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Verizon Northwest Inc. (Verizon), pursuant to the Commisson’'s Notice of
Opportunity to File Answer, hereby responds to Staff's Petition for Reconsgderation of

the Eleventh Supplemental Order (Order).!

Saff asks the Commisson to reconsder its decison to reduce Verizon's interim
terminating access charge (ITAC) by 25%. Verizon agrees that this decison is wrong,
but it does not agree with Staff’s reasoning. Also, Verizon opposes Staff’s proposa to

reduce Verizon's ITAC even further.

I. THe Commission’ sDecision 1sWRoNG

The Commission ordered Verizon to reduce its ITAC by 25% based on an FCC
determination “that the federd share of universa service support should be 25% and the

state share 75%.” (Order at 39-40, paras. 135, 137).

1 On August 27, Verizon filed a Petition for Appeal and a Motion for Supersedeas with the Superior Court
in Snohomish County, and therefore the Commission does not have jurisdiction to review Staff’s petition.
Nevertheless, Verizon files this response as requested by the Commission.



The Commission's decison is wrong for two reasons. Fird, this decigon
conflicts with the Commisson’'s access charge rule, WAC 480-120-540. In its order
adopting the rule, the Commisson explained that each company’s ITAC will equd “the
subsdy necessyry to maintain universd service for each company” based on “the
decisons and determination made in UT-980311(a).” (Genera Order R-450 at 14).
Verizon's current ITAC complies with the access charge rule because it was based on
“the decisons and determination made in UT-980311(a).” The Commission has never
changed its rule, nor has the Commisson changed any decison or determination made in

UT-980311(a).

Given that the Commisson's new methodology — the 75/25 dlocation factor —
conflicts with the access charge rule and the “decisons and determination made in UT-
980311(a),” it is unlawful. The Commisson cannot establish a rule and then ignore it, or
goply it to some companes but not others. Staff shares this view, noting tha the
Commisson’'s 75/25 dlocation methodology “would apply equdly to other cases’ and
“might result in under-recovery” for some companies. (Staff Petition at 5-6, paras. 10,

12).2

Second, the Commisson’'s 75/25 dlocation factor is wrong because the
Commisson already accounted for this factor in UT-980311(a). In that docket, the

Commisson edablished a formula for szing each carier’'s ITAC. This formula was

2 staff notes that in crafting the rule “the Commission sought to create an access charge system that would
be favorable to competition,” and that the Commission’s 75/25 allocation “ has the potential to upset the
policy behind thisrule.” (Staff Petition at 6, para. 13). Verizon agrees that the Commission’s decision
conflicts with the access charge rule. Unfortunately, Staff’s concern for the access charge rule and the
policy behind it extends only to the ITAC. Staff urged the Commission to ignore the rule and its
underlying policiesin the context of Verizon's originating charges. For example, the ruleis supposed to be
revenue-neutral to ensure that aregulated carrier’ s revenues are legally “ sufficient” (General Order R-450
at 4), but Staff’ s position isthat this particular policy underlying theruleisirrelevant.
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based on (1) the monthly cost of providing service as determined by the Commisson's
cost modd, minus (2) a specific revenue benchmark that included both intrastate and
interdate revenues. As Verizon explained in its post-hearing brief:

the reason inter state revenues are included in arevenue

benchmark used to calculate intrastate support (i.e., the

ITAC) isbecause the cost of providing service, as

cdculated by the Commission’s cost modd, is

“unseparated.” Approximately 25% of aregulated carrier’s

loop costs are dlocated to the interstate jurisdiction under

the FCC' s Separations Rules. Because the Commission’s

cost mode does not separate these costs when calculating

the cost of basic service, the revenue benchmark includes

interstate revenues and interstate high-cost support. In this

way, interstate loop costs (25% of which are allocated to

the interstate jurisdiction) are accounted for by the

interstate revenues included in the revenue benchmark.>

Thus, the Commisson cdculation of a carier’'s ITAC dready reflects — by

goplication of the revenue benchmark — the 75/25 dlocation factor. The Order

improperly double counts this factor by applying it again.

I1. Starr's* CALLS ORDER” ANALYSISISWRONG
Although Verizon agrees with Staff that the Order is wrong, it does not agree with

Staff’ s argument concerning the effect of the FCC's CALLS Order.

In its petition, Staff argues that the Commisson's 75/25 dlocation factor is
incorrect because the FCC “regected the 75/25 dlocation in the CALLS Order.” (Staff
Petition at 2, para. 3). Saff iswrong. Nowhere in the CALLS Order does the FCC reect

the 75/25 dlocation factor, which the FCC edablished for purposes of determining

3 Verizon Post-hearing Brief at 10, n.10.
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federa high-cost support. Once agan Staff confuses high-cost support with intersate

access supports (IAS), apoint Verizon made repestedly in its briefs and a the hearing.

Verizon will not repeat dl its arguments here, but instead summarizes them in

three points:

Firgt, the Commisson is correct that the FCC, in caculatiing the federd high-cost
support mechanism, held that “the federd share of the difference between a carier's
forward looking economic cost of providing supported services and the nationd
benchmark will be 25 percent.” (FCC First Report and Order, CC Docket No. 96-45, at
para. 269). As the FCC explained, this factor is based on “the current interstate alocation
factor applied to loop costs in the Part 36 separations process.” (1d.). Contrary to Staff’s

argument, the FCC did not change this alocation in the CALLS Order.*

Second, as explained above, Verizon's current ITAC dready reflects this 75/25

dlocation factor through the application of the Commission’s revenue benchmark.

Third, the IAS support a issue in the CALLS Order has nothing to do with the
75/25 dlocation factor for high-cost support. As discussed in Verizon's post-hearing
brief,> the FCC itself explained the difference between its high-cost support mechanism
and its IAS support mechanism in its CALLS Order: “In contrast to the [FCC's] existing

high-cost support mechanism for rurd and norrrural cariers, which provide support to

* The FCC revised its allocation formulain its Seventh Report and Order in CC Docket No. 96-45, et seq.
There, the FCC held that states are entitled to federal high-cost support where the cost of providing service
in aparticular state exceeds the national benchmark costs by a certain percentage. Under this new formula,
Washington State does not receive any federal high-cost support. Given this, Staff’ s argument that
Verizon'sI TAC should be reduced based on non-existent “additional” high-cost support is simply wrong.

® Verizon Post-hearing Brief at 10, n.9.
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enable dates to ensure reasonable comparability of intrastate rates, the purpose of the
new federd [IAS is to provide explicit support to replace the implicit universal service
support in interstate access charges.” (CALLS Order a para. 195). Staff continues to

confuse these two mechanisms.

In sum, the federa jurisdiction is responsble for 25% of a carrier’s loop cods,
and the dtate jurisdiction is responsible for the other 75%. Prior to the CALLS Order,
cariers like Verizon recovered a dgnificant portion of the federa share of loop costs
(i.e, the 25%) through interstate access charges, after the CALLS Order, a portion of
these intersate revenues ae now recovered through the federd IAS and federd
subscriber line charges. But again, the IAS has nothing to do with the FCC's high-cost

fund.

111. Stare’sProposal 1sWRONG

Staff urges the Commission to rgect its adjusment to Verizon's ITAC based on
the 75/25 dlocation factor and instead adopt Staff’s proposal to reduce Verizon's ITAC
even further. Staff's proposa is wrong for the reasons set forth in Verizon's post-hearing

briefs, which will not be repested here.

Assuming the Commisson believes it has the power to revise Veizon's ITAC
usng the formula the Commisson adopted in UT-980311(a), then the record evidence
shows that Verizon's ITAC mug incresse, not decrease.  This point aso is discussed in
Verizon's post-hearing briefs. Of course, the Commission concluded that it will not
update Verizon's ITAC according to the current formula, eg., it will not update access

line counts, because “it will not condder Verizon's revenue needs in this docket.” (Order
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a 41-42, para. 136).° Thus, if the Commisson reverses its decison to apply the newly-

created 75/25 dlocation factor, Verizon's ITAC must remain at its current levd.

Respectfully submitted,
Verizon Northwest Inc.

By By
Judith A. Endgan CharlesH. Carrathers, 111
Graham & Dunn PC Vice President and Generd Counsd
1420 Fifth Avenue, 33" Floor Verizon
Sedttle, WA 98101 P.O. Box 152092
206-340-9694 HQEQO2H20
Fax: 206-340-9599 Irving, TX 75015-2092

972-718-2415
Fax: 972-718-3926

Dated this 3rd day of September, 2003.

6 Although the Order statesit “will not consider Verizon'srevenues,” it expressly reduces Verizon's

revenues by more than $30 million per year. Thus, the Commission admitsit reduced Verizon's revenues
without considering them.
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