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Q.
Please state your name and business address.

A.
My name is Jing Y. Roth, and my business address is 1300 South Evergreen Park Drive Southwest, Olympia, Washington 98504-7250.


My business e-mail address is jroth@wutc.wa.gov.
Q.
By whom are you employed and in what capacity?

A.
I am employed by the Washington Utilities and Transportation Commission (Commission) as an Industry Expert.  My participation in this case is on behalf of the Commission’s Staff (Staff). 

Q.
Have you prepared a statement of your qualifications?

A.
Yes.  A summary of my education and experience is provided as Exhibit No. ___ (JYR-2).

I.
Scope of Testimony

Q.
What is the scope of your testimony in this case?

A.
I will address the appropriate rate design in Verizon Northwest’s (Verizon NW) general rate case.  



I present Staff’s proposed rate design related to Staff’s recommended revenue requirement.  I review the Company’s proposed rate design based on the tariffs it filed.



I also provide a general rate design alternative that contains Staff’s rate design recommendations for achieving a different level of revenue requirement, should the Commission adopt a revenue requirement different than Staff recommends.

II.
Pricing Principles and Objectives

Q.
What are the economic and policy pricing objectives underlying Staff’s rate design proposals, and Staff’s review of the Company’s rate design case?

A.
In reviewing the Company’s proposed rate increases and in developing Staff’s rate design, I used the following economic and policy pricing objectives:

· Universal Service;

· Equity and Efficiency;

· Cost-based rates; and

· Competitive Viability



Universal Service has been an important telecommunications objective of the Congress and this Commission.  The Universal Service objective requires that basic telecommunications services be available to all consumers at reasonable rates.  



The objectives of equity and efficiency require that customer groups are treated consistently and that subsidization of certain services is minimized.  Also, the difference in rates and charges for similar and functionally equivalent services with identical or similar costs should be minimized, if not eliminated.  



The economic principle of cost-based rates requires that rates be set close to the underlying cost of the service.  Cost information and cost support provide useful tools in designing fair, just, reasonable, and sufficient rates for services.  However, costs should not be viewed as the sole determining factor in designing rates.  



Finally, given the competitive landscape, I take into consideration how to balance the goal of maintaining competitive viability with the other objectives I have described.



Accordingly, each of the objectives listed above was considered in developing Staff’s rate design recommendations.  In my analysis, I have attempted to balance these objectives as equitably as possible.  The relationships between these objectives and the various rate design proposals are discussed in greater detail throughout my testimony.

III.
Overview of
Staff’s Rate Design Proposals

Q.
What revenue level is reflected in Staff’s rate design proposal?

A.
Staff’s rate design proposal is intended to reflect the revenue requirement presented by Staff’s case on revenue requirements.  Specifically, Staff’s rate design targets the revenue surplus of $52,180,597, as summarized by Staff witness Ms. Strain.  See Exhibit No. ___ (PMS-8) (revised). 

Q.
Have you prepared exhibits to illustrate Staff’s rate design proposal?

A.
Yes, I am sponsoring the following exhibits:

· Confidential Exhibit No. ___C (JYR-3C) – Staff Proposed De-averaging Rates and Rate Zones for Local Services, and Other Rate Changes for certain services; and

· Exhibit No. ___ (JYR-4) – List of Wire Centers by Five (5) Zones as Proposed by Staff

Q.
Please describe Staff’s proposed rate design based on Staff’s revenue requirement analysis.

A.
To achieve the Staff’s recommended revenue requirement, I have designed rates to implement an annual revenue reduction of approximately $52 million for Verizon NW.  The design of the rates can be divided into three steps or components:  First, Staff identified particular problems or weaknesses in the overall structure of Verizon NW’s rates.  Second, Staff identified certain rate changes that should be implemented regardless of the overall revenue objective.  Third, Staff determined, on a residual basis, the change in local rates necessary to achieve any particular revenue objective.

Q.
Please describe these structural problems with Verizon NW’s rate design, as identified by Staff.
A.
There are two problems associated with the structure of Verizon NW’s rates for local exchange service.  One is that the Company’s rates for business service are high relative to rates for residential service.  Staff believes there is no absolutely right or wrong answer regarding what the business-residential rate relationship should be, but Staff’s judgment is that the differential between these two rates should be narrowed.  Verizon NW’s rate proposal would increase rates for both classes by equal dollar amounts, which makes no improvement in the relationship in absolute dollar terms, though it narrows the gap somewhat in percentage terms.  



Staff believes that this gap should be narrowed by more than Verizon NW is proposing.  On average, Staff’s proposed rates for residential service are 68% of the proposed rate for business service in the negative $52 million dollar revenue scenario.  By comparison, Verizon NW’s current residential rate is 44% of the current business rate ($13/$29.70), and Verizon NW’s proposal would put the residential rate at 58% of the business rate ($22.80/$39.50).



A second problem with local rates is that the retail rates do not reflect geographic differences in the cost of service.  The Commission has established wholesale rates, which Verizon NW charges to its competitors, that are based on cost zones, but retail rates are geographically uniform.  Staff believes that the Commission should take a step toward reflecting the cost structure in the retail rate structure, consistent with the step the Commission already has taken at the wholesale level.



Staff also identified two instances in which Verizon NW is not charging as much for a service as it should, given the costs and competitive situation of those services.  These are directory assistance service and the late payment charge.



Finally, Staff has identified and proposes to correct a significant inconsistency in Verizon NW’s pricing of special access services, which are used by businesses and other telecommunications companies to connect customers and switches to the telecommunications network.  Verizon NW is charging significantly different rates for these services based on distinctions in how the customer will use the service.  These distinctions have no basis in Verizon NW’s cost of providing the service, and Staff recommends theses price differences be eliminated.

Q.
What are the rates changes that Staff is recommending regardless of the overall revenue objective?

A.
The Commission should revise the rates for directory assistance, late payment charge, and special access services.  Staff’s recommended changes to these rates are the same whether the Commission ultimately decides to increase or decrease Verizon NW’s overall revenues.  



Staff also recommends that, regardless of overall revenue objective, the Commission narrow the residential-business rate differential for local service and establish a de-averaged rate structure for this service.  The actual level of residential and business local rates should then be set to reach the revenue objective.



One exception to Staff’s rate design proposal is in the circumstance should the Commission approve the Company’s full proposal for a $110 million revenue increase.  I discuss Staff’s review of the Company’s rate proposal at the end of my testimony

Q.
What is the rate design that results from Staff’s analysis?


Staff’s proposed rate design does the following:

1. Rates for Local Services are de-averaged into 5 zones.  The average rate is lowered for both residential and business classes.  The difference in rate between the two classes is narrowed;

2. Rates for Special Access are de-averaged, and reduced to the levels of interconnection services and elements;

3. Free calls for Directory Assistance are eliminated, and the rate per call is increased;  

4. A late payment charge is established; and

5. No change is made to the current rates and charges for Remote Call Forwarding, Directory Listing, and various custom calling features.  The Company has proposed rate increases for these services.



In addition, Staff is recommending the elimination of the Interim Terminating Access charges (ITAC).  Mr. Zawislak explains that recommendation in his rate design testimony, Exhibit No. ___-T (TWZ-22T).
IV.
Specific Staff Rate Design Proposals

A.
De-averaged rates for local exchange service

Q.
What is local exchange service?

A.
Local exchange service is the basic subscriber line and local message services normally furnished to residential and business subscribers by a local exchange carrier.  Verizon NW bundles the subscriber line and the local message service for retail purposes.

Q.
What does it mean to “de-average” local service rates?

A.
Currently, the rate for residence and business basic exchange service is the same throughout Verizon NW’s service area in this state.  In other words, the service is provided at a statewide average rate.  De-averaging recognizes that the cost of providing the service varies across the state.  A de-averaged local service rate is a rate based closer to the cost to provide the service in the particular part of the state at issue.

Q.
Is Verizon NW proposing to de-average any local service rates in this case?

A.
No.

Q.
Please explain Staff’s proposal to de-average rates for local service, as it applies to residential basic exchange rates.

A.
Staff has developed local rates for five (5) zones.  These rates are based on the same de-averaged loop costs that Staff presented to the Commission in Docket No. UT-023003.  The specific rates proposed by Staff are:

	Residential
	Zone 1
	Zone 2
	Zone 3
	Zone 4
	Zone 5

	Monthly rates
	$9.59
	$10.58
	$13.00
	$16.54
	$ 21.63


Q.
Please explain how the five zones were developed.

A.
Staff is proposing a five-zone structure that matches the five-zone structure used to de-average the charges for unbundled network element (UNE) loops.  The Commission has established five UNE loop zones, and Verizon NW is currently charging de-averaged rates for UNE loops.  The assignment of individual wire centers to zones is currently under review by the Commission in the generic cost case, Docket No. UT-023003.  For purposes of this case, Staff has developed proposed retail prices based on Staff’s proposal for UNE zones in the generic cost case.  However, Verizon NW has proposed a different zone structure in that case.  Staff is not, in this case, independently recommending its zone structure; rather, Staff believes that whatever zone structure is adopted by the Commission in the generic cost case should be used to de-average retail local service prices in this case. 

Q.
How were the rates in each zone developed? 

A.
The rates were first de-averaged into zones and then lowered to produce the target reduction in revenue.  Staff used the current rate for residential local service -- $13.00 -- as the starting point for Zone 1.  Staff used the FCC's affordability benchmark for residential local service as the starting point for Zone 5.  The FCC benchmark is $34.16 for the overall charge for local service; the local rate portion of that benchmark is $21.63 as recommended by Staff (See Exhibit No. ___  (TWZ-24).  The rates for Zones 2, 3, and 4 were established based on the relative cost of the UNE loop in each zone, as represented by Staff’s recommended UNE loop costs in the generic cost case.  From this de-averaged structure, Staff lowered the rates, while maintaining the zone relationship in each zone, to meet the target revenue reduction of $52 million.  


A full illustration of the proposed zone rates and related calculations are contained in my confidential Exhibit No. ___C (JYR-3C).
Q.
Does Staff also propose that business local service rates be de-
averaged?

A.
Yes.  Staff’s proposed monthly business basic exchange rates are:

	Business
	Zone 1
	Zone 2
	Zone 3
	Zone 4
	Zone 5

	Rates
	$14.39
	$15.65
	$18.72
	$23.22
	$29.70


Q.
How were the rates and zones for business local exchange rates developed?
A.
The five zones are the same for business as for residential, and as I explained earlier, they are intended to match precisely the zones defined for de-averaging of UNE loops.  The rates were developed in a process similar to the one I described above for residential rates, where rates are first de-averaged from the current level and then lowered to meet the revenue target.  



However, Staff set the endpoints, i.e., Zone 1 and Zone 5, in a different manner.  Staff used the current rate of $29.70 as the starting point for the highest zone rather than, as in the case of residential service, the lowest zone.  Staff’s purpose in doing this was to narrow the gap between residential and business rates.  The starting business rate for Zone 1 is set equal to 1.5 times of the residential rate in Zone 1.  Again, the full explanation and calculations are included in my confidential Exhibit No. ___C (JYR-3C).  

Q.
Why does Staff use the de-averaged loop costs and 5 zones proposed by Staff in Docket No. UT-023003?

A.
Verizon NW’s costs vary by geographic area, and the five zones capture that cost difference in a manageable way.



In Docket No. UT-023003, Staff recommended the Commission adopt the five-zone de-averaged loop prices.  In that docket, Staff developed de-averaged loop prices into five zones because that reflects a balance between price accuracy and administrative convenience.  


For consistency, and to meet the cost-based rate criterion, Staff proposes to use the de-averaged rate structure based on de-averaged loop prices for rate design in this proceeding.  



Should the Commission adopt a different zone structure or cost levels in Docket No. UT-023003, Staff will make the corresponding adjustments to its rate design proposal in this case.

Q.
What important policy objectives are achieved if Staff’s rate de-averaging proposal is implemented?

A.
The Staff rate design proposal to de-average local rates is consistent with the policy objectives set out in RCW 80.36.300.  That is, the rate design considers affordability, promotes just and reasonable rates that reflect underlying costs, and creates efficiency.  



Recent developments in the technology and competition in the telecommunications industry warrant reexamination of the Company's existing rates and rate structure.  While one of the goals in a rate case proceeding is to set the Company’s rates and charges at levels that will meet the revenue requirement, an equally important goal is to realign the rates with relative costs, and to change the existing rate structure to reflect competitive realities.  

Q.
How does Staff’s rate de-averaging proposal “reflect competitive realities?”

A.
There has been competitive entry and growth of competition in certain segments of the telecommunications market.  It is important that the way basic exchange rates are priced reflect the cost competitors face when entering the market.



Staff’s de-averaged rate design proposal and proposed rate levels move rates closer to cost-based prices.
Q.
If the Commission decides not to de-average local rates, what are the appropriate rates for residence and business basic exchange service, based on Staff’s revenue requirements analysis? 

A.
The average monthly rate would be $10.29 for residential basic exchange service and $15.08 for business basic exchange service.  My confidential Exhibit No. ___C (JYR-3C) shows the calculations of these average rates for residential and business local services.  

B.
De-averaged special access rates
Q.
What are special access services?

A.
Special access service is a permanent, dedicated private-line type connection between an individual subscriber and an interexchange carrier’s point of presence.

Q.
Is Staff also proposing de-averaged rates for special access service?

A.
Yes.

Q.
Does Verizon NW propose to de-average rates for special access service?

A.
No.

Q.
Please describe Staff’s proposal.

A.
Staff recommends that the Verizon NW’s current rates for intrastate special access services be reduced to the level that is equal to Verizon NW’s local interconnection rates for similar, if not identical functions.  The Company’s current interconnection rates and charges are contained in Verizon NW’s Tariff WN U-21.  



Staff’s proposed average rates are shown on page 14 in my confidential Exhibit No. ___C (JYR-3C).



Staff then takes a further step to de-average rates for special access lines (two-wire and four-wire), by ensuring that the proposed rates are cost-based, and are set at parity with the loop costs/prices Staff proposed in Docket No. UT-023003.  Once the loop rates and zones are finalized in Docket No. UT-023003, Staff will make any necessary adjustments for these de-averaged rates.  



The proposed de-averaged rates are listed on page 15 of my confidential Exhibit No. ___C (JYR -3C).  Staff’s proposal of pricing these special access services at the level of its functional equivalent unbundled network elements (UNEs) prevents rate arbitrage or “tariff shopping,” because the underlying costs are the same for these types of services, whether they are labeled as “UNEs” or “special access.”



In addition, Staff proposes to decrease Verizon NW’s current rates for DS3 special access lines to be consistent with the Company’s local interconnection tariff.  Since no unit information is currently available, there is no revenue impact included in Staff confidential Exhibit No. ___C (JYR-3C).

Q.
Why should special access rates be de-averaged?

A.
These rates should be de-averaged for two related reasons.  First, the rates should be de-averaged because the cost of providing the service varies across zones.  This fact has been established by the Commission in generic cost proceedings.  Cost-based rates promote efficient choices by customers about whether and how much of a service to use.  Second, the rates should be de-averaged because Verizon NW is selling a functionally equivalent service – indeed, an identical service – at de-averaged prices.  Special access and interconnection loops are the same service.  



In theory, a customer is supposed to choose one version or the other based on the type of traffic that will be carried on the circuit.  In reality, customers have significant discretion about whether to order a special access circuit or an interconnection circuit.  Offering one version of the same service at an averaged price and another version of the same service at a de-averaged price invites arbitrage, punishes honesty, and reduces economic efficiency.  



Because the Commission has already de-averaged interconnection prices, it should be consistent by de-averaging special access prices.

Q.
If the Commission does not adopt the de-averaging proposal for Special Access, what rates does Staff recommend?

 A.
Staff recommends calculating an average rate based on the test year line counts and the revenue generated by the de-averaged rates.  My confidential Exhibit No. ___C (JYR-3C), on page 14, shows the average rates for special access services.

C.
Directory assistance

Q.
What is directory assistance?

A.
Directory assistance is a service provided by the Company in which a customer can call a Verizon NW operator and get a telephone number of a person they wish to call.

Q.
What is the current rate for directory assistance?

A.
The rate is 95 cents per call.  Residential customers receive two free calls per month.  Business customers receive one free call per month.

Q.
What is the Company’s proposal for directory assistance service?

A.
The Company proposes to eliminate the free directory assistance calls for both residential and business customers.  It proposes no change in the charge for billed directory assistance calls.

Q.
What is Staff’s proposal for directory assistance service?

A.
Staff agrees with the Company’s proposal to eliminate the free directory assistance calls for both residential and business customers.  Staff also recommends the per-call rate be increased from the current rate of $.95 to $1.25.  

Q.
Why does Staff recommend the per call rate for directory assistance be increased to $1.25?

A.
As stated by Verizon NW witness Mr. Fulp, the current rates charged by other companies in this competitive market range from $1.25 to $1.50 per completed call.  Direct Testimony of Mr. Fulp, Exhibit No. ___ (ODF-1T), page 10.  Qwest charges $1.25 for local directory assistance, CenturyTel charges $1.25, Sprint charges $1.50, and AT&T charges $1.25 per call.  Verizon itself charges $1.25 per call for Directory Assistance in Texas.    




The Commission has classified Verizon NW’s directory assistance service as competitive, and it makes sense to set the per call rate at a market price.  The Staff’s proposed rates and revenue impact are shown on page 17 of Staff confidential Exhibit No. ___C (JYR-3C).

Q.
Should the calls for directory assistance at no charge still be available for persons with a disability?

A.
Yes.  Staff proposes that the terms and conditions for directory assistance applicable to persons with a disability remain unchanged.  See Verizon NW’s Washington Tariff WNU-17, Section 9.

D.
Late payment charge

Q.
What is a late payment charge?

A.
A late payment charge is a charge that applies when a customer does not pay his or her telephone bill on time.

Q.
Does Verizon NW currently have a late payment charge?

A.
No.

Q.
Should a late payment charge be established in a rate design with targeted revenue of negative $52 million?

A.
Yes.  A late payment charge is a reasonable way to recover costs imposed upon the Company and ratepayers other than those who do not pay their bills when due.  Other regulated local exchange telephone companies in this state have already established a late payment charge:

	Century Tel
	1% 

	Mashell
	1%

	Qwest
	1%

	Whidbey
	1%

	Yelm
	1%


Q.
What late payment charge is the Company proposing in this case? 

A.
Verizon NW proposes to establish a late payment charge of $5 or 1.5% of the unpaid balance, whichever is greater.  
Q.
Please explain the late payment charge proposed by Staff.

A.
Staff agrees a late payment charge should be established and agrees with the proposed rate of 1.5 percent.  Staff takes issue with the $5 minimum charge proposed by Verizon NW, which applies regardless of the amount of the unpaid balance.  



The $5 minimum charge is excessive in many instances.  Based on the information provided by Verizon NW, 96% of its residential accounts carry a balance that is less than $334, which is the breakeven point between the $5 and the 1.5%.  A $5 charge constitutes more than 10% of the unpaid balance in approximately 30% of the residential accounts overdue.  Thus, Staff agrees with the Company’s proposal that the late payment charge be set at 1.5% of the unpaid balance, but Staff opposes the $5 minimum charge. 

V.
Alternative Rate Design

for a Hypothetical Revenue Requirement
Q.
Is Staff offering an alternative rate design based on a revenue requirement level different than Staff has testified is appropriate?

A.
Yes.  In this case, there is a large disparity between Staff’s proposed revenue requirement for the Company and the amount of revenue requested by the Company through its rate design proposal.  

Staff’s proposed rate design is flexible enough to adapt to different levels of revenue requirement.  To assist the Commission, Staff presents an alternative in the event that the Commission’s final decision does not adopt Staff’s revenue requirement proposal.

Q.
What hypothetical revenue change has Staff considered in this alternative rate design scenario?

A.
Staff provides an alternative rate design to achieve a $30 million increase in revenue.  Staff rate design proposal under this scenario has the following features:

1. De-averaged local service rates for Residential and Business lines;

2. De-averaged and reduced rates for special access services;

3. Increased Directory Assistance per call rate and elimination of the free calls; and

4. Establishes Late Payment Charges; and

5. No change to the current rates for Remote Call Forwarding, Directory Listing, and various custom calling features.  The Company has proposed rate increases for these services.


For the most part, this rate design alternative is very similar to Staff’s rate design proposal for the approximately $52 million decrease from the Company’s current revenue.  The only significant difference between the two proposals is that the rate levels are higher for basic exchange rates in the five zones.

Q.
Have you prepared exhibits to illustrate this alternate rate design based on a $30 million revenue deficiency scenario?

A.
Yes.  The exhibit is my confidential Exhibit No. ___C (JYR-5C) – Staff Proposed De-averaging Rates and Rate Zones for Local Services, and other rate changes for certain services.

Q.
How did Staff determine the rates for the five zones for local service in this $30 million revenue increase scenario?

A.
I employed the same methodology I previously employed regarding the de-averaging rate proposal for a target revenue reduction of approximately $52 million.  However, for this alternate proposal, Staff’s proposed rates for local residential services in Zone 5 are capped at the Staff’s affordability benchmark of $21.63.  The ceiling for business local service is set equal to the Company’s proposed rate of $39.50 in Zone 5.  The proposed rates in each zone are summarized below:
	
	Residential
	Business

	Zone1
	$17.85
	$30.92

	Zone2
	$18.16
	$31.63

	Zone3
	$18.92
	$33.35

	Zone 4
	$20.03
	$35.87

	Zone 5
	$21.63
	$39.50


Q. 
Please summarize the rates Staff would propose for a $30 million increase scenario for local services, if there were no rate de-averaging?

A.
If there were no de-averaging, the current and the proposed average local rates (monthly) for Residential and Business services would be as follows:

	Revenue Changes
	$(52) million 
	Current Rates
	$30 million
	$110 million

	Residential Services
	$10.29
	$13.00
	$18.07
	$22.80

	Business Services
	$15.08
	$29.70
	$31.32
	$39.50


VI.     Staff Rate Design Recommendations and Pricing Objectives

Q.
At the beginning of your testimony, you discussed the pricing 

principles and objectives that you set out for the Staff rate design proposal.  Please explain how the Staff rate design proposal meets these objectives.

A. As I discussed earlier in this testimony, Staff’s proposed rate design is a step closer in achieving the goal of promoting universal telephone service.  Staff’s proposed rates and rate design are not only cost based, but affordable.  This is particularly true for local residential exchange rates.  Staff’s rate design also takes into consideration the fact that Verizon NW’s costs vary in different geographic areas of the state.  By better matching prices to cost, rates are more efficient and equitable.  



In addition, Staff’s rate design reflects similar rates where the costs of providing services and equivalent functions are the same or similar.  This is accomplished by setting rates at parity, or narrowing the rate gap by moving rates towards costs.  Staff Exhibit No.___ (JYR-7) provides a comparison for Staff’s rate design proposal of de-averaging local services rates.



By pricing services closer to cost, Staff’s rate design minimizes the possibility of cross-subsidization, while still addressing universal service concerns.  



In pricing special access services, Staff considered the non-competitive nature of these services and the need for a competitor to purchase them in order to compete.  Verizon NW proposes to increase rates for special access services that are already priced above cost, and not at parity with its own interconnection tariff.  Lowering these special access rates in the manner Staff has proposed will assist in further promoting effective competition in this market.  



Overall, Staff’s rate de-averaging proposal will also help Verizon NW to position itself to respond effectively to local service competition.  Although the Company today can also respond to competition by using existing regulatory tools such as competitive classification and banded rates, the Company’s ability to lower rates in a particular geographic area is limited.  



For instance, in a lower loop cost zone where competitive entry occurs more frequently, the Company can lower its rates in response to competition by using banded rates without lowering the rates in others zones.  Where the Company can prove effective competition exists, the Company can request, and be allowed to lower its rates to meet particular market demand.  



The Staff’s de-averaging rate design proposal, if implemented, together with the use of banded rates authorized in RCW 80.36.340, gives the Company greater pricing flexibility to maximize its revenue, thus protecting captive customers from monopoly prices that are set uniformly high in order make up for competitive loss in a particular segment of the market.

VII.
Review of Company’s Rate Design Case

Q.
Have you reviewed Verizon NW’s testimony and exhibits on rate design?

A.
Yes.  

Q.
Please summarize the Company’s proposed rate design.

A.
The Company is proposing rate design changes for a considerable number of basic and non-basic services.



Verizon NW proposes to increase its current local service rates by $9.80 for both residential and business customers.  Verizon NW witness Mr. Fulp provided a brief explanation for the proposed residential increases for local services in his testimony, Exhibit No. ___(ODF-1T), page 10, lines 14-22 and page 11, lines 6-17.  For the proposed basic business services rate increase, Mr. Fulp provided an extremely cursory explanation in his testimony, Exhibit No. ___(ODF-1T), page 13, lines 3-5.


  
Verizon NW is proposing to increase prices for the following non-basic products and services as shown in Mr. Fulp’s Exhibit No. ___ (ODF-1T), page 3, lines 13-23 and page 4, lines 1-12:

1. Special Access;

2. Remote Call Forwarding;

3. Custom Calling Features (Business and Residential);

4. Custom Calling Package Discounts; and

5. Directory Listings.



The Company is also proposing to implement a late payment charge and decrease the directory assistance call allowance, which I discussed earlier.  

Q.
How much additional annual revenue does the Company estimate will be generated by the tariff changes it filed?

A.
Approximately $110 million.  

Q.
What annual revenue deficiency is the Company claiming in this docket?

A.
Approximately $240 million.

Q.
Has the Company provided a direct link between the $110 million revenue deficiency it filed tariffs to recover, and the $240 million revenue deficiency the Company is claiming in this case?

A.
No.  

Q.
How does the Company propose to treat loop costs in its rate design case?

A.
For purposes of determining cost, the Company includes the cost of the local loop as a direct cost of local exchange service, and local exchange service only.  The Company assigns 100% of the loop cost to basic exchange service.  



According to the Company, this treatment reflects that loop costs are “part of the direct cost of providing basic service.  Verizon NW does not agree that such costs are common.”  Direct Testimony of Mr. Fulp, Exhibit No. ___ (ODF-1T), page 11, lines 6-8.



For purposes of determining price, the Company argues that “market forces will not allow Verizon NW to recover loop costs from other services,” even if the Company were to treat loop costs as common costs.  Id. page 11, lines 8-10.
Q.
Is Verizon NW’s position on classification of loop costs appropriate?

A.
No.  First of all, a local loop is required to provide multiple services, including dial-up Internet access, interexchange toll services, digital subscriber line service, vertical features, and basic local service.  It is simply wrong to consider the entire loop a cost unique to any single service.  Furthermore, without the loop, none of these services could be provided (that is why the local loop is also called the “last mile” and historically, a “bottle neck” facility).  



With the availability of an unbundled loop, the loop may no longer be a monopolized “bottle neck” piece of the ubiquitous network.  However, it is still a basic and critical pathway; through it, all services travel.  


While Staff agrees that residential customers need to pay for the costs of residential loops (and business customers need to pay for the costs of business loops), there is no single service that should be made responsible for the entire cost recovery.    



Finally, it is accurate and economically efficient to treat the loop as shared cost; such a theoretical view and practical consideration of loop costs in designing rates are consistent with the past Commission decisions and practices.

Q.
You referred to Mr. Fulp’s testimony that “market forces will not allow Verizon NW to recover loop costs from other services,” even if the Company were to treat loop costs as common costs.  Does the Company’s rate design proposal reflect this claim?

A.
No.  To the contrary, the Company proposes to increase rates for certain custom calling features such as Remote Call Forwarding, Directory Listing, and other common calling features and feature packages, even though the rates and charges for these feature already have substantial markups over the costs of providing them.  

Q.
In any event, did Verizon NW’s rate design testimony describe in detail what the Company means by the term “market forces” in this context?

 A.
No.

Q.
Did Staff ask the Company to support its claim that “market forces” require it to recover loop costs solely from basic exchange service?

A.
Yes.  

Q.
What is the Company’s support for its claim that “market forces” require it to recover loop costs solely from Residential Exchange service?

A.
According to the Company’s response to Staff Data Request No. 406, the Company is relying only on a general allegation regarding the existence of price-restraining competition.  The Company could not produce any documents that actually referred to such “market forces.”  The Company’s response to Staff Data Request No. 406 is my Exhibit No. ___ (JYR-6). 

Q.
Mr. Fulp also argues that the Company’s proposed local rate of $22.80 for residential customers does not cover Verizon NW’s calculated cost of providing the residential service.  Direct Testimony of Mr. Fulp, Exhibit No. ___ (ODF-1T) at page 10.  Do you agree with his argument?

A.
Absolutely not.  It is a seriously flawed analysis.  Mr. Fulp’s comparison of the purported cost of $38.36 to the proposed rate of $22.80 is misleading.  The correct way to analyze whether local service is covering its underlying cost is to compare the total revenue generated by various services using the local loop to the direct and shared cost of providing the local service.  



For example, residential customers subscribe to digital subscriber line services, make toll calls, purchase expensive bundled packages, buy vertical features such as caller ID and three-way calling that are priced well above their costs, pay a monthly subscriber line charge of $6.50, and a monthly rate for local service.  Each of these generates revenue for the Company, and none of them could be delivered to the customer without the local loop.  To accept Verizon NW’s analysis, one would have to ignore every source of revenue but the local rate and the subscriber line charge.  That ignores reality.



Furthermore, Verizon NW’s calculation of the cost, $38.36 is unreliable.  It is based on Verizon NW’s proposed state average loop cost in the pending Docket No. UT-023003.  It includes allocation of shared costs at levels that have not been determined by the Commission.  The Company’s $38.36 cost number is produced by a VZ cost model that uses the Company’s proposed depreciation rates, the Company’s proposed cost of money, and unidentified fill factors.  These inputs are at issue in that proceeding.  

Q.
What is Staff’s view of the overall rate design proposal by the Company?

A.
If the Company is allowed to recover a $110 million revenue shortfall, Staff does not propose any changes to the Company’s rate design proposal.  



The Company’s proposed rate design is basically to increase rates for three (3) groups of services.  Group 1 includes basic local services for residential and business customers.  The Company’s proposed rate increases in this category generate $84.8 million of the total $110 million (approximately 77%) revenue increase requested by the Company through its filed tariffs.  



Group 2 includes custom calling features, feature packages, directory listing, directory assistance, and late payment charges.  These proposed increases in these rates are not based on cost, but are for the sole purpose of generating revenue to meet the Company’s revenue target.  



Group 3 includes special access services.  Although Staff disagrees with the Company’s assertion that the current rates do not cover costs (Exhibit No. ___ (ODF-1T), at page 7), Staff does not propose an alternative to these rate increases in the $110 million revenue increase scenario.  Had Staff opposed some of the rate increases for the services in Groups 2 and 3, the rates for the services listed in Group 1 would have to be increased even more than the Company proposes, because there is no other reasonable way to recover such a large amount of additional revenue ($110 million) without creating even more rate shock to the captive customer base of the Company.

Q.
Does Staff take issue, in the $110 million increase scenario, with the proposed levels of residential and business local service?
A.
Staff questions whether the proposed residential rate of $22.80 is consistent with FCC requirements.  As Mr. Zawislak discusses, the FCC now requires that state commissions certify that the rural rates of non-rural companies, including Verizon NW, are not excessive relative to the rates charged in urban areas of the nation.  This requirement is codified in 47 CFR 54.316: 

[image: image1.png]§54316  Rate comparability review and certification for areas served by non-
rural carriers.

(2) Certification. Each state will be tequired annually to review the comparabiliy of residential
sates in rural areas of the state served by non-rural incumbent local exchange carriers to usban
sates nationwide, and to certify to the Commission and the Administrator 2s to whether the rates
are reasonably comparable, for pusposes of section 254(b)(3) of the Telecommunications Act of
1996. Ifa state does not sely on the safe harbor described in paragraph (b). or certfies that the
sates are not reasonably compasable, the state must fully explain is rate comparability analysis
and provide data supporting its certfication, including but aot limited to residential rate data for
susal areas within the state served by non-rural incumbent local exchange carriers. Ifa state
cetifies that the rates ase not reasonably comparable, it must also explain why the rates are not
reasonably comparable and explain what action it intends to take to achieve rate comparability





It would appear that, if Verizon NW’s rate design proposal is adopted, the Commission would be unable to make the rate comparability certification and would be required to “explain what actions it intends to take to achieve rate comparability.”

Q.
Does this conclude your testimony?

A.
Yes.
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