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INTRODUCTION

1 The Commission has repeatedly indicated its desire to consider the merits of the
Complaint filed by AT&T Communications of the Pecific Northwest, Inc. (“AT&T”) — most
recently by requiring the parties to address the issues of appropriate access charges for Verizon
Northwest Inc. (“Verizon™) and how to implement any rate change. Verizon has conagently
ignored and resisted this Commission desire, and Verizon's Opening Brief (“Verizon Brief”) is
no exception. Verizon virtualy concedes the need to change its excessive originating access
charges but devotes the mgjority of its brief to arguing why the Commission cannot consider
doing so. Indeed, Verizon does not even atempt to justify these charges except as an dlegedly
necessary source of intrastate revenues. Verizon's arguments do not come close to being
convincing.

2. AT&T and Commission Staff (“ Staff”) have presented substantid and reliable
testimony demongtrating the unrebutted need to reduce Verizon’s access charges to cost-based
levels. AT&T and Staff may not be in complete agreement on the precise amount of that
reduction, but they agree that Verizon's current rates are unlawful, unfair, unjust, and
unreasonable. Accordingly, AT& T urgesthe Commission to find in favor of AT&T on the
dlegaionsin AT& T s Complaint and to grant the relief that AT& T has requested.

[I. DISCUSSION

A. WHAT SHOULD VERIZON'SACCESS CHARGES BE, AND WHY?

3. Verizon's access charges, like its local interconnection rates, should be based on
Verizon's forward-looking costs to provide the service. Verizon, however, advocates retaining
its exiging rates, based largely on a decison the Commission made amost 20 years ago in
Docket No. U-85-23. Verizon gpparently livesin the past, despite that fact that the company was

formed only three years ago in the wake of the merger between BellAtlantic and GTE. Verizon
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undoubtedly would like to turn the clock back to the days when compstition in the intraLATA
toll and locd markets was nothing more than an heretical idea, and Verizon was earningin
excess of its authorized rate of return. While Verizon's attitudes toward competition and its
earnings have not changed, the rest of the world has.

4. The Commission and Washington intraL ATA toll markets have moved far
beyond the circumstances that existed in 1985. Rather than viewing access charges asacash
cow for incumbent local exchange carriers (“ILECS’), the Commission now redlizes that
consumers receive grester benefits when toll services are effectively competitive. The
Commission aso understands that such competition cannot develop when access charges vary
dramatically from loca interconnection rates. The Commission took its latest step toward access
charge reform in the rulemaking that resulted in WAC 480-120-540. Verizon, not surprisingly,
amog Sngle-handedly prevented that rule from taking effect for dmost six years, ostensibly
arguing that access charges should be set in carrier-specific proceedings, rather than pursuant to
arule. Now in acomplete about-face, Verizon damsthat the Commission should rely solely on
the rule, rather than this Verizon specific proceeding, to conclude that Verizon's access charges
areinvulnerable from chdlenge. Verizon will make whatever argumentsiit believes will dday
the advent of more effective competition, regardless of the inconsstency of its advocacy.

5. Neither AT& T nor Staff needsto file a petition to dter the Commisson’s
decision in Docket No. U-85-23. The Commission effectively has done so itself long ago. Nor
does the Commission need to alter WAC 480-120-540. That rule requires cost-based access
charges, and none of the exceptions it provides apply to Verizon. AT&T is not atacking the
Commission’s access charge rules and policy but is attempting to use them to demonstrate to the

Commission the need to take at least the next step toward access charge reform by diminating
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the $40 million problem that Verizon's access rates cregte in Washington intraL ATA toll
markets. The means exist to remedy that problem. AT&T urges the Commission to use those
means.

1. Terminating Rates (including I TAC)

6. Verizon's terminating access rate should be equa to the forward-looking costs of
providing that service, i.e., the same asitsloca interconnection rate. Verizon points out that its
current rates include those cogts, as well as an interim universa service subsdy rate eement
(“ITAC") authorized under WAC 480-120-540, and Verizon thus daimsthat itsterminating
access charges are consstent with applicable law. ASAT& T discusses below and in its Opening
Brief,* the ITAC isinconsistent with federal law and should be diminated.? If the Commission
continues to authorize Verizon to charge that rate e ement, however, the Commission should

adopt the ITAC that Staff has calculated.®

2. Originating Rates

7. Verizon's charges for originating access, like its terminating access rates, should
be based on forward-looking costs. Rather than address the merits of AT& T'sclams, Verizon

devotes the section of its brief discussing this issue to procedurd reasons why the Commission

! Section C, infra; AT& T Opening Brief at 22-23.

2 Verizon asserts that AT& T haswaived this claim because an exhibit to Dr. Sdwyn's testimony
includes ITAC revenues when caculaing the impact on Verizon's revenues if the Commisson
adopts AT& T’ s proposed access charges. Verizon's assertion is not even facially plausble. Dr.
Sdwyn, as afact witness, cannot waive one of AT& T'slegd clams. Verizon, moreover, never
asked Dr. Sewyn about this exhibit or made any alegation, much less demondration, inits
testimony or during the hearings that the exhibit isinconsastent with Dr. Sdwyn’s frequently

stated position that Verizon's access charges should be based on forward-looking costs. Verizon
cannot raise such factud damsfor the first timein its post-hearing brief. See In re Continued
Costing and Pricing of UNEs, Docket No. UT-003013, Thirteenth Supp. Order (Part A Order),
11387 (Jan. 2001) (“parties may not raise factua disputes for the first time in their post-hearing
briefs’).

3 Exs. 100-107C (Staff Zawidak testimony and exhibits).
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should not consider those claims. Indeed, Verizon virtualy concedes that its originating access
charges are excessve but contends that there is nothing the Commission can do about them
without Verizon's consent. The Commisson is not so limited and should regect Verizon's nove
and sdf-sarving postion.

8. Verizon firg resurrects its arguments that AT& T's Complaint represents Sngle
issue ratemaking and is not authorized by the complaint statute The Commission has aready
rejected these argumentsin this case. Verizon cites no change in governing law or fact thet
would justify a different decison. The Commisson, therefore, should once again reject
Verizon's arguments.

0. Verizon then clamsthat AT& T’ s and Staff’ s proposas to reduce Verizon's
access charges are impermissible collaterd attacks on the Commission’s access and imputation
rules® Asdiscussed in more detail below,® AT&T is not attacking WA C 480-120-540 and WAC
480-80-204(6) but is seeking to enforce them, dong with other provisions of goplicable law.
Verizon's cregtive interpretation of these rules and mischaracterizations of AT& T'sclams do
not provide any basis on which the Commisson should refuse to consder AT& T'sand Staff's
proposals to reduce Verizon's excessive access charges.

10.  Findly, Verizon maintains that the Commission cannot reduce Verizon's access
charges without Simultaneously increasing other rates on arevenue neutra basis.” Verizon cites
no authority for this pogtion, and AT& T isaware of none. Indeed, Verizon's own witness

acknowledged that Verizon can be required to reduce its access charges if those charges violate

* Verizon Brief at 14.
>|d. at 15.

® Section E, infra.

’ Verizon Brief a 15-16.
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applicablelan.® AT&T and Staff have produced more than sufficient evidence to demonstrate
that Verizon's access charges are unlawful, unfar, unjust, and unreasonable. The Commission,
therefore, has both the authority and the obligation to remedy Verizon's violation of applicable
law by requiring Verizon to reduce its switched accessrates. Verizon certainly may seek
Commisson permission to generate offsetting revenues from other sources, but those issues
should be addressed in a separate proceeding initiated by Verizon, not in this docket.

B. IMPUTATION ISSUES

11.  Verizon, both directly and indirectly through its affiliate V erizon Long Distance
(*VLD?”), pricesitsintraLATA toll services below areasonable estimate of Verizon's price floor.
Verizon disagrees, claming that al of itstoll services pass imputation based on a comparison
between its retail rates and a price floor that Verizon contends is the only one that is calculated
consgtent with Commission requirements. Of course, the Commission would have to take
Verizon'sword for the accuracy and propriety of Verizon's caculationsin light of the fact that
Verizon faled to produce any evidence identifying, much less explaining or justifying, how
Verizon cdculated its price floor. The Commission, however, should review the record
evidence, which demondtrates that Verizon's cdculations are unredigticaly low. The price floor
developed by Dr. Sewyn is a conservative and reasonable estimate of Verizon's cogts to provide
intraLATA toll service and is considerably higher than Verizon's (and VLD’ s) retall toll retes.

1. Access Costs (including the Conver sion Factor)

12. Dr. Sdwyn caculated areasonable estimate of Verizon's access codts as part of
his direct testimony.® Verizon takesissue with Dr. Sdwyn's calculations, dlaiming that (1) he

failed to use Verizon's updated traffic digtribution figures, and (2) his rebutta testimony

8 Tr. at 692-93 (Verizon Danner).
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criticizes Verizon access charge caculaions that comply with statements he made in his direct
testimony. The record evidence provides no support for Verizon's clams, which should have
been made long before Verizon filed its post-hearing brief.

13.  Verizon provided only its proposed lump sum price floor inits tesimony.*® No
Verizon witness ever identified the amount of that price floor that is comprised of access costs,
much less explained how Verizon caculated those costs. Nor did Verizon's prefiled testimony
address, much less take issue with, Dr. Selwyn’s access cost caculaions,™ despite Dr. Sewyn's
virtud invitation to do s0.X2 Not until its post-hearing brief did VVerizon dispute Dr. Selwyn's
access charge calculations,*® and not surprisingly, Verizon's brief cites no record evidencein
support of its factual assertions on how Verizon calculated its access costs.** Verizon's

criticisms not only lack evidentiary support, they come far too late to be considered by the

9 Ex. T1 (AT&T Sdwyn Direct) at 32-34 and Attachment 3.
10 Ex. 231C (Verizon Imputation Andlysis) a col. (K).

1 S eg., Ex. T3-R (AT& T Sdwyn Rebuittal) at 18 (“Verizon offered no criticism of my
caculations of the access codts attributable to Verizon in the provison of toll service, despite the
fact that the Company’s calculation of these cogtsis different.”).

12 See Ex. T1 (AT&T Sdwyn Direct) at 34 n.48 (observing methodological changesin Verizon's
caculations in an updated data request response provided shortly before the testimony was filed
and noting, “It islikely that these new methodologies will be addressed in Verizon's responsive
tesimony, in which event | will congder their appropriateness and accuracy, and respond
accordingly in my rebuttal testimony.”).

13 Verizon attempted to address Dr. Selwyn’s access cost calculations in surrebuttal testimony,
but the Commission struck that testimony for addressing issues that Verizon should have
addressed in itsresponsive testimony. Verizon, however, never attempted to question Dir.
Sdwyn during the hearings on the aleged inconsstency between his direct and rebuttal
testimony.

14 See Verizon Brief at 21-22. Indeed, Verizon citesto Staff testimony to identify Verizon's
access cost calculations. 1d. at 22.
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Commission.® The Commission, therefore, should adopt Dr. Selwyn'’s calculation of Verizon's
access costs.

2. Billing and Collection Costs

14.  Dr. Sdwyn conservetively estimated that Verizon's billing and collection costs
are $0.0155 per minute of use. Verizon's criticisms of that estimate are devoid of merit, asis
Verizon's atempt to judtify its own fatdly flawed billing and collection cost study.

15. Verizon firg contends that WA C 480-80-240(6) requires that Verizon's price
floor be cdculated using the long-run incrementa cost (“LRIC”) of hilling and collection, and
thus “Dr. Sdwyn is attempting to re-write the Commission’s price floor policy and imputation
test as embodied in analysis conflicts with the Commission’simputation rule.”*® Verizon,
however, conveniently ignores the plain language of the rule, which providesin relevant part:

The rates, charges, and prices of services classified as competitive

under RCW 80.36.330 must cover the cost of providing the

sarvice. Costs must be determined using along-run incrementd

cost andysis, including as part of the incremental cog, the price

charged by the offering company to other telecommunications

companies for any essentia function used to provide the service,

or any other commission-approved cost method.’
This express language permits the Commission to consider and adopt a cost methodology other
than LRIC. A LRIC andyss, moreover, does not require the Commission to consder billing and

collection for toll services as*“incrementa” to locd service. AsDr. Swyn explained, the

reverse assumption — that loca service hilling and collection be consdered “incrementa” to toll

15 See In re Continued Costing and Pricing of UNEs, Docket No. UT-003013, Thirteenth Supp.
Order (Part A Order), 1387 (Jan. 2001) (“parties may not raise factua disputesfor the first time
in their pogt- hearing briefs’).

16 \/erizon Brief at 24.
1" WAC 480-80-240(6) (emphasis added).
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billing — is more appropriate under the circumstances presented here® Dr. Selwyn’s approach
thusisfully congsent with both the letter and the spirit of WAC 480-80-204(6).

16.  Verizon dso damsthat Dr. Sdwyn miscdculated the amounts that VLD pays
Verizon for billing and collection  Verizon had every opportunity to make that point —and
provide evidence to support it — in its testimony or even in its cross-examination of Dr. Sewyn.
Verizon failed to do so, and it cannot attempt to do so for the first time in its post-hearing brief.*°
Even were that not the case, the record evidence supports Dr. Selwyn’ s calculations.?°

17.  Theevidence a0 supports the applicability of those cadculations to a proper
edimate of Verizon'sintraLATA toll price floor. Verizon observesthat its chargesto VLD for
billing and collection must be the higher of either Verizon's booked cogts or the fair market

vaue of the service provided. Verizon indicated in aresponseto an AT& T data request that its

18 Tr. & 503 (AT& T Sdwyn); Ex. T1 (AT&T Selwyn Direct) a 36. Verizon aso unsuccessfully
attempts to attack Dr. Sdwyn’stestimony by focusing on his use of the terms “regulated” and
“unregulated.” The context of his testimony makes clear, however, that Dr. Sdwyn refersto
noncompetitive loca service as “regulated” and competitively classified services as
“unregulated.” Verizon fails to address, much less rebut, Dr. Sdwyn’'s fundamenta point that
Verizon proposes to use facilities funded by captive ratepayers to cross-subsdize Verizon's
competitively classfied intraLATA toll services.

19 See In re Continued Costing and Pricing of UNEs, Docket No. UT-003013, Thirteenth Supp.
Order (Part A Order), 1387 (Jan. 2001) (“parties may not raise factud disputes for the first time

in their post-hearing briefs’). Similarly, Verizon contends that Dr. Sdwyn’stestimony is

inconggtent with a sdective quote from testimony provided by a different witness who tetified

on behdf of AT&T in the Qwest (then USWEST) rate case. Verizon Brief a 19-20. Verizon
never attempted to introduce that testimony into the record in this proceeding, much less provide

Dr. Sewyn an opportunity to address any aleged inconsstency. Such “attack by brief” is
ingppropriate and should be disregarded.

20 \/erizon' s figure of “$1.10 per account (excluding discounts)” is not contained in Exhibit 217,
as Verizon gates, nor did Verizon present any hilling and collection contracts to substantiate,
much less quantify, any discounts Verizon providesto VLD. The record evidence, moreover,
demondrates that the average wirdline long distance minutes of use per subscriber in 2003 is 73
minutes (Dr. Selwyn used 74), rendering irrdlevant the 116 minute figure for 2000 that Verizon
cites. See Ex. 265 (Credit Suisse First Boston Report) at 3. No record evidence supports
Verizon's contentions that these figures are specific to resdentid service or that business toll
service usage per subscriber is higher than resdentia usage.
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billing and collection chargesto VLD are set at the prevailing market rate?! That rate thus
reflects the value of those services, which should be the compensation that Verizon paysto
captive ratepayers for funding Verizon's toll hilling and collection.?? Even if Verizon's hilling
and collection chargesto VLD were set a Verizon's booked costs, those charges would reflect
the cogts that Verizon actualy incursto provide billing and collection for toll services. Under
ether dternative, the price that VLD paysto Verizon for providing billing and collection
provides afar more accurate estimate of Verizon's cogts than Verizon's cost study.

18.  Verizon atempts to support its billing and collection cost study by pointing out
that this was the same study that Verizon filed in the cost docket and that Mr. Tucek testified that
computer costs have decreased since the study was conducted in 1998. Neither of these
observations resuscitates Verizon's deficient sudy. The Commission did not adopt or endorse
Verizon'sICM in the cost docket, but “reluctantly” agreed to its use for determining UNE rates
in that proceeding.® The Commission did not even consider billing and collection costs for
retall servicesin the cost docket. The Commission, however, did find Verizon's cost studies to
be serioudy flawed and concluded that cost studies based on the opinion of subject matter
experts are unreliable®* Verizon's billing and collection cost study is based dmost entirely on

the opinion of unidentified “key personnd.”?® And while computer costs undoubtedly have

21 Ex. 218C (Verizon Response to AT& T DR No. 70), third page.
%2 See Tr. at 471-74 (AT&T Selwyn); Ex. 56 (AT& T Response to Verizon DR No. 45).

%3 In re Continued Costing and Pricing of UNEs, Docket No. UT-003013, 32nd Supp. Order
(Part B Order), 1344 (June 21, 2002).

24 1d. 41st Supp. Order, 1319 & 45th Supp. Order, 1 216.
25 Ex. 228C (Billing and Collection excerpts from ICM); Tr. at 761-62 (Verizon Tucek).
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declined in the last six years, other costs have just as undoubtedly increased.?® Mr. Tucek,
moreover, did not have any involvement in the preparation of Verizon's cost studies, and thus he
has no basis on which to opine on what impact the passage of time has had on the levd of
Verizon's hilling and collection codts.

19.  Interestingly, Verizon ignores the Commisson's prior determination that the costs
of billing and collection — calculated on a LRIC basis— for Verizon and other independent ILECs
is $0.0346 per minute®’ If Verizontruly believesiin its own advocacy that Commission
determinations remain vaid in perpetuity, Verizon should agree that its LRIC for billing and
collection is the $0.0346 amount that the Commisson previoudy established because thet isthe
last amount that the Commission has adopted. AT& T has proposed a much more conservative
billing and collection cost of $0.0155, whichis the bare minimum amount that the Commission
should use.

3. Retailing/M arketing Costs

20.  Dr. Sdwyn esimated the retailing and marketing costs thet Verizon incursin the
provison of intraLATA toll services based on the publicly available sources. Verizon criticizes
that estimate of $0.03 per minute of use as being based on nation+wide, rather than Verizon
specific, costs with insufficient supporting documentation®® Dr. Selwyn, however, relied

primarily on a cogt estimate provided by Dr. William Taylor in testimony hefiled on behdf of

26 For example, the Commission should take officia notice of the fact that first class postage
rates have increased over 15% since 1997 (from $0.32 to $0.37 for the first ounce).

2T Ex. T1 (AT&T Selwyn Direct) a 37.

28 \/erizon a0 criticizes Dr. Sdwyn's estimate as not being consistent with LRIC, which failsto
undermine Dr. Selwyn’s anaysis for the same reasons discussed above (and in AT& T's Opening
Brief) with respect to billing and collection cods.
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Qwest Corporation in Minnesota®® As a frequent Verizon witness, Verizon should not dispute
his credibility or the rdiability of the sources of his cost estimates. The nature of publicly
available cost data, moreover, isthat it often is not company or state specific. Dr. Selwyn used
the best data available, which is the only data to which he had access. Indeed, AT& T tried to
obtain more specific data from Verizon through discovery, but even after the Commission
ordered Verizon to respond to AT& T’ s requests, Verizon did not provide sufficient information
to calculate Verizon's marketing costs in Washington. *°

21.  Veizon dso criticizes Dr. Sdwyn for not seeking retailing and marketing data
from AT&T. AsAT&T and the Commission have repestedly reminded Verizon, however, this
caseisabout Verizon's costs and prices, not AT& T'scosts. Verizon nevertheless produced
publicly available information about AT& T’ s costs alegedly to refute Dr. Sdwyn's testimony. >
Verizon ignores this evidence in its Brief, no doubt because that evidence indicates that the cost
of customer acquisition (excluding customer care) costs is $0.0257 per toll minute of use, which
supports Dr. Sewyn’s reliance on Dr. Taylor’s retailing and marketing cost estimate.

22.  Verizon, of course, advocatesits own retaling and marketing cost sudy, daming

that it is“based on the cogts associated with Verizon's actud and verifigble retailing/marketing

29 1d. at 37-38. AsVerizon notes, Dr. Taylor used the same figure in an FCC filing on behalf of
Verizon. Verizon Brief a 27. Verizon further observes that Dr. Taylor noted in his FCC
affidavit that hisfigure was a nationa average, but Dr. Taylor neverthdess gpplied that same
figure to retailing and marketing costs that Qwest would likely incur in Minnesota. Dr. Taylor
thus apparently bdievesthat thisfigure is equaly gpplicable on a sate-specific bass.

30 5ee, e.g., Ex. 218C (Verizon Response to AT& T DR No. 70) (providing aggregate sles and
marketing data for Washington, Oregon, and Idaho combined, rather than the Washington

specific data requested).
31 Ex. 262 (Verizon Danner Surrebuttal) at 26; Ex. 265 (Credit Suisse First Boston Report).

32 Tr. at 679-83 (Verizon Danner); Ex. 265 (Credit Suisse First Boston Report) at 3& 8; AT&T
Opening Brief at 11.

AT&T ANSWERING POST-HEARING BRIEF 11



activity in Washington for itsintraL ATA toll services”3*® Verizon produced no evidence by
which the Commission or any of the parties could verify any such activity. Rather, assAT&T
explained in its Opening Brief, Verizon's cost sudy is based on unidentified Verizon employees
manipulation of a 1997 mid-year budget, without any reliance on “actud” cods or retailing or
marketing activities®* Particularly in the absence of any evidence of Verizon'sretailing and
marketing cogts — either “actual” or LRIC — AT& T has produced the most reliable estimate of
the retailing and marketing costs Verizon incursto provideintraLATA toll servicesin
Washington

4. Other Costs

23.  Verizon contends that no other costs should be included initstoll price floor,
confirming thet its imputation anays's does not include cogts for intertandem transport. As
AT&T discussed in its Opening Brief, Verizon incurs such costs, and they should beincluded in
aproper imputation analysis.

5. Applicability to Verizon Affiliates

24.  AT&T demondrated that Verizon and VLD are effectively asingle company for
purposes of providing intraLATA tall service in Washington and thus should be trested the same
for imputation purposes>® Verizon contends that if AT& T believesthat VLD isin violation of
the law, AT& T should have named VLD in its Complaint. Verizon missesthe point. Verizon's
inflated switched access charges enable Verizon and its affiliates to price intraLATA toll

services below not only Verizon's price floor (even using Verizon's caculation) but below

33 \Verizon Brief a 29.
34 AT& T Opening Brief a 11-12.
35 AT& T Opening Brief at 15-17.

AT&T ANSWERING POST-HEARING BRIEF 12



Verizon's own access cost caculaions. Suing Charlie McCarthy cannot redress a grievance
agang Edgar Bergen.

25.  Verizon further clamsthat “AT&T has offered no evidence of VLD'stota costs
of providing services to Washington consumers.”*® Verizon gpparently is not too familiar with
the record in this proceeding. Verizon'sresponsesto AT& T’ s data requests and Verizon's own
witness confirmed the price that VLD pays Verizon to resdl intraLATA toll services, aswdl as
the amount that VLD pays Verizon for hilling and collection, joint marketing (excluding
advertising), and other services®’ AT&T agrees that these do not represent al of the costs that
VLD incursto provideintraLATA toll servicesin Washington, but in light of the undisputable
fact that the amounts VLD is paying to Verizon are substantialy higher than the intraLATA tall
ratesin the VLD pricelig, evidence of those additiona costs would be superfluous.

26. Findly, Verizon attempts to defend its actions by claiming that federd law
authorizes Verizon to jointly market services with its affiliates. Federd law, however, does not
authorize Verizon to provide intraL ATA toll services through an afiliate at rates that are below
Verizon'sown imputed costs. Verizon and VLD’ sjoint development and marketing of packege
services Smply provides additiond evidence that Verizon and VLD are effectively the same
company and should be trested as such for purposes of the Commission’s imputation
requirements.

6. Whether thereisa price squeeze/remedies

27.  Veizon, directly and indirectly through VLD, ispricingitsintraLATA toll

services below a properly caculated price floor and, in some cases, below even Verizon's

36 \/erizon Brief a 30 (emphasisin origind).
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caculation of its access codts. Verizon nevertheless maintains that there is no price squeeze
because “AT& T hasfalled to list even one of itstoll plansthat is currently being * squeezed’ by
Verizon”3® Verizon's argument represents a fundamental misunderstanding of the intraLATA
toll market in Washington and how Verizon's excessive access charges distort that market.

28.  The Commission requirestoll providersto provide service at state-wide averaged
rates.3® AT&T specificaly must charge “ geographically uniform rates” and AT& T isthe only
toll provider that is required to provide toll services “in al aress of the state”*° Verizon isnot
required to provide intraLATA toll service outsde of it local service territory and does not do
s0.*! At least one reason why Verizon does not provideintraL ATA toll service to customersto
whom Verizon does not provide locd service isthat Verizon must impute its originating access
chargesinto itstoll rates, and the resulting rates are not competitive with Qwest’ s rates, which
impute Qwest’s much smdler originating access charges. Qwest, on the other hand, has
minimized or withdrawn from providing toll service to customers located in the locd service

territories of Verizon and other independent ILECs because it would have to raise its toll rates

37 Exs. 218C, 219C & 403C (Verizon Responsesto AT& T DR Nos. 70, 71 & 16); Tr. at 832-38
(Verizon Fulp); see Ex. T1 (AT&T Sdwyn Direct) at 35-37 (cdculating VLD paymentsto
Verizon for billing and collection on a per minute of use bass).

38 \erizon Brief a 31. Verizon dso argues that AT& T has somehow waived its price squeeze
clams by representing to the Commission that it was not claming to have suffered lossesin
providing toll service in Washington. As discussed further below, however, Verizon's
arguments missthe mark. Whether AT& T’ sintraLATA toll services are profitable is an entirey
separate (and irrdevant) issue from whether toll carriersin generd are suffering a price squeeze.

39 5ee RCW 80.36.183.

0 In re Petition of AT& T for Classification as a Competitive Telecommunications Company,
Cause No. U-86-113, Fourth Supp. Order Granting Petition With Conditions at 19 (June 5,
1987).

“1 Ex. 206 (Verizon Response to AT& T DR No. 19).
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(or provide less profitable service) to pay those carriers high originating access charges.?
AT&T aone, therefore, must compete with both Qwest and Verizon, attempting to st uniform
rates that recover Verizon's excessive access charges but are competitive with Qwest rates that
are based on significantly lower access costs.*®

29.  Verizon's access charges thus cregte at least three different types of price squeeze.
Firg, AT&T is squeezed between Qwest’ s toll rates and the excessive access costs imposed by
Verizon. AT&T cannot fully compete with Qwest because AT& T must establish Satewide
averaged rates that enable AT& T to pay Verizon' s originating access charges, costs which Qwest
can avoid by not serving customersin Verizon'slocad serviceterritory. Verizon increasesthe
pressureon AT& T by pricing itstoll services (particularly the services offered under VLD’ s
price list) below Verizon's access costs. The second type of squeeze squeezes Qwest and other
wireline toll providers who are not required to provide service Statewide out of the market in
Verizon loca service territory. Qwest is a much more effective and profitable competitor when
it provides toll serviceto its own loca exchange customers because it pays only its own costs,
not the artificid originating access chargesimposed by Verizon. Thethird type of price squeeze
sgueezes Verizon out of theintraL ATA toll market outside of its own locd service area.
Verizon'stoll rates are not competitive outside of Verizon'sloca service territory because those
rates must cover Verizon's imputed access costs, which are much higher than Qwest’ s access

charges.

2 Qwest, for example, has withdrawn as the primary toll carrier for most, if not al, independent
ILECs.

3 To the extent that MCl, Sprint, and other toll providers choose to serve cusomersin al
geographic areas in Washington, they face the same dilemma.
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30.  Dr. Blackmon made this same point in his testimony.** While he did not refer to
these circumstances as a price squeeze, the concept isthe same. Verizon's excessve access
charges are squeezing carriers out of intraL ATA toll marketsin Washington, and the only
effective remedy isto reduce those charges. Indeed, while raisng Verizon'stoll rates (including
the rates of services provided under VLD's price list) may theoretically reduce the price squeeze
on AT&T and other statewide carriers, such an increase would not have any impact on the ability
of Verizon to enter theinterLATA toll market in Qwest local serviceterritory or vice versa®
The Commission should resolve all of the market distortions and inequities caused by Verizon's
access charges by requiring Verizon to charge only forward-looking cost-based rates.

C. DO VERIZON'SACCESSCHARGESVIOLATE STATE OR FEDERAL
LAW ASALLEGED INAT&T'SCOMPLAINT?

31.  Verizon'saccess charges violate both state and federa law, as AT& T explained
in its Opening Brief.*® Verizon does not provide the Commission with any andlysis or
ubstantive discusson of the Sate Satutesthat AT& T cited in its Complaint. Instead, Verizon

parrots Commission decisons from 1997 concluding that access charges need not be set at

44 Ex. T130 (Staff Blackmon Direct) at 5-6.

45 Verizon's further argument that it has lost intraL ATA toll market share within itslocal service
territory thus fails to address the impact of Verizon's excessive access charges on intraL ATA toll
markets asawhole. Verizon's market share figures are dso inaccurate. Specifically, the market
share that VVerizon caculates for VLD is understated because Verizon apparently caculated it by
comparing the number of VLD customer s to the number of Verizon lines. See Ex. 205C
(Verizon Responseto AT& T DR No. 17). Customers are not equivaent to lines. To the
contrary, the Commission adopted a 1.25 lines per household assumption in the first cost docket.
In re Pricing Proceeding, Docket Nos. UT-960369, et al., Eighth Supp. Order at 40 (April 16,
1998) (the Commission adopted this figure for Qwest but made a comparable adjustment to
Verizon's cost estimates). Multiplying 1.25 by the number of VLD customers to gpproximate
the number of lines VLD serves would subgstantidly raise Verizon/\VVLD' s share of the

intraLATA toll market in Verizon'slocd sarvice territory.

46 AT& T Opening Brief at 19-24.
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forward-looking cost.*’ Six years have passed since the Commission issued those decisions, and
in those six years, wirdessintraLATA calling has overtaken “stagnant” wireline competition, 4
which has only become more Bakanized asthe largest intraLATA toll providers, Qwest and
Verizon, have merged with other companies and withdrawn to their own local service territories
to provide intraLATA toll service. The time has long snce come for the Commission to
reevauate its past determinationsin light of current circumstances.

32.  With respect to federd law, Verizon primarily responds to an argument that
AT&T hasnot made. AT&T does not contend that federd law requires that Verizon's intrastate
access charges be cost-based. Rather as discussed in its Opening Brief, AT& T’ s pogtion isthat
Verizon's intrastate access charges violate federa law by including implicit universa service
support subsidies*® Most of Verizon'sfedera law arguments thus are irrelevant.

33.  Inresponsetothefederd law clamsthat AT&T is meking, Verizon contends that
the Congressiona requirement that universal service support must be explicit does not gpply to
date commissions. The language of the Act isto the contrary. State commission regulations
governing universal service support must be consistent with FCC rules>® If FCC rules cannot
require or permit ILECs to recover universal service support through access charges, neither can
date commisson rules. Verizon quotes arecommended decision by the Federad- State Board on
Universd Service, but that entity is not a decison-making body, much less empowered to

edtablish binding interpretations of federa law.

47 VVerizon Brief a 32-33. Verizon dso cites the Commission’s order approving the settlement
agreement in the BellAtlantic/GTE merger proceeding, but the Commission did not even address
how access charges should be priced in that order, much less determine that access charges need
not be cost-based.

8 Tr. at 554 (Staff Blackmon).
49 AT&T Opening Brief a 22-23.
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34.  Veizon then arguesthat even if Congress meant whet it said, state commissions
can inddfinitdly delay removing implicit universal service support subsidies from access charges.
The cases that Verizon cites do not support this proposition. The Ffth Circuit merdy stated that
FCC ordersintended to be trangtiond in the shift from monopoly to competitive regulation were
entitled to specia deference> No such “transitional” orders are a issue here. The Fifth Circuit,
moreover, was evaluating FCC orders promulgated in 1997 and 1998, shortly after passage of the
Act. The Commisson has not promulgated any orders to remove the implicit universa service
support subsidies from ILEC access charges, and Verizon has maintained the same levd of
access charges Snce 1999. Nothing in the Fifth Circuit’ s opinions supports providing specid
deference under these circumstances. Indeed, thereis no Commission decision to which a court
could defer. The Commission, therefore, has no basis on which it should further delay
compliance with Congressond limitations on funding universal service support.

D. VERIZON EARNINGS ISSUES

35.  Veizon'searnings areirrdevant, and Verizon's efforts to inject earnings issues
into this proceeding do not change that fact. State tatutes prohibiting rate discrimination and
anticompetitive conduct, as well asfederd law prohibiting implicit universal service support in
access rates, include no provision that would rescind those prohibitions if the company needsthe
revenues from the unlanful rates to generate its authorized rate of return. As discussed above
and in AT& T’ s Opening Brief, Verizon's access charges are unlawful, and Verizon is not
entitled to maintain unlawful rates, regardless of the extent to which those rates contribute to

Verizon' s intrastate earnings.

%0 47 U.S.C. § 254(f).
®1 Alenco Comm., Inc. v. FCC, 201 F.3d 608, 616 (5th Cir. 2000).
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36. Even if the Commission chose to consder data on Verizon's earnings, Dr. Sewyn
and Ms. Erdahl more than adequately explained that even the high-leve adjusmentsthey
proposed to the superficia earnings data that VVerizon provided collectively demonsirate that
Verizon is earning in excess of its authorized rate of return®? Verizon's hyperbolic damsthat
these adjustments are unreasonable or unlawful do not disguise the fact that V erizon does not
believe its own figures, finding insufficient reason to seek rate increases or rebaancing in the
face of Verizon'sdamsto be suffering annuad shortfdls of $105 million and a threstened
additional revenue reduction of $40 million.>®

37.  Veizonhasbeenfreetofilearate case sncea least uly 1, 2002. Verizon
retains that option if Verizon truly believes that areduction in its access charges to lawful and
reasonable levels would preclude it from generating revenues sufficient to earn its authorized
rate of return. A rate case, rather than this complaint proceeding, represents the appropriate
forum for addressing Verizon's earnings issues.

E. WHAT ISTHE IMPACT OF WAC 480-120-540 OR OTHER
COMMISSION ORDERS?

38. Neither the access charge rule nor the imputation rule precludes AT&T's
Complaint. To the contrary, both rules largely support granting the rlief that AT& T has
requested.

39.  Veizon eroneoudy clams that “[n]o party disputes the fact that Verizon's
current access charges comply with the Commission access chargerule”>* AT& T disputes that

Verizon's current access charges comply with WAC 480-120-540. The rule requires that

%2 Exs. T150-154C (Staff Erdahl Rebuttal and Exhibits); Exs. T3R & T4C-R (AT& T Sewyn
Rebuttal) at 28-39; Exs.7C-10 (AT& T Selwyn Rebuttal Exhibits).

°3 See, eg., Tr. at 875-76 (Verizon Fulp).
> \/erizon Brief at 51.
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terminating access charges “ not exceed the lowest rate charged by the loca exchange company
for the comparable loca exchange service’ or in the absence of any such rates, “the totd service
long-run incrementa cost of terminating access service plus a reasonable contribution to
common or overhead costs.”>® The rule dso permitsimposition of an ITAC “[i]f alocd
exchange company is authorized by the commission to recover any costs for support of universal
service through access charges.”*® As discussed above, federal law prohibits Verizon from
recovering universal service support through access charges. Accordingly, the rule does not
authorize Verizon to violate federd law, and Verizon' s terminating access charges thus are not in
compliance with WAC 480-120-540.

40. A dmilar adlyss appliesto Verizon's originating access charges. Therule does
not prescribe a rate design for originating access charges,®’ but addresses these chargesin only
two contexts. Firgt, “nothing in this rule prohibits recovery of loca loop costs through
originating access charges”>® but nothing in the rule requires or even authorizes such recovery.
Second, the rule permits Verizon to file tariffs transferring to its originating access charges the

amounts in excess of forward-looking cost that Verizon previoudy included in terminating

5 WAC 480-120-540(1) & (2).
°6 WA C 480-120-540(3) (emphasis added).

> Contrary to Verizon'sinterpretation, the Commission itself stated that in the access charge

rule, “we prescribe only the rate design for terminating access and alow competition and

customer choices (i.e,, ‘the Market') to determine the sustainability of originating access

charges” Ex. 131 (Genera Order No. R-450, Docket No. UT-970325) at 18. The Commission
further explained, “We remain open to dedling with individual company responses and proposas
on a case-by- case basis given the underlying circumstances of eech.” 1d. Again in contrast to
Verizon's advocacy, the Commission did not forgo consideration of access charge rate issues on
anindividua case basis but adopted the rule to provide generd guidance when examining

individual company-specific issues.

°8 WAC 480-120-540(2).
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access charges.®® Any such transfer, however, must be “in the public interest.”® Increasing
dready bloated originating access charges that are discriminatory and anticompetitive in
violation of gate law isnot in the public interest. Indeed, originating access charges in excess of
forward-1ooking cost violate state and federa law, as discussed above, and thus are not in
compliance with the Commisson rule,

41.  AT&T isnot atacking the Commisson’s access charge rule, as Verizon contends,
because no attack is necessary. The rule requires that terminating access charges be equivaent
to aLEC slowest locd interconnection rate, which is precisdy the level for Verizon's access
chargesthat AT& T has advocated that the Commission adopt in this proceeding. The possible
adjustments to originating and terminating access authorized in the rule are ingpplicable, and
nothing in the rule precludes the Commission from setting originating access charges a the same
forward-1ooking cost-based level asterminating access charges. AT& T, therefore, requests that
the Commission enforce its access rule, as well as other gpplicable statutes and rules.

42.  One of those other rulesis WAC 480-80-204(6), to which Verizon refers asthe
Commisson’ simputation rule. Verizon arguesthat AT& T is collaterally attacking that rule by
requesting that the Commission lower Verizon's access rates rather than increase Verizon' stall
prices. Verizon's argument can charitably be characterized as nonsense. The rule requires only
that the rates of competitively classified services must cover the cost of providing the service.
The rule does not specify aremedy for its violation, much less preclude AT& T from requesting
(or the Commission from granting) relief in the form of lower codts, rather than higher prices.
Agan, far from chadlenging therule, AT& T seeks its enforcement, dong with enforcement of

other gpplicable provisons of Washington law.

%9 WA C 480-120-540(6).
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43.  Verizon'sfind contention on thisissueistha “the access charge rule and the
imputation rule reflect the Commisson’s long-standing policy of requiring regulated carriersto
recover significant portions of their costs through access charges.”®! The Commission hasno
such policy, nor can these rules reasonably be construed to embody such apolicy. The
“imputation” rule does not even mention access charges, while the access charge rule requires
reductions to access charges. Indeed, thisrule and other Commission decisions issued after
Verizon's last rate case over 20 years ago — induding the ordersin Qwest’s most recent rate
case®® and the Bl Atlantic/GTE merger — have established a Commission policy to bring access
charges closer to cost and to require ILECs to recover more of their costs from their retail
customers, rather than from their competitors. The Commisson should further promote this
policy by granting the relief that AT& T has requested.

F. HOW SHOULD AN ACCESS CHARGE REDUCTION BE

IMPLEMENTED, IF THE COMMISSION DECIDESTHAT SUCH A
REDUCTION ISAPPROPRIATE?

44.  The Commisson should immediately require Verizon to reduce its originating
and terminating access charges to forward-looking cost-based levels. Verizon continues to
advocate arevenue neutral solution in which reductionsin access charges would be offset by
increasesin other rates. Verizon has had amost one year to initiate an gppropriate proceeding to
do just that and has refused to do so. Nor does Verizon have any plansto initiate such a
proceeding in the future. Verizon's actions spesk louder than itswords. Verizon is interested
only in maintaining the status quo and ddaying any reief to those suffering from Verizon's

excessive access charges.

€0 4.
61 verizon Brief at 57.
®2 Docket No. UT-950200, Fifteenth Supp. Order.
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45, None of the three options that Verizon proposes, moreover, are viable, much less
effectivein providing appropriate rdief. Verizon first suggests that the Commission order the
partiesto reach a settlement. Commission abdication of its respongbility to resolve the disputed
issuesis not an option that the Commission should consider, even if that option were available
under gpplicable law. The parties, moreover, have dready unsuccessfully tried to settle these
issues and further efforts would be fruitless, as Verizon well knows. Verizon, of course, has no
suggestion for a procedure when settlement negotiations inevitably fall, reinforcing Verizon's
actud god of further ddaying resolution of the issues.

46.  Verizon's second proposa isthat the Commission re-open U-85-23 or the access
charge rulemaking to “establish a procedure for revenue-nevttral rate rebaancing.”®® Verizon
never explains what type of “procedure’ it hasin mind or how any such “procedure” would
address Verizon's contention thet this or any other option “requires the Commission to consider
Verizon's overdl earnings”®* It dso cannot have escaped Verizon's notice that the
Commission’s access charge rulemaking began in 1997 and the resulting rule became effective
in March of thisyear — over 5 years later — after Verizon hed findly exhaugted its gppedls.

While Verizon may be happy to delay resolution of the issuesin this case until 2009, intraLATA
toll markets should not be held hostage to Verizon’s unlawful and unreasonable access charges
for another 9x days, much less Six years.

47.  Third, Verizon proposes that the Commission open a separate phase of this docket
to address the issue of rate increases to offset access charge reductions. As Public Counsdl and
retail ratepayer intervenors have pointed out, however, any consideration of an increase to loca

rates outside the context of a general rate case raises serious procedurd, as well as substantive,

63 \/erizon Brief a 58.
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concerns. Even if such issues could be addressed in this docket, the type of review required (and
participation in that review by dl potentialy affected parties) would be indistinguishable from a
generd rate case. Verizonisnot entitled to hijack this proceeding and indefinitely postpone the
remedy for Verizon's unlawful access rates so that a different set of parties can consder retall
rate issuesthat AT& T never raised and that are unrelated to any daimin AT&T's Complaint.

48. IntraLATA toll providers (other than Verizon and its affiliates) and their
customers are entitled to aremedy now, not years from now. Reducing Verizon's access charges
immediady will not require Verizon to take any other action whatsoever. The avalability of a
separate Verizon filing to raise or rebaance its rates in the wake of an ordered reduction in
access charges “is not amandate, but an opportunity to exercise choice”®® Verizon'sown
witness tedtified that Verizon considers arate case filing under those circumstances only to be a
“possibility.”®® Verizon can initiate any proceeding it believesis appropriate to seek to raise
additional revenues, including a general rate case or aretall access charge as St origindly
proposed.®” What Verizon should not be permitted to do is to further delay appropriate relief for

Verizon's unlawful and unreasonable access rates.

%4 1d. at 59.
®5 Ex. 131 (Genera Order No. R-450, Docket No. 970325) at 13.
% Tr. a 829 (Verizon Fulp).

7 AT&T inits Opening Brief supported Staff’s original proposal for aretail access charge,
AT&T Opening Brief a 28, but did not dlearly state thet in light of the Commission’s Fifth
Supplementd Order striking testimony on Staff’ s proposd, the Commission should entertain that
proposa in a separate proceeding after granting the appropriate relief in thisdocket. AT&T
continues to believe that Staff’ s proposa has merit and would provide Verizon with the
opportunity to raise additiond revenue, including interim universal service support, without

rasing local servicerates. While not an issue to be addressed substantively in this proceeding,
the Commission order resolving AT& T's Complaint could authorize Verizon, after the carrier
access charge reduction is effective, to make a separate tariff filing that creates aretall access
charge, subject to gppropriate additiona proceedings in the separate docket initiated by that tariff

filing
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1. CONCLUSION

49.  AT&T hascarried its burden to prove that Verizon's switched access rates are
unlawful, unfair, unjust, and unreasonable as AT& T dleged in its Complaint. Accordingly, the
Commission should grant therdlief that AT& T requested and should require Verizon
immediatdy to reduce its switched access rates to forward-looking cost based levels.

RESPECTFULLY SUBMITTED this 17th day of June, 2003.

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