d, but if other -- if that's a conpetitive service
that's offered and other carriers are pricing it at the
hi gher rate, the $1.25, then to not do that when you're
setting rates ends up in higher rates for the captive
| ocal rate payer who has |ocal residential service
through this conpany, and so it's a rate nmaking
adj ustnent that was made to reflect --

Q So if the Comm ssion followed your |ogic here
then, the Conmi ssion could inpute revenues for rate
i ncreases for conpetitive services that the Comm ssion
decides on its own should be increased because ot her
carriers charge that rate. |Is that what you're

advocati ng here?
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1 A. I''m advocating --

2 MS. SMTH.  Your Honor, |'m going to object
3 to that question. | don't think Ms. Erdahl said the
4 Commi ssion should do that. | believe Ms. Erdahl is

5 testifying as to what the Commi ssion could do if the

6 conpany were to cone in for a rate case and nake sone

7 adj ustnents. | believe the question m sstated

8 Ms. Erdahl's answer to the earlier question, and

9 object to it on that ground. |If perhaps she could reask
10 the question to reflect Ms. Erdahl's answer, then

11 woul d wi t hdraw an objection to it.

12 JUDGE SCHAER: | believe the objection is

13 that the question nisstates whether Ms. Erdahl was

14 advocati ng sonet hing or explaining sonething, and --

15 MS. ENDEJAN. Okay, | certainly --
16 JUDGE SCHAER: -- what's your response?
17 M5. ENDEJAN: My response is | certainly

18 didn't nean to m scharacterize Ms. Erdahl's previous

19 answer, and | apologize if | did so.

20 JUDGE SCHAER: |'m not making a finding yet,
21 I"mjust saying that's what | think the objection is and
22 asking you if you want --

23 MS. ENDEJAN: | woul d be happy to rephrase

24 t he question, Your Honor

25 JUDGE SCHAER: Thank you, counsel
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BY MS. ENDEJAN:

Q So I"'mjust trying to understand your
position in connection with the directory assistance
adj ustment that you made. And as | understand it, it's
your view that the Conm ssion could nake a rate nmaking
adj ustnent to inpute additional revenues due to rate
i ncreases for conpetitive services that the conpany may
not have nmade but it coul d make because other carriers
charge higher rates. |Is that a fair statement of your
testi mony?

A | believe the Comm ssion could choose to do
t hat .

Q Let's turn to the second adjustment that you
made on your -- actually, it's the third adjustnment on
Exhibit 151C, and it's called | guess the "line sharing
adj ustnent"; do you see that?

A Yes, | do.

Q And you added additional revenues to take
into account the fact that the service had not yet
started in 2001, correct?

A Correct.

Q And, in fact, the service started in January
of 2002, correct?

A Line sharing started in 2002.

Q I"'msorry, line sharing started in 2002?
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A. Ri ght, the practice of charging the $4.

Q And if the conpany used the -- or wouldn't
the 2002 results of operations that recently has been
filed include revenues fromline sharing?

A It would, it should, and we have not | ooked
at that year and made rate nmking adjustnments to that
year.

Q So if you relied on 2002 data, you woul dn't
have to make that |ine sharing adjustnment, assum ng that
the conpany included line sharing revenues in 2002,
correct?

A If they included it, you shouldn't have to do
that, correct.

MS. ENDEJAN. Ckay, thank you.

Your Honor, | have just a question before
get into another line of inquiry, are we adjourning for
the day at 3:30, or are we --

JUDCGE SCHAER: Yeah, we are going to adjourn
for the day at 3:30, so is this a good tine for you to
break?

CHAI RWOVAN SHOWALTER:  We' |l adjourn after
this witness, I'"'msorry. Conmm ssioner Henstad had to
| eave at 3:30.

MS. ENDEJAN. ©Oh, | see, okay, | was

confused. | thought we were adjourning at 3:30 for the
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day.

CHAl RAMOVAN SHOWALTER:  It's that we were
going to -- well, the main thing is Conm ssioner Henstad
had to | eave, and so | think we will finish with this
wi tness but then take up again in the norning so he
doesn't miss too nuch, and he said he will be sure to
read this testinony.

JUDGE SCHAER: And is this a good place for
you to take a break for our afternoon recess?

MS. ENDEJAN. That woul d be just wonderful.

JUDGE SCHAER: All right.

MS. ENDEJAN. Thank you.

JUDGE SCHAER: Well, then it's 3:30, and why
don't we then break now and conme back at quarter to 4:00
and finish with Ms. Erdahl and call it a day, so we are
off the record.

(Recess taken.)

JUDGE SCHAER: Let's be back on the record
after our afternoon recess. M. Endejan, did you have
nore questions to ask the witness?

MS. ENDEJAN. | do, Your Honor

JUDGE SCHAER: Go ahead, please
BY MS. ENDEJAN:

Q Ms. Erdahl, just to follow up on my last line

of inquiry, are there any adjustnments in your analysis
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that reflects revenue | osses that Verizon may have
i ncurred because it was required to nake rate reductions

due to conpetition?

A No.
Q Ckay.
A. This was a high | evel analysis, and it does

not include all the adjustnents that we would nmake if
this were a rate case, and there would be nore
adj ust ments, probably sone going both directions.

Q Okay. Let ne ask you about your adjustnent
that you call on Exhibit 151C, adjust October, Novenber
revenue and expense to normalize; do you see that?

A Yes, | do.

Q Ckay. And | don't nean to put words in your
nmouth, but let ne see if | understand exactly what you
were doing in that adjustnent. Wuld it be correct in
stating that you viewed the November revenues to be
abnormally I ow, so you raised themto Decemnber |evels,
and conversely you viewed | guess Novenber expenses to
be too high and you reduced them |Is that the
normal i zati on process you went through?

A That's correct.

Q And in | ooking at your testinobny on page 8,
you state at lines 13 and 14:

It seens that these variances relate to
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the reintegration of VADI
Do you see that?

A Yes, | do.

Q Okay. Do you know when VADI was reintegrated
into Verizon Northwest?

A. Not exactly. | believe it was October or
Novernber of 2001.

Q Okay. Would you agree with ne subject to
check that, in fact, VAD 's reintegration occurred as of
January 20027

A I would rather just state that | don't know
that that's the correct date.

Q Al right. Nowif you had -- if you relied
on the recent financial information for 2002 as
reflected in Exhibits 168 and 169, you wouldn't have to
make this October, Novenber expense adjustnent, would
you?

A Those nunbers have not been audited, and we
woul d anal yze them Staff would anal yze those nunbers
to see if there were large fluctuations and inquire as
to the reasonabl eness of those fluctuations. So there
may be adjustnents nmade. | do not know at this tinme.

Q Ckay. But I'mtal king about this particular
adj ust ment .

A If it is related to VADI, which |I'mnot sure
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whether it is, | said it appears to be, then that
adj ust rent may not need to be nade, but | would not Iike
to say for certain at this tine.

Q And | believe we asked you in our data
request to you for information supporting your belief
that this adjustnent was required due to the
reintegration of VADI. Do you recall us asking you
that, or do you recall -- or let ne rephrase the
guestion, strike that, excuse ne.

Let me just ask you and cut to the chase
here, what evidence do you have upon which you base your
belief that the variances in October and Novemnber of
2001 related to the reintegration of VAD as opposed to
sonme ot her reason such as a normal nonth-to-nonth
variation in revenues and expenses?

A | believe it was during the informal earnings
review that | got that inpression from discussions and
possibly a response at that tinme, and that's not
sonmething that's been included in the record. |'mnot
for certain that it's related to VADI, but the fact is
there's -- it appears as if something funny is going on
and we just wanted to try and normalize the test year
and nmake sure that the | evels of expenses and revenue
were not under or overstated.

Q Okay. So it's just that those two nonths
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stuck out as being abnormal ?

A Quite a bit, yes.

Q Okay. And in your review of the conpany's
books and records, has it been your experience that
conpani es ever experience variances fromnonth to nonth
in revenues and expenses that ultimately get trued up at
the end of the year?

A Yes, there can be variances, and there can be
a need for true ups, and a lot of tines that new accrua
going forward is at a different |evel because of the
need for the true up and | ooking at these, say the
revenues, if the revenues were actually being trued up
with a decrease to the revenue, then one might see a
di fferent accrual going forward in 2002 if the
appropriate levels aren't being accrued each nonth, and
I did not see those accrual |evels change in 2002 in the
mont hly reports.

Q Okay. Let nme ask you a question about pages
9 and 10 of your testinobny relating to merger transition
costs and savings, if | could direct your attention to
t hat .

A Okay.

Q And | don't want to m scharacterize your
testinmony, but is it safe to say that you contend that

the nerger costs should not be recognized in rates, but
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t he savi ngs should be?

A That's correct, and that's based on findings
by the Commission in prior orders relating to different
compani es.

Q Ckay. But did you, in making that statenent,
did you review the settlenent agreenent in connection
with the nmerger?

A | did, and if | remenber correctly, it was
silent to that issue, which does not -- | don't know
that that means that issue was not addressed, but |
didn't see specific |language in the nerger agreenent
about nerger costs that | recall

Q Okay. So in other words, you can't point to
any specific order or rule that denponstrates that
Verizon agreed to eat the nerger costs but continue to
share the savings in rates?

A No, but I would rely on the Comnr ssion order
UT-991358 in the Qwmest merger where nerger costs were
not allowed to be recovered by the rate payers. And
this was al so the same issue was addressed with
Paci ficor and GTE Contel nerger, and | don't have those
two docket nunbers handy.

Q Al right. Let nme ask you, seeing as how you
apparently have done a little bit of research to prepare

for your testinony and for being here today, are you
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aware of any Commi ssion deci sions established such as
U- 8523, are you famliar with that order, the
Conmi ssion's order in Docket Number U-8523?

A | have read it but not recently.

Q Ckay. But would it be safe to say that
you're aware that the Commi ssion has nmade decisions in
dockets such as U-8523 that set policies that deternine
what percentage of Verizon's intrastate revenues should
be recovered fromlocal as opposed to access services?

A | believe that was addressed in that order,
but it is an old order, and things are changing, so |I'm
not sure whether that still applies today.

Q Sure. But | ooking at -- are you aware of any
Commi ssi on order or rule that supplanted or replaced or
repeal ed the Conmission's order in Docket Nunber U-8523?

M5. SMTH:  Your Honor, this is not
necessarily an objection, but there are many, many
Conmi ssion orders in Docket U-8523, and if you have one
in particular, maybe we can nmake the record nore clear

MS. ENDEJAN. Okay, |'msorry, | apologize, |
al ways just think of -- hello, |'mhaving a senior
nmonent. |Is it the 15th or 18th?

MR, KOPTA: 18th.

MS. ENDEJAN. 18t h suppl emental order in

Docket Nunber U-8523, that is the order I'mreferring
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to.
BY MS. ENDEJAN:

Q And is that the order that you understand ne
to be asking you questions about?

A. Now it is, yes.

Q Okay, and | apol ogi ze for the confusion here.
But et me ask you if you, in looking at Ms. Heuring's
exhi bits, which are Exhibit 243 that you apparently
reviewed in preparing your testinony, did you take a
| ook at or determ ne what percentage of the conpany's
revenues cane from access charges as opposed to | oca
services?

A No, | did not. | |ooked at the overal
ear ni ngs of the conpany and nmade sone high | eve
adjustnents. This is not a rate case, so we did not
address all the issues we would in a rate case.

Q Okay. And based upon that exhibit, and I'm
just going to ask you because | think these can be
mat hematically verified, if you would accept subject to
check that based upon Exhibit 243 that in the year 2000
| ocal revenues were responsible for 65% and access 26%
of the conpany's intrastate revenues, in 2001 |oca
accounted for 68% access 23% and in 2002 | oca
accounted for 68% and access 23% Wuld you accept that

subj ect to check?
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A. I guess if it's conming fromthe reports that
you have in front of you, | would rather just let the

docunents stand as they are on the record.

Q Okay, well --

A. Your math m ght be correct.

Q Al right. But for purposes of ny questions,
wi |l you accept those nunbers?

A. Sur e.

Q And recogni zing that the docunents speak for

t hensel ves and this can be mathematical ly conput ed.

A Yes.
Q Okay. Did you do any analysis of -- or
strike that.

Have you reviewed all the testinony of al
the witnesses in this case?

A | did read all the testinony.

Q Okay. Do you understand AT&T's proposal that
woul d call for a $38 MIlion reduction approximately in
access charges on Verizon's part?

A Yes.

Q And do you al so understand AT&T's proposa
with respect to the possible elinination of the I TAC as
an access charge?

A Yes.

Q Okay. Did you do any analysis of how the
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1 percentages of local to access revenues nmight change if
2 t he Commi ssion reduced access charges down to the levels
3 that AT&T is advocating?

4 M5. SMTH. |'mgoing to object to this

5 question. |It's beyond the scope of Ms. Erdahl's

6 testinmony. She filed rebuttal testinony only to the

7 testimony of Ms. Heuring, and | believe this |Iine of

8 cross is beyond the scope of what she offered in her

9 rebuttal testinony.

10 JUDGE SCHAER: The objection is that it's
11 beyond the scope of her testinony. M. Endejan, your
12 response?

13 MS. ENDEJAN:  Well, | guess ny response, Your
14 Honor, is that this witness is here advising the

15 Conmi ssion with respect to the potential earnings

16 situation of Verizon Northwest as it relates to the

17 proposed access charge reducti ons advocated by AT&T.

18 It's not in a vacuumthat Ms. Erdahl is here. And ny
19 guestion goes to not only what she did do but perhaps
20 what she did not do for purposes of |ooking at the
21 financial inmpact on behalf of the Conmmi ssion Staff to
22 advi se the Conmi ssion about what this all nmeans at the
23 end of the day, howis this going to adjust Verizon's
24 revenues, in what way. |f the Conmm ssion doesn't hear

25 it from you know, Conm ssion Staff or ask questions
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about it, well, then frankly I don't know how they're
going to be informed, and | would urge the Conmi ssion as
it has done in the past to take a broad view as to the
rel evancy of inquiry, particularly when that inquiry

m ght assist the Conm ssion in kind of understanding the
big picture here.

MS. SMTH.  And, Your Honor, in a genera
sense | would agree with Ms. Endejan, but the objection
that 1| made has to do with asking these questions of
Ms. Erdahl. She is not the access charge witness in
this case. She is testifying for Staff for the very
narrow and specific reason to rebut the evidence
presented by Ms. Heuring. |If counsel for Verizon had
questions with respect to the Comm ssion's regul atory
policy on access charges for however so nany years, that
inquiry would be nore properly posed to Dr. Bl acknon
when he was on the stand. Ms. Erdahl is here sinply to
reput the earnings testinmony offered by Ms. Heuring.
She's not our access charge witness.

MS. ENDEJAN. Well, Your Honor, if | mght
briefly respond, she's the earnings witness, but it is
relevant in the sense of we're | ooking at where
Verizon's earnings cone from They come fromprimrily
two sources, local and access. |'m not asking her

policy questions, |'m asking her financial
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1 mat hemati cal, anal ytical, accounting questions. | don't
2 intend to ask her any policy questions about this

3 choice. 1'mjust asking her, did she do this analysis.
4 If she didn't, well, then I will npove on.

5 COW SSI ONER OSHI E:  Ms. Endejan, for ny

6 sake, woul d you please repeat specifically your

7 guesti on.

8 M5. ENDEJAN: Certainly. | asked Ms. Erdah
9 if in the course of her financial analysis she took a
10 | ook at how the percentages in revenues would change of

11 access to local if the Commission reduced access charges

12 to the | evels that AT&T proposes.

13 (Di scussion on the Bench.)
14 JUDGE SCHAER: We're going to sustain the
15 objection. | think when you get to the point where

16 you're asking a Staff witness to tal k about anal ysis of
17 AT&T's proposal that we're getting too far beyond her
18 testinony at this point.

19 Go ahead, pl ease.

20 MS. ENDEJAN. Thank you.

21  BY MS. ENDEJAN:

22 Q Let's turn to the next adjustment that you
23 made on Exhibit 151C, or actually it would be the |ast
24 adj ustmrent, which you call the directory publishing

25 i mputation; do you see that?
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A Yes, | do.

Q Okay. Now would | be correct in stating that
the formula you used to cal culate this nunerical
adj ustment came fromthe last US West now Qnest rate
case?

A Yes, that's where the fornula canme from

Q And at the beginning of your testinobny, you
said that as part of your job responsibilities you also
are charged with exam ning affiliate transactions.

A That's correct.

Q Woul d part of your job responsibilities
i ncl ude exam ni ng transacti ons between what was fornerly
known as GTE Northwest and GIE Directories?

A. That's sonething that is part of nmy job
duties. | haven't done it for this conmpany in
particular at this tine.

Q Did you ever or would you accept subject to
check that GIE Northwest, now Verizon Northwest, never
owned GTE Directories, now Verizon Information Services,
and that VISis what | will call it was always a
separate conpany?

A That's correct, but there's been nunerous
cases of which one was appeal ed and upheld by the
Thurston County Superior Court in which case inputation

was upheld for GTE.



0609

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MS. ENDEJAN:. Your Honor, | appreciate and
counsel can clarify on redirect, but my question,
woul d nove to strike that portion of the answer as not
responsive to ny question, which is whether she knew or
didn't know whether these were separate conpani es.
That's all the question called for.

JUDGE SCHAER: |I'mgoing to limt the answer
to the response to that question, but will allow you to
ask on redirect, Ms. Smith, what that means in terns of
the Commi ssion's view of the affiliated transactions, if
anyt hi ng.

MS. ENDEJAN. Thank you.

BY MS. ENDEJAN:

Q I guess from your fornmer answer to one of ny
guestions that you were not famliar with the
arrangenent between GTE Northwest and GTE Directory
Services; is that correct? | nean, |I'msorry, let ne
strike that.

Have you ever reviewed any contract between
GTE Nort hwest and GTE Directory Services that woul d be
subject to review by this Comm ssion under the affiliate
rul es?

A. No, | have not. | relied on previous
Conmmi ssion orders in the last rate case as opposed to

whet her or not to meke this adjustnment.
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Q Ckay. And those orders in particular related
to Qmest, correct?
A No, | have three dockets | can give you that

relate to GIE Northwest if you would like them

Q Ckay.

A. And one of them Ms. Heuring discusses in her
testi nony.

Q Okay.

A The nobst recent one.

Q Al right. Let me ask you this. Have you

reviewed the contract that is in existence today between
Verizon Northwest and Verizon |Information Services?

A No.

Q Are you aware that that contract is on file
with the Conmi ssion?

A That doesn't surprise ne.

Q Okay. But you didn't look at it for purposes
of preparing your testinmony?

A No, | did not.

Q So therefore | would be correct in stating
that you don't know what the new contract requires
Verizon to pay VIS for services that VIS might perform
on Verizon Northwest's behal f?

A No, | don't know that, and |'m not sure

whether that's relevant in naking this rate naking
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adj ust ment either.
Q Okay. Do you know, are you aware that
Verizon Northwest sells its subscriber listing

i nformati on?

A Yes, | have read that sonewhere.
Q And it's called -- and just to act consistent
with basic telecomprotocol, let's get a few nore

acronynms in there. Are you aware that Verizon Northwest
is required to charge VIS the sane rate for subscribing
listing information as it charges other directory
publ i shers?

A | believe | read that.

Q Okay. And would it be correct to interpret
your adjustment here, which is appearing on | guess

that's colum L of Exhibit 151C, as you want Verizon to

i mpute that dollar amount to Verizon Northwest Inc.'s
revenues, correct?
A Yes. And in doing that, you're basically

hol ding the affiliate at a cost plus reasonable return,
and then the rest of the additional revenue flows back
to the regul ated conpany, which is where the white pages
canme from

Q Ckay. Now do you know if that was under the
old contract arrangenent that Verizon had with a

directory conpany as opposed to the new arrangenent it
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m ght have? Did you do anything to look into that?

A No, | do not know. | gave the fornmula to
Verizon staff during the informal review, and they
provi ded the response to the data request, and | used
their nunber. Made sure that the nunbers tied.

Q Okay. Let's turn to the final adjustnent
that you nmake on Exhibit 151C, and that's entitled
"correct interstate gromh msnmatch"; do you see that?

A Yes, | do.

Q Now the terminterstate growmh msmatch, is
that an accounting term is that a termthat conmes from

any Commission rule or order, or is that a Betty Erdah

ternf

A. That's a staff term we made it up

Q Okay.

A W were trying to characterize what was going
on.

Q Okay. Let nme ask you so | understand what it
is that you're doing here. |If you look at colum K,

what you have done is you have taken --

MS. ENDEJAN. Excuse ne just for a mnute,
because I'mnot certain if this nunber is confidential
and | think it mght facilitate the discussion if |
m ght get it on the record, but I would Iike to ask ny

client.
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Your Honor, | have been advised that the two
nunbers | wish to inquire about on Exhibit 151C, the
confidential designation can be renpved fromthem
BY MS. ENDEJAN:

Q Specifically I would like to ask you about
the -- you are suggesting that $28 MIIlion approxi mately
be renobved out of intrastate expenses, and if you | ook
at the bottom approximtely $84 MIIlion be renoved out
of intrastate rate base, because you think those anmounts
shoul d be attributed to the interstate jurisdiction. |Is
that a correct assessnent of what you have done?

A Yes.

Q All right. Now when you anal yze the
financial results of a conpany like Verizon, you
understand that the conpany starts with total state
regul ated results, correct?

A. Yes.

Q And is it also your understanding that the
conpany applies FCC s accounting rules that separate
revenues and expenses between interstate and intrastate?

A Yes, they should be doing that.

Q And in this case, you're not clainmng that
Verizon failed to follow FCC s separation rules when it
filed its financial data upon which you relied, correct?

A No, just like the inputation adjustnent that
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Staff makes for rate maki ng adjustnent, that's sonething
the FCC doesn't prescribe, yet it's an adjustnment we
make for rate nmeking. This too is an adjustnent that we

made that's for rate making purposes.

Q Have you read part 36 of the FCC s rul es?
A Yes.
Q Al right. And | believe you quote a portion

of it in your testinony, but not the whole section of
Rul e 36.1 of part 36.

MS. ENDEJAN. And with your perm ssion,
woul d I'ike for the sake of conpleting the record, hand
the witness a copy of Rule 36.1 and ask her to read
subsection (h) inits entirety into the record. My |
approach the w tness?

MS. SMTH. | also wonder if once Ms. Endejan
sits back down we could get a page and |ine for the
partial quote, please.

M5. ENDEJAN: Certainly.

JUDGE SCHAER: | believe that may be page 6,
line 5.
MS. ENDEJAN. Thank you, Your Honor, that's
correct.
M5. SM TH. Thank you.
A Okay, Section (h) says:

The separations procedure described in
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this part are not to be interpreted as
i ndi cati ng what property, revenue,
expense, and taxes or what itens carried
in the income reserve and retained
ear ni ngs accounts should or shoul d not
be considered in any rate investigation
or rate proceeding.
BY MS. ENDEJAN:
Q Thank you. Are you also famliar with Rule
36.3 of part 36 that deals with freezing the
jurisdictional separations category relationships or
al l ocation factors?
A Yes.
Q Ckay. Have you read the 2001 FCC order that
adopted this separations freeze?
A Yes, some tine ago.
Q Okay. Are you aware that in that order the
FCC refused to nmake an adjustnment to conpensate for the

i mpact of the Internet on local calling factors?

A Yes.
Q | just want to clarify your position in this
case with respect to your testinony on page 6, lines 16

through 17. You state:
It's unfair to saddle intrastate rate

payers with the expenses and investnent
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while the interstate jurisdiction enjoys

the effects of increased returns.

Is it your position in this case that, or |
don't want to put words in your nouth, that you think
the jurisdictional allocation process is flawed, not
that Verizon properly followed the FCC s jurisdictiona
al l ocation process?

A Yes, and | would like to echo what the joint
board menbers, | believe that's who it was, that said
once this issue is addressed, hopefully by 2006, there
coul d be huge shifts of investnent and expense to the
interstate jurisdiction, and that could be a problem
So what we're doing right here is trying -- attenpting
inrebuttal testinmony, if you were to set rates based on
this high level analysis, we do not believe it would be
fair or I do not believe it would be fair to include
t hese revenues, expenses and investnent, when yet it
really m ght better be born by the interstate rate
payers. And then at sonme point in tine, you know, if
you do allow these expenses and investnment, then do you
come in and file, you know, a rate case to take that out
once the FCC has determ ned what their decision on the
issue is. | don't know, so.

Q Okay. Let ne ask you, you renoved $28

MI1lion in expenses and $84 MIlion in investnment that
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appears to have been properly recorded pursuant to part
36 procedure, and you shifted themout of the intrastate
financials in your analysis, correct?

A Correct.

Q Do you know if Verizon would be all owed by
the FCC to report this $28 MIlion and $84 MIlion in
i nvestment on Verizon's federal books? Do you know if
the FCC woul d all ow t hat?

A I don't know what they would allow for rate
maki ng or rate setting purposes.

Q Well, where woul d these nunbers go,

Ms. Erdahl? They would just sort of vaporize into
space? | nean they' ve got to go sonewhere

M5. SM TH.  Your Honor, |I'm wondering if
that's a question, not nore a statenent.

JUDGE SCHAER: Would you like to restate that
poi nt, Ms. Endejan.
BY MS. ENDEJAN:

Q The question is precisely where do these
nunbers go once they're shifted out of the intrastate
financi al s?

A Well, in depicting with this adjustnment being
made and shifting it to the interstate jurisdiction, the
interstate jurisdiction still shows a 19.43% return, so

| believe those costs really in effect are being covered
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by revenue on the interstate side.
Q But that wasn't ny question, Ms. Erdahl. Do
you know i f Verizon could take your adjustnent and carry

it over toits interstate federal books; do you know for

a fact?

A. I do not know, and |I'm not asking themto do
t hat .

Q Okay. Let ne ask you hypothetically. What

woul d happen if Verizon's interstate revenues grow only
at say arate of 7% and its interstate expenses grew at
a rate of say 33% would you increase Verizon's
intrastate revenue requirenment to make up for this
interstate grom h m smatch?

A. Not if things were -- | couldn't look at it
just in a vacuumw th those nunbers in mnd. There's
nore goi ng on here than just the allocation factors. |f
thi ngs were being allocated appropriately, then we ni ght
| eave those expenses and investment on the interstate
side. If there were other issues like we're dealing
with this Internet issue and DSL and there nmay be ot her
i ssues that are lunped into this nunber, | don't know
for sure, then we would have to consider those.

Q Ckay. Turning to Exhibit Number 165, have
you had a chance to review this before you prepared to

sit down here and testify today? It had been marked as
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one of your cross-exam nation exhibits.

A | | ooked at it, yes.

Q And did you ever |look to see if any other
conpani es other than Verizon are experiencing a simlar
"interstate growmh nmsmatch” prior to preparing your
testi mony?

A No, because they're not before us at this
time seeking to increase rates.

Q So it's possible that other conpanies such as

Qnest may be experiencing a simlar interstate growh

m smat ch?
A | do not know.
Q Okay. Did you quantify the effect of your

five proposed adjustnents in terns of figuring out what
they would add in total to the conpany's rate of return?
In other words, did you | ook to see how the rate of
return woul d be increased by adding the directory

assi stance rates?

A. | didn't look at themindividually.

Q So you cane up with a -- would you accept
subj ect to check that that would add .12%to the
conpany's rate of return for the directory assistance
rate i ncrease revenues?

A I guess | would accept that subject to check

If | have to do additional work, | would rather let the
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1 docunent, ny exhibit, stand as is on the record.

2 Q Well, | think that if you |look at your --

3 it's your testinony that based upon your adjustnents and
4 based upon using the rate of return from 2001, you cane

5 up with a rate of return of 11.57% correct?

6 A Correct.
7 Q Okay.
8 A And that's just the five high |eve

9 adjustnents that | used in rebuttal testinony. That's
10 not a rate case.

11 Q Okay. So if you subtracted 5.5% from your
12 11.5% you would cone up with, oh, God, |'m

13 mat hematically inpaired, 6.7% WII| you accept that

14 subj ect to check?

15 A Sur e.

16 Q Okay. And if you accepted, |I'mjust asking
17 you for the sake of this question, if you accepted the
18 rate of return that Ms. Heuring calculated in, or I'm
19 sorry, that the conpany has calculated as reflected in
20 Exhi bit 168, which is 2.42% and if you added that to
21 the additional return associated with your adjustnents,
22 what woul d you cone up with? |In other words, if you
23 added 6.07% and 2. 42%

24 JUDGE SCHAER: Counsel, is there some reason

25 that we're having these nunbers conputed on the record
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and that you can't use the evidence that's going to be
in the record to make these sane statenents?

MS. ENDEJAN. Well, Your Honor, I'mtwo
guestions away from concl usion

JUDGE SCHAER: All right, 1 just didn't know
if there was. |If there is, go ahead.

BY MS. ENDEJAN:

Q And what is that nunmber, M. Erdahl?
A So | think you were coming up to 8.47%
Q Okay. And is that bel ow the conpany's

current authorized rate of return?
A Yes, it is.
M5. ENDEJAN: Thank you, | have no further
gquesti ons.
JUDGE SCHAER: Did Worl dCom have questions
for this witness?
MS. SI NGER NELSON: No, thank you, Judge.
JUDGE SCHAER:  AT&T?
MR. KOPTA: No, Your Honor, thank you.
JUDGE SCHAER: Commi ssioners, do you have
questions for Ms. Erdahl?
COWM SSI ONER OSHI E: No questions.
CHAl RWOVAN SHOWALTER:  No.
JUDGE SCHAER: And, Ms. Smith, do you have

any redirect?
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M5. SMTH. Yes, | do, Your Honor, thank you.

REDI RECT EXAMI NATI ON
BY M5. SM TH:

Q Ms. Erdahl, there was sone di scussion early
in your cross-exanination about Verizon's 2002 annua
report. Do you know when the conpany or when the
Conmi ssion received Verizon's 2002 annual report?

A | believe that | saw it for the first tine
| ast week. It could have been filed a day or two before
t hat having been routed up to our section

Q And you stated in response to questioning
from Ms. Endejan that Staff had not made any adjustnents
or you had not made any adjustnments to Verizon's 2002
results. Do you recall that answer?

A Yes.

Q And in her questioning, M. Endejan suggested
to you that sone of the adjustments you nmade to the 2000
results, 2001 results, I'msorry, would not be
applicable to 2002 such as the line sharing adjustnent
and the VADI adjustment. Do you recall that?

A Yes, | do.

Q So is it possible that if you were to nake
regul atory adjustnents to the 2002 results that there

m ght well be other appropriate adjustnents to 2002 that



0623

1 sinply did not arise in 2001?

2 A Yes, there would be.

3 Q Al'so in your cross-examnation testinmony you
4 went through various reports from 2000, 2001, and 2002.
5 Do you recall those questions and answers?

6 A Yes, | do.

7 Q Have the nunbers that you gave in answer to
8 those questions fromthe 2000, 2001, and 2002 financia
9 reports been audited for rate making purposes?

10 A. No, they have not.

11 Q Do you know whet her or not the Washi ngton
12 Commi ssi on has required GTE Northwest or Verizon to

13 i mpute revenue fromits directory publishing affiliate
14 in the past?

15 A Yes, | have three different docket numbers
16 that relate to GTE Northwest and its affiliate, and

17 i mput ati on was addressed in each of those docket

18 nunbers, and one in particular was appealed to the

19 Thurston County Superior Court and upheld that
20 i mputation is appropriate.
21 Q And, Ms. Erdahl, there were a nunber of
22 qguestions on cross-exam nation with respect to this
23 Conmi ssion's decision or one of the Conm ssion's
24 deci sions in Docket Nunmber U-8523. Are you aware of the

25 Conmmi ssion's decision in the recent or the fairly recent
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U S West rate case, UT-9502007?

A Yes.

Q Are you fanmiliar with the 15th suppl enenta
order in that case with respect to access charges?

A | have read it

Q Woul d you agree that in that decision the
Commi ssi on suppl anted the net hodol ogy in U 8523 for
fully distributed costs?

A Yes.

MS. ENDEJAN. Objection, Your Honor, to the
extent that it calls for this witness to do two things,
first of all to interpret and calls for possibly a | ega
conclusion. And secondly, | think that Ms. Smith
objected to ny line of questioning in this area, and so
| think that if she felt that ny |ine of questioning in
this area was irrelevant, | would submit that it's
simlarly irrelevant for her to do so on redirect.

MS. SMTH:  Yes, Your Honor, but | didn't
object to all of that line of questioning. | objected
later on in the line of questioning, and the record wll
reflect several questions that Ms. Endej an asked
Ms. Erdahl with respect to the U-8523 proceeding that |
did not object to.

And it does not ask for a |legal conclusion, |

am just asking this witness to say what she thinks this
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1 order said. And we have had several other w tnesses

2 make simlar testinony in this case specifically with

3 respect to Ms. Endejan's question about what the FCC

4 requires of the conpany and filing, and that's not a

5 | egal concl usion either

6 JUDGE SCHAER: Ms. Snith, do you have with

7 you a nore conplete citation to the order?

8 MS. SMTH. | apologize, | do not.

9 MS. ENDEJAN:  Your Honor, | would al so, you
10 know, object --

11 JUDGE SCHAER: Ms. Endejan, |I'mstill asking
12 gquestions to Ms. Smth.

13 M5. SMTH: | don't know, Your Honor, |

14 wasn't anticipating that |ine of questioning. Because
15 it was clearly outside the scope of her testinony, |

16 wasn't anticipating that |ine of questioning, so now |'m
17 attenpting to ask a question to the best of ny

18 recol lection, and | don't have a nore conplete citation
19 to the order.
20 JUDGE SCHAER: | think it mght be nore
21 useful to the Commission to have a nore conplete
22 citation to the order such as which suppl emental order
23 it is.
24 MS. SMTH. 15th suppl enental order, Docket

25 Nunmber UT-950200.
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JUDGE SCHAER: That hel ps.

MS. SMTH. | don't have a particul ar
qgquot ati on or paragraph nunber or page nunber handy.

JUDGE SCHAER: |'mgoing to allow you to ask
to see what the witness may know. |'mnot going to
all ow you to ask her for legal conclusions but sinply
what her know edge of that nay be.

(Di scussion on the Bench.)

JUDGE SCHAER: So, Ms. Endejan, did you have
anyt hi ng?

MS. ENDEJAN. Well, Your Honor, | guess to
the extent the docunment speaks for itself, | nean the
Commi ssion can read the 15th suppl enental order and
what ever passage it is that Ms. Smith is relying upon.
And whet her or not the Conmi ssion in that order
"suppl anted" U-8523 is sonmething for the Commi ssion to
decide and not for this witness to opine upon. If it's
at all relevant to her understanding, and | submt that
it's not, then | don't see the point in asking her the
gquestion. | nean the Comm ssion's orders are the
Commi ssion's orders, and her understandi ng of those
orders is only inportant if it infornms her analysis and
her work in connection with this case, and that's what |
was probing in ny cross-exanination of her

JUDGE SCHAER: Well, I'"'mgoing to stay with
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the ruling | gave. | will not let this witness give

| egal opinion, but in so far as her know edge or policy
i nformati on about this topic, | will allow her to
respond.

CHAIl RWOMAN SHOWALTER: Ms. Endej an, we often
get this kind of objection, and non-attorneys are
neverthel ess expert witnesses in their particular area,
and they often work within the confines of Commi ssion
orders, FCC orders. They are regulatory experts of one
degree or another, and so we usually allow themto
answer questions like this, recognizing they aren't
attorneys, and allow themto stay within the confines of
their own expertise.

BY M5. SM TH:
Q Ms. Endejan, do you recall the question?
mean not Ms. Endej an.

MS. ENDEJAN. | woul d be happy to answer

that, Ms. Smith.

Q | apol ogi ze, Ms. Erdahl, do you recall the
question?

A Coul d you pl ease repeat it?

Q My question is, are you aware that the

Commi ssion's 15th suppl emental order in Docket Nunber
UT- 950200, the U S West rate case, supplants the

nmet hodol ogy i n Docket U-8523 for fully distributed
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costs?
A | renenber reading that.
M5. SMTH: That's all | have
I"msorry, that may not be all | have, one

nonment pl ease.
BY MS. SM TH:

Q And one final question, Ms. Endejan, did the
Washi ngton --

God, you know, it's not that easy to confuse,
| apologize. It nust be getting late in the afternoon
or maybe I'mstill jet |agged or sonething.

Okay, this is for Ms. Erdahl. Did the WIJTC
al so change the access charge structure in adopting the

access charge rule, WAC 480-120-5407

A Yes, it did.

M5. SMTH: | think that's all now, thank
you.

THE W TNESS: You're wel cone.

JUDGE SCHAER: Anything further for this
Wit ness?

Thank you for your testinony, you may |eave
the stand.

I would like to have just a few minutes with
the attorneys before we conclude finally for the day,

because we need to get sone pages from AT&T to repl ace
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sone pages in something they had prepared for M. Fulp,
who | believe is going to be our first witness in the
nor ni ng.

MR. CARRATHERS: Your Honor.

JUDGE SCHAER: Yes, sir.

MR, CARRATHERS: On that point, Charles
Carrathers for Verizon, would anyone object if we flip
the order of witnesses with M. Fulp and M. Danner,
have M. Danner go first and have M. Fulp go |ast.
This is going nmuch nore quickly than we had originally
antici pated, and the sooner we can get M. Danner on and
off, the better. |Is there any objection to that? |
realize Your Honors may have prepared differently.

JUDGE SCHAER: Have you discussed this with
counsel already?

MR. CARRATHERS: No, | have not had a chance,
Your Honor, we've just been discussing it.

JUDGE SCHAER: Did conmi ssioners have
concerns?

CHAl RWOMVAN SHOWALTER: | don't have concerns,
but if there is a switch, be sure to call Conmi ssioner
Henst ad at home and tell him

MR, CARRATHERS: Thank you.

CHAl RWNOVAN SHOWALTER: But we al so defer to

t he counsel who have to cross-exam ne.
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M5. SMTH. W don't have a problemwith
t hat .

JUDGE SCHAER: Okay, | would like to go off
the record for about five mnutes or fewer to get
support staff who will need to put the new pages into
the Commi ssioners' books to join us so that we can do
that together and very quickly, and then we can adjourn
for the day. So let's be back on the record at quarter
to 5:00. W're off the record.

(Recess taken.)

JUDGE SCHAER: Let's be back on the record
after a brief afternoon recess. At this point, |I'm
going to ask M. Kopta, it looks |like |I need to pass out
sets of these to people; is that correct?

MR. KOPTA: Yes, Your Honor, | have passed
out sets to counsel and have provided six copies to the
Bench.

JUDGE SCHAER  Ckay.

MS. ENDEJAN. Greg, |'msorry, did you give
us sonet hi ng?

MR. KOPTA: Thi s norning.

MR. CARRATHERS: The package fromthis
nor ni ng.

MS. ENDEJAN. ©Oh, that, okay.

JUDGE SCHAER: So as kind of my first
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question actually, did the parties deci de whether or not
they would like to switch witnesses tonorrow, allow
Verizon to change its w tness order?

MR. KOPTA: W don't have any objection to
t hem doi ng that.

MS. SINGER NELSON: | don't either

MR, CARRATHERS: |If we can just flip flop
M. Danner and M. Fulp, so M. Danner go first and
M. Fulp will go |ast.

JUDGE SCHAER: Okay.

MS. ENDEJAN. And, Your Honor, | just wanted
to again remnd you, | don't think this is going to be a
problem | will just step out of the room but | have a

schedul i ng conference call with the Washi ngton Suprene
Court in a matter that I'mhandling from1:30 to 2: 00,
and Ms. Heuring is my witness, and |'m assum ng she wil |
be on and off by then, but | just wanted to nmake sure
that -- to rem nd you of that schedul e probl em

JUDGE SCHAER: We'l| meke sure we accommodate
that, | do have a note on that.

MS. ENDEJAN. Thank you.

JUDGE SCHAER: And | have in ny notes al so
that we're going to have to take her before Fulp or we
woul dn't get her on tonorrow, so we have noved out

smartly I'"'mglad to say, and that's not a worry any
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more. So we will start with M. Danner and then go to
Ms. Heuring, M. Tucek, M. Dye, and M. Fulp. WII
that clean it up; is that correct?

MR. CARRATHERS: Ch, | apol ogi ze, Your Honor.

JUDGE SCHAER: That's okay, | think we're all
alittle bit worn out, but just |let me double check
again. W'Ill start with M. Danner, we'll go to
Ms. Heuring, M. Tucek, M. Dye, and then M. Fulp; is
that correct?

MR. CARRATHERS: That's correct, Your Honor.

MS. ENDEJAN. We're starting at 9:00
t onmor r ow?

JUDGE SCHAER: We're starting at 9:30
t onor r ow.

MS. ENDEJAN. ©Oh, 9:30, okay.

JUDGE SCHAER: And we will be in this room
agai n.

And then the other thing that we need to go
through is the materials that we have just been provided
by M. Kopta, and | want himjust to very slowy wal k us
t hrough what goes in and what goes out so that that is
all ready to go in the right places in all of our books.

MR, KOPTA: |'m happy to do that.

JUDGE SCHAER: So go ahead, pl ease.

MR, KOPTA: Okay. In the stack of papers



0633

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that you have in front of you, these should be in order
if | organized themcorrectly, but the top docunent has
in the upper |eft-hand corner this docket nunber and
then Verizon's suppl enental response to AT&T Data
Request Nunbers 63 and 66. And the first line is Data
Request Nunmber 63. This two page non-confidentia
docunent shoul d be substituted for what is currently in
Exhibit 211. So what's in there nowis an earlier
version of the response to Nunber 63. This is the nost
recent version with the | atest supplenent from Verizon

JUDGE SCHAER: Well, then what I'mgoing to
do is mark this as substitute Exhibit 211, and | would
like -- is there a date that shows when this was
prepared? There appears to be in the mddle a date of
2-14-03.

MR, KOPTA: No, actually it would be on the
second page, supplenmental response dated May 1st, 2003.

JUDCGE SCHAER: Okay. And then are you asking
that we replace the earlier document or that we just add
this as a correction to it or a supplenent to it?

MR, KOPTA: | think the easiest thing is just
to replace it, although as a practical matter just the
second page woul d be added since what's in there right
now shoul d just be the first page, so trying to make it

easy.
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1 JUDGE SCHAER: Well, then why don't we just

2 substitute it conpletely.

3 MR, KOPTA: That's what | woul d suggest woul d

4 be the easiest thing to do.

5 JUDGE SCHAER: Does that work for everyone?
6 MS. SI NGER NELSON: Mm hm
7 MR, KOPTA: The next two docunments stay

8 t oget her, although they are separated. One of themis
9 entitled confidential attachnment 63C. The other is

10 confidential attachnment 63D. And these would just be
11 added to Exhibit 212C

12 JUDGE SCHAER  Okay.

13 MS. ENDEJAN. Excuse me, Your Honor, can

14 ask for clarification?

15 JUDGE SCHAER: Go ahead.

16 MS. ENDEJAN. That woul d include confidentia

17 attachment 63D and then Data Request Nunmber 667?

18 MR. KOPTA: No.
19 MS. ENDEJAN. Okay, sorry.
20 MR, KOPTA: Exhibit 212 now is conprised of

21 essentially four docunments, confidential attachnent 63A,
22  63B, 63C, and 63D

23 MS. ENDEJAN:.  Okay.

24 JUDGE SCHAER: Okay. And next we have?

25 MR, KOPTA: Next we have a single
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confidential docunent that is Data Request Number 66.
This should replace what is currently in Exhibit 213,
and we will need to add a designation of Cto that
exhi bit because previously it was not designhated as
confidential, but it's a replacenent or actually a
suppl enental response to Data Request Nunber 66.

JUDGE SCHAER: Okay.

MR. KOPTA: So take the old one out, and put
this one in.

MS. SMTH. Greg, | don't think |I have that
one in ny stack. It was DR 66.

MR, KOPTA: |'ve got plenty of copies, be ny
guest .

M5. SMTH:. And again, this was supposed to?

MR, KOPTA: It is supposed to replace what is
currently in Exhibit 213, so it will now be Exhi bit
213C.

The next document is if you | ook at the
m ddl e of the page, it's entitled supplenental response
to AT&T Data Request Number 34, and this should repl ace
what's currently in Exhibit 217, which is only a single
page. And I will note that there was a designation on
the front of this from Verizon that it contains
confidential material, but unfortunately the pages

t hensel ves didn't indicate what was the confidentia
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material, so | undertook to try and protect the nunbers
which are the second two pages in this docunent.

JUDGE SCHAER: Are those the pages that you
wer e concerned about, Verizon?

MS. ENDEJAN: Yes.

MR. KOPTA: The renainder of the exhibit |
believe are filings with the Conmm ssion, which | believe
are public records unless there's sonething confidentia
Verizon has filed as part of its annual report.

MS. ENDEJAN. No, | very much appreciate,

M. Kopta, that you did that, because | think that what
probably happened is | believe this was transmtted
electronically to you. Try as you can, | don't think
you can transmt pink pages.

MR, KOPTA: |I'mglad that you can't. M eyes
woul dn't be able to take it.

JUDGE SCHAER: So |'mstill a little bit
concer ned about how we're going to treat this document.
Are we going to have to treat the whole thing as
confidential because of confidential pages, or should we
be splitting this into two parts? Maybe | should ask
Verizon that again just because it's your concern about
confidentiality.

MS. ENDEJAN. | guess it probably depends on

how M. Kopta wants to use it in cross-exam nation.
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We're happy to do whatever facilitates ease in doing
t hat .

MR. CARRATHERS: What if we, and | have no
idea if this is the practice here, but if we replace
this with 217, instead of doing a new exhibit nunber,
could we do page 1, then confidential page 2,
confidential page 3, and just paginate the rest of it so
that when he refers to it if he refers to it say, you
know, Exhibit 217, confidential page 2. It seens to ne
it's either that or have two, create another exhibit.

JUDGE SCHAER: Yeah, it seems that it's
either that or we split out the two pages and we have
two pieces to 217. | think maybe | would like you to
| ook at the confidentiality order and see what it says
about that. It may be that just by including nore
informati on on the front page we have acconplished that,
but I can't tell you fromnenory right now There's
sonmet hi ng there sonebody needs to | ook at.

MS. ENDEJAN.  You know what m ght be the
sinplest thing to do frankly is just take these two
pages out, nmake them 217C.

JUDGE SCHAER:  Ckay.

MS. ENDEJAN: | think that just makes it
easy.

JUDGE SCHAER: Okay. So will you undertake
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to bring those in, or can everybody handl e just doing
t hat ?

MS. ENDEJAN. Can you handl e just ripping
themout? They're all three-hole punched.

JUDGE SCHAER: Ckay. So we're going to
designate as Exhibit 217 the white pages of this
docunent, and then we're going to designate as 217C the
pi nk pages of this docunent.

And then finally?

MR. KOPTA: Well, | wish it were final

JUDGE SCHAER: That's not the final, is it?
Keep goi ng, M. Kopta.

MR. KOPTA: W shful thinking unfortunately.

The next docunent is a confidential docunent
that's four pages and is entitled supplenental responses
to AT&T Data Request Number 70, and we nay need to do
the sane thing with this one that we just did with the
ot her, because currently this would replace a portion of
Exhi bit 218, which has a response, plus it has an
attachment. The attachnent is not confidential. So
what | woul d propose is that this new portion of Exhibit
218 be 218C.

JUDGE SCHAER: Ckay.

MR. KOPTA: And the attachment woul d be 218,

and we would just renpve what's currently now the
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Veri zon response to Data Request 70, just the question
and the response itself.

JUDGE SCHAER: |'m |l ooking at the new
material in front of ne. | have pink pages that go with
Nurmber 70 and no white pages in that packet, and then
have pi nk pages for Nunmber 71, no white pages, and then
| have --

MR. KOPTA: Right, and I'mtal king about
what's currently in the exhibit.

JUDGE SCHAER: In 2187

MR, KOPTA: Currently in 218, it is
non-confidential. There is our Request Nunber 70 and
Verizon's response.

JUDGE SCHAER: Ckay.

MR, KOPTA: There may actually be -- it may
actually be a confidential, yeah, confidential single
page, and then there's Attachnment 70.

JUDGE SCHAER  Ckay.

MR, KOPTA: So we probably needed to break
this out anyway.

MS. SMTH. And attachnment 70 is very thick
right?

MR. KOPTA: Yes, it is.

MS. ENDEJAN. Sorry, it is late in the day,

G eg.
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MR, KOPTA: Yeah. So the replacenent pages
woul d go in, the one single page which has our request,
and Verizon's initial response would conme out.

JUDGE SCHAER: So this first page comes out?

MR, KOPTA: Correct, the first pink page
that's in there right now cones out.

JUDGE SCHAER: But does the first white page
cone out of the existing exhibit?

MR. KOPTA: |s there a white page?

JUDGE SCHAER: The first page is white.

MR. KOPTA: Everything other than attachnent
70 cones out. Let's put it that way.

JUDGE SCHAER: Okay. And then we have
attachnment 70 that now i ncl udes these pieces?

MR. KOPTA: No, attachment 70 woul d be
separate. It's actually an attachnment to this data
request response.

JUDGE SCHAER: So 218 --

MR. KOPTA: So 218 would be attachment 70

JUDGE SCHAER: Okay.

MR, KOPTA: And 218C would be this four page
docunent that | just handed out today.

JUDGE SCHAER: Ckay, and there's nothing in
218 right now that's confidenti al

MR, KOPTA: Unfortunately there was sonething
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that was confidential, but we're taking it out, so we
have to sort of redo it.

MS. ENDEJAN. My current Exhibit 218 is the
sal es and marketing agreenent, et cetera, a big,
thick --

MR. KOPTA: Yes.

MS. ENDEJAN. Right, got that. And so then
218C is the new pi nk one?

MR, KOPTA: Correct.

MS. ENDEJAN. Okay.

JUDGE SCHAER: Okay, my 217Cis not big and

t hi ck.

M5. SMTH: 218, the non-confidenti al
portion.

JUDGE SCHAER: Okay, this one is big and
thick. | think either you're mxing the nunbers, or ny

ears are m xing.

MR. KOPTA: Could be both or either or who
knows.

JUDGE SCHAER: Okay.

MR. KOPTA: Bottomline is it's 218.

JUDGE SCHAER: And then the old 218 one page
confidential ?

MR. KOPTA: Cone.

JUDGE SCHAER: |s gone, and we just nove that
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sticker over to the new confidential?

MR, KOPTA: Right.

JUDGE SCHAER: And the old one we had
nunber ed 218a- C.

VMR. KOPTA: Did we have an a-C?

JUDGE SCHAER: Yeah, we did, so let's nake
the new one 218a-C and then we don't have to think.

MR. KOPTA: Fine, works for ne.

JUDGE SCHAER: Okay. | can't throw this one
on the floor.

MR, KOPTA: Oh, that's right, you have to be
careful .

MS. SMTH.  You know, Judge, the rule is
you' re supposed to return it to the conpany.

JUDGE SCHAER: | thought the rule had been
nodi fied to say --

M5. SMTH: | don't know.

JUDGE SCHAER: -- that you can also put it
t hrough the shredder.

(Di scussion off the record.)

MR. KOPTA: The next document is a four page
confidential document that will replace what is
currently in Exhibit 219.

JUDGE SCHAER: Okay.

MR, KOPTA: O actually there isn't anything
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in 219, because it was a placeholder, so this will be
it.

JUDGE SCHAER: Okay. So this big thick thing
that says 218 will be replaced, right?

MR, KOPTA: No, the big thick thing stays.

JUDGE SCHAER: Okay, | will talk to Bob about

219, okay.

MR. KOPTA: 219 was enpty, but now it has a
four page confidential exhibit, so we would need to nake
it Exhibit 219C

JUDGE SCHAER: Okay, |'ve got 219C on ny
list.

MR. KOPTA: And now we have | ast but not
| east .

JUDGE SCHAER: Anot her m xed nessage.

MR. KOPTA: And what | had proposed that we
woul d do is designate this as Exhibit 403, because this
is a new exhibit that arose out of the response that we
got from Verizon recently. I'mreally only interested

in the |l ast page, but in the interest of conpleteness, |

am providing the entire docunent. |If Verizon would like
t he whol e docunent to be in, |I'mhappy to do that.
Oherwise | will just put in the last page. So | will

leave it to themto deci de what makes the npbst sense.
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JUDGE SCHAER: Is that something you want to
deci de right now?

MR, CARRATHERS: Well, is this our response?

MS. ENDEJAN. This is the suppl enenta
response.

MR, KOPTA: This docunent | will represent to
you is Verizon's conplete response to AT&T Data Request
Nurber 16.

JUDGE SCHAER: It really makes no difference
to the Bench, just nmake a call if we can.

MR, CARRATHERS: We can just introduce the
| ast page.

MR. KOPTA: That's fine.

MR, CARRATHERS: Thank you, Geg, |
appreciate it.

MR. KOPTA: Sure.

JUDGE SCHAER: Now is the request on the | ast
page?

MS. ENDEJAN. Yeah, | think the data request
shoul d be attached to the | ast page, okay.

JUDGE SCHAER: | think so too.

M5. SMTH: So we have 403 and 403C.

MR. KOPTA: Right.

JUDGE SCHAER: Well, | think that if this is

just a question.
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MS. ENDEJAN. \Why don't we just make the
whol e thing 403C.

MR, KOPTA: Let's just do the whole thing,
yeah, 403C

JUDGE SCHAER: Are you referring to -- other
than the first thing is all the confidential things that
respond to this it | ooks like. Are you confortable with
that Ms. Smith?

M5. SMTH: Yes, | just offered that as a
suggestion. |'mconfortable with what anybody el se
wants to do.

JUDGE SCHAER: Okay. So |'mgoing to mark
for identification at this tinme Exhibit 403C, a two page
docunment which is entitled at the top AT&T Data Request
Nunber 16, and then the second page contains
confidential figures.

So does that conplete our exhibit project for
t he eveni ng?

MR. KOPTA: It does for ne.

JUDGE SCHAER: Okay.

MR, CARRATHERS: Do you want to nove -- do we
want to discuss introducing into the record the exhibits
for Dr. Selwyn, or do you want to do that Friday norning
and the contested exhibits? Again, | apologize, I'm

just not certain where we are in those.
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JUDGE SCHAER: Well, | would be fine with
your offer of Dr. Selwyn's exhibits nowif you wanted to
since he has already testified, and that would keep them
going in on the same day. So if you want to offer those
right now, let's see if there's an objection and
ot herwi se get those admtted.

MR. KOPTA: That's fine. And | hate to nake
nore work, but there were sone cross exhibits designated
for various Staff witnesses as well. | didn't know
whether it was the sane kind of procedure.

MR, CARRATHERS: Right, we were going to
wi t hdraw sonme -- | apol ogi ze, Your Honor

JUDGE SCHAER: Well, let me ask this. Can we
tal k about Exhibits 9 and 10, and then | do want to
rai se nore broadly the issue of the data request
responses.

MR KOPTA: Yes.

JUDGE SCHAER: Because | had understood there
was sone agreenent between AT&T and Verizon, but |
noticed Verizon wasn't offering themon Staff witnesses
either, so | didn't know if that agreement had expanded,
and I would just like to have a clear understandi ng of
what ever the agreenent is.

MR, KOPTA: Sure, | appreciate that, and just

to reiterate the discussion that | had with Judge Schaer
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off the record this norning, | neglected to include
Exhibits 9 and 10 anong the exhibits that had been
attached to Dr. Selwn's rebuttal testinobny. So at this
point, | would nove for the admi ssion of Exhibits 9 and
10.

JUDGE SCHAER: |s there any objection?

Those docunents are admitted.

MR. KOPTA: Thank you, Your Honor

JUDCGE SCHAER: Okay. Let's go back and just
kind of tal k about what we're going to do with exhibits.
There are a nunber of exhibits identified and Iisted on
the exhibit list, and it was ny understanding from
earlier discussion between AT&T and Verizon that those
two parties have reached an agreenent that they woul d
stipulate in any Exhibits that were sinply a data
request and response. It was also my understanding from
Verizon that they were going to w thdraw a nunber of
their identified exhibits and that we tal ked about that
perhaps the best tine to do that would be Friday norning
at a pre-hearing conference where the Conmm ssioners did
not need to be present.

Is that also Staff's agreement as regards the
exhibits that are data requests and responses only?

MS. SMTH. | don't recall. | have flagged

four data requests and responses that we are objecting
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to sinply because they go to testinony that's either
been stricken or withdrawn, and | thought that was
di scussed at | ast week's pre-hearing conference when
was not here.

MR, CARRATHERS: And again, Chuck Carrathers
for the record, Verizon Northwest, | nmay have been
confused on what exactly the process was or what we
agreed to, but basically Verizon marked as cross
exhibits all of the data request responses provided by
AT&T and Staff. Sone of the responses provided by Staff
went to the rate rebal ancing issue that the Conmi ssion
said we're not addressing in the notion to dismiss. And
given the notion to disnmss, we agree with Staff that
the exhibits Staff wants to withdraw are properly
wi t hdrawn because they went to testinony that had been
stricken by the Conmission. So we have -- and it is
very, | think, very easy to do. For Staff's we would
nove into evidence all of the cross exhibits that we
identified on the exhibit |ist except for Nunmber 139,
140 --

JUDGE SCHAER: Sl ow down, please

Okay, go ahead.

MR, CARRATHERS: Again, we w thdraw Nunmber
139, Number 140, Number 142, Number 143, Number 117, and

Nunmber 119. And by we, | nmeant to suggest Staff wanted
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1 a number of those withdrawn.

2 MS. SMTH. And that's ny understandi ng as
3 wel
4 JUDGE SCHAER: | know there was discussion of

5 this, that the parties would review what remained in

6 their testinony and exhibits and seek to identify what
7 shoul d be withdrawn given the other rulings. Please

8 give ne the last two nunmbers, was that 117 and 119?

9 MR. CARRATHERS: That is correct.

10 JUDGE SCHAER: Thank you. So | will go ahead
11 and wi thdraw those now. And then you wish to offer --
12 you know, what we had tal ked about in my recollection
13 and one reason we were going to do this Wednesday is |
14 think you, M. Carrathers, in a noment of generosity
15 offered to make an exhibit Iist that showed what had
16 been withdrawn and what you proposed to offer. And

17 was going to ask all three of the parties who had

18 exhibits in just to identify any exhibits that you had
19 i dentified but were proposing to withdraw. And

20 believe | may have all four of yours dealt wth,

21 Ms. Smith. |Is that right?

22 MS5. SMTH: Yes, Your Honor, that's correct.
23 JUDGE SCHAER: So | don't know if AT&T has
24 any.

25 MS. SMTH. And actually, those weren't
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Staff's cross exhibits, those were Verizon's cross
exhibits of Staff's witnesses that we agreed Verizon
woul d wi t hdr aw.

JUDGE SCHAER: Okay. So | think right now
that we probably should call it a day and try to get
i nformati on brought inin witing --

MR. CARRATHERS: We can do that.

JUDGE SCHAER: -- Friday norning just --

M5. SMTH:  And, Your Honor.

JUDGE SCHAER:  Yes.

MS. SMTH. This is just a question, and
maybe it's wi shful thinking, but at the pace this
hearing is going, | wonder if it would be necessary if
we woul d even be here on Friday at all. So rather than
waiting to do something mnisterial at a pre-hearing
conference on Friday, if it's sonmething that could be
done in witing and subnmitted, it would save us all tine
on Friday if, in fact, we may wap up with testinony
t onor r ow.

JUDGE SCHAER: Well, I'mcertainly willing
tomorrow i f we have wrapped up testinony to cancel the
pre-hearing and to nake those arrangenents. | would be
delighted if we could do that.

MS. SM TH. Thank you, Your Honor, | think we

all woul d be.
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M5. ENDEJAN: And, Your Honor, what we could
do and what we have prepared and we'll bring tonorrowis
a list identifying those portions of testinmony and
exhibits that we want to nake an offer of proof on. And
the way to sinplify it is we could perhaps just hand you
the list for inclusion in the record just to preserve
our rights.

JUDGE SCHAER  Okay.

M5. SMTH. And then | imagi ne that woul d be
subj ect to objections or argunent, if any.

MS. ENDEJAN. Well, it's an offer of proof,
Shannon.

MS. SMTH:  Oh, okay.

JUDGE SCHAER: | think what we're | ooking at
is as refined as we can get away with an offer of proof
so we don't have to -- and only in the sense that it
seenmed that it could be done efficiently by identifying
the identified but not admtted exhibits and testinony
that Verizon nmay wi sh to appeal just by identifying
those and having the parties agree that if this goes to
appeal, those are itens that could be identified as
havi ng been of fered subject to proof without making
peopl e read themor tal k about thema lot. | nean these
are just ideas that have been informally explored to try

to expedite matters.
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So is there anything el se that we woul d need
to tal k about this evening?

MR. KOPTA: No, thank you, Your Honor.

JUDGE SCHAER: We have our order of witnesses
for tonorrow. W're going to adjourn in this room and
we're going to get together again in this roomat 9:30
tomorrow norning. And if there's nothing further to
come before the Comni ssion, then we are adjourned, we're
off the record.

(Hearing adjourned at 5:20 p.m)



