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I.
INTRODUCTION

Q.
Please state your name and business address.

A.
My name is Timothy W. Zawislak, and my business address is 1300 South Evergreen Park Drive Southwest, Olympia, Washington 98504-7250.


My business e-mail address is tim@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 a Telecommunications Regulatory Analyst.  My participation in this case is on behalf of the Commission’s Staff (Staff). 

Q.
Have you previously testified in this docket?

A.
Yes.  I testified in the interim rate relief phase and I also provided testimony regarding various revenue requirements issues and adjustments in this case, as well.  My educational and professional qualifications and experience are more fully stated in Exhibit No. ___C (TWZ-8TC) at

pages 1-2.

II.
SCOPE OF TESTIMONY

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

A.
In this phase of the case I will address Staff’s proposal to eliminate Verizon NW’s interim terminating access charge (ITAC).

III.
SUMMARY

Q.
Please summarize your testimony.

A.
Verizon NW’s ITAC should be eliminated because it is no longer justified.  
In resolving this issue, the Commission should use the approach used by the Federal Communications Commission (FCC) to determine the reasonable comparability of rates.  The Commission should compare the price of flat rated local residence service in Verizon NW exchanges with the new local rate price benchmark established by the FCC.  Applying the FCC affordability benchmark, Staff finds that its proposed rates for local service are sufficiently low that there is no need for funding through the ITAC.  Staff calculates that, as long as the local rate in Verizon’s rural areas does not exceed $21.63, there is no need for an ITAC.  Staff used this $21.63 rate as the upper limit in its rate design.  



The FCC has not established an affordability benchmark for business local service.  However, Staff recommends that the Commission use the same benchmarking approach to evaluate the price of flat rated local business service in Verizon NW exchanges and determine the need for ITAC revenue by comparing proposed rates to the benchmark level.   Staff calculates a business affordability benchmark using a similar approach as the FCC uses for residence service.  The resulting business benchmark is $42.26, for Verizon NW in Washington State.



Staff proposes neither residence rates nor business rates in excess of these benchmarks.  Therefore, there is no justification for Verizon NW’s ITAC, and the ITAC should be eliminated. 

IV.
INTERIM TERMINATING ACCESS CHARGE (ITAC)

Q.
What is the “interim terminating access charge,” or ITAC?

A.
The interim terminating access charge (ITAC) is a rate element that the Commission adopted in 1998 as a mechanism to protect the universal service goals of state and federal law in an era of greater competition in the market for local exchange service.  The ITAC is an exception to the general requirement of the Commission that terminating access charges be limited to the cost-based rate that is used for reciprocal compensation of local traffic.  



The ITAC is a rate additive that is assessed on intrastate terminating toll minutes of use.  The Company’s ITAC has been available as a way of ensuring that universal service is supported through the Company’s intrastate rate structure.



Universal service as an explicit policy has been in effect in Washington State since 1985, when the legislature enacted RCW 80.36.300(1).  The Federal Telecom Act of 1996 also renewed this important policy when Congress enacted 47 U.S.C. § 254.

Q.
When did Verizon NW first establish an ITAC in its access charge tariff?

A.
In 1999.  Verizon NW first filed to establish this discrete rate element on December 1, 1998, in Docket No. UT-981527, with a January 1, 1999, effective date, after the Commission adopted WAC 480-120-540, the “Terminating Access Charge” rule.  Subsection (3) of that rule allows the Company to seek authorization to collect such a charge.  

Q.
Please explain how Verizon NW’s rate level for its ITAC has changed over time.

A.
The rate levels for Verizon NW’s (formerly GTE Northwest’s) ITAC have gradually decreased over time, as follows: 



January 1, 1999
$0.0586239 per minute
(allowed)



April 12, 1999
$0.0449955 per minute
(allowed)



May 1, 2001

$0.0323794 per minute
(settled)



October 1, 2003
$0.0242846 per minute
(ordered)


Although the current ITAC rate went into effect after the test year in this general rate case (on October 1, 2003), both Staff and the Company have adjusted intrastate revenue on a pro forma basis to reflect the current price of the ITAC in Verizon NW’s results of operations.

Q.
Should Verizon NW’s intrastate ITAC rate be maintained at the current level?

A.
No.  The ITAC rate for Verizon NW should be eliminated (or set at $0.0000000 per terminating minute of use) based on current conditions and proposals in this case.  This conclusion is supported by my Exhibits Nos. ___C (TWZ-23C), ___ (TWZ-24) and ___C (TWZ-25C), which I explain later in my testimony.
Q.
What do you mean by the statement that the ITAC should be eliminated “based on current conditions?”

A.
The sole purpose of the ITAC is to provide a method for a company to recover costs of serving rural or high-cost locations that it cannot recover from its own retail customers at rates that meet the public policy standards for universal service.  These standards require that rates be affordable and that rates in rural areas be reasonably comparable to rates charged for similar services in urban areas.  Verizon NW’s retail rates can meet those standards without an ITAC, and therefore there is no justification to authorize Verizon NW to charge an ITAC.

Q.
If the Commission eliminates the ITAC, will this result in lower overall revenues for Verizon? 

A.
No.  The question of whether to authorize an ITAC is a rate design issue rather than a revenue requirement issue.  Staff’s proposed rates for local service, as presented by Ms. Roth, are calculated to provide the required level of overall revenues with no ITAC revenue needed.  

Q.
Is there any harm from keeping the ITAC, even if it is not necessary to meet the public policy objectives relating to universal service?
A.
Yes.  The Commission decided in its 1998 access charge reform proceeding, Docket No. UT-970325, that the rates that telecommunications companies charge each other for terminating calls should be based solely on the actual cost of providing that service, and should be the same regardless of whether the calls are local “interconnection” calls or long-distance “exchange access” calls.  



The ITAC significantly interferes with those principles, because the ITAC does not recover any part of the cost of terminating a call, and because the ITAC is levied on access service but not on interconnection service.  Since the ITAC interferes with the Commission’s fundamental access charge policy, it should be permitted only when it is necessary to further some other, more important public policy objective.  Universal service certainly could qualify as an overriding public policy objective, but it does not in the case of Verizon NW.  The ITAC undermines the state’s access charge policy objectives with no offsetting benefit to its universal service objectives.

 Q.
What rate is Verizon NW proposing for the ITAC in this case, and what is the basis for that rate?

A.
Verizon NW has not proposed any change to its current ITAC rate of $0.0242846 per minute.  The revenue derived from this specific rate element is calculated in my Exhibit No. ___C (TWZ-23C).  Page 1 of that exhibit summarizes the relevant minutes of use times the current rate and establishes the calculation for Staff’s proposed rate.
  The remaining pages of the exhibit include Verizon NW’s 2003 Annual Access Charge Report that some of the figures shown on page 1 rely upon.

Q.
Why should the Commission eliminate the ITAC as Staff suggests, particularly when this revenue will be shifted to local rates?

A.
The ITAC should be eliminated
 because Verizon NW does not need it at this time.  As I explained earlier, the sole purpose of the ITAC is to maintain rates in rural and high-cost areas that are affordable and reasonably comparable, and these objectives can now be met without relying on the ITAC.  



For purposes of establishing the need for a universal service mechanism, Verizon NW’s current rates for flat rated local residence service, as well as the highest of Staff’s de-averaged rates in Zone 5, are affordable and reasonably comparable, as this requirement has been interpreted and applied by the FCC.  Verizon NW’s proposed flat rated local residence service rates are not.



The new FCC benchmark approach essentially establishes a ceiling for the price of residence local exchange service in rural areas served by non-rural companies such as Verizon NW in Washington State.  Under Staff’s proposal, Verizon NW can meet its revenue requirement without exceeding this ceiling.  Therefore, the ITAC is not justified.

FCC Residence Benchmark Approach and Staff’s Proposed Business Benchmark 
Q.
Please explain what benchmarks you are describing.

A.
The FCC’s most recent universal service remand order
 established a benchmark price for local service that is based on the range of prices charged by non-rural incumbent local exchange companies across the nation.  The FCC decided that rural rates should not exceed the average urban rate by more than two standard deviations, which turned out to be 38 percent.  Staff proposes to use the FCC’s benchmarking approach in this case.

Q.
Is the FCC’s benchmark approach the same method the Commission used in 1998 to establish a basis for Verizon’s first ITAC?

A.
No.  In 1998, the Commission used an approach that compared the total (unseparated) cost of basic service to overall average revenue benchmarks.  The revenue benchmarks were based on national estimates for a residential customer’s average monthly bill of $31 per month and a business customer’s average monthly bill of $51 per month.  



These $31 and $51 revenue benchmarks were then compared to the estimated monthly cost of basic service in each exchange.  The costs above the benchmarks (multiplied by the number of lines and annualized), were allowed to be recovered through an ITAC, at that time.  

Q.
Has that process for calculating the ITAC changed since 1999?

A.
Yes.  In Docket No. UT-020406, the Commission scaled back Verizon NW’s prior ITAC by 25 percent, reflecting the Commission’s jurisdictional share of Verizon NW’s operations in this state.  However, the Commission did not update the ITAC for changes in lines or billing units, at that time.  Rather, the Commission referred the parties essentially to the next rate case (which is at issue here).

Q.
How do the new benchmarks that Staff proposes compare to what the Commission used in the past?

A.
The benchmarks Staff proposes in this case, $21.63 for residence and $42.26 for business, are local rate price benchmarks.  The prior benchmarks were based on total unseparated revenues.  Accordingly, the new benchmarks can be directly compared to Verizon NW’s local residence and business rates on a stand-alone basis.  Thus, the Commission has direct jurisdiction over more of the inputs than before.



In addition to being jurisdictionally appropriate, Staff’s proposed $21.63 and $42.26 benchmarks are more consistent with the FCC’s current high-cost universal service program.  Because the FCC’s high-cost universal service program has changed over time, it is reasonable for the Commission to adapt updated benchmarks in order to determine the appropriate ITAC for Verizon NW in this rate case, as Staff proposes.



As the Commission noted in its Twelfth Supplemental Order on Reconsideration in Docket No. UT-020406, at paragraph 25 and again specifically at paragraph 29; the application of WAC 480-120-540(3), “does not specify a methodology by which the Commission must determine whether a company may recover any costs, or how the Commission must determine the amount to be recovered.”



Therefore, although Staff’s proposal for determining the ITAC in this case is new and different, it is appropriate under current conditions.

Q.
Please explain more specifically how Staff derived the $21.63 and $42.26 local price benchmarks.

A.
Staff began with the FCC’s national average local residence rates for 2003, including the subscriber line charges (SLCs) and taxes, of $24.76.  This amount was increased by 38%, to recognize the effect of two standard deviations derived from the analysis in Appendix B of FCC Order No. 03-249 (FCC 03-249), released October 27, 2003, and the Reference Book of Rates, which was updated during 2004.  The result is $34.16.  If a non-rural ILEC’s rates exceed $34.16, it has not met the requirements of the FCC’s rule.


The FCC benchmark rate of $34.16 includes the interstate SLC, various surcharges, and taxes, so it cannot be directly compared to the local rate in Verizon NW’s tariff.  Staff subtracted from the $34.16 the SLC and taxes applicable to Verizon NW in this state (by using data underlying the Reference Book of Rates), to arrive at the comparable local rate price benchmark level that Staff recommends, which is $21.63.  



These calculations are shown in my Exhibit No. ___ (TWZ-24).


Line 6, column (F) of that exhibit reflects the reconciliation of Staff’s local residence benchmark of $21.63.  If Verizon NW’s local residential rate exceeds $21.63, the overall charge for local service will exceed the FCC benchmark level of $34.16. 


Staff made a similar calculation for the local business benchmark.  The FCC does not require such a calculation for business rates.  However, the FCC does report the national average local business rate, which is $42.59.  This amount was multiplied by the same 38% Staff used in the residence benchmark calculation, to reach a total of $58.77.  Then, the SLC and taxes applicable to Verizon NW in this state were subtracted, resulting in Staff’s local business benchmark of $42.26.



These calculations are shown in my Exhibit No. ___ (TWZ-24).


Line 14, column (F) of that exhibit reflects the reconciliation of Staff’s local business benchmark of $42.26.

Q.
How should the Commission use these benchmarks?

A.
The Commission should compare Verizon NW’s local rates (residence and business, respectively) to these benchmarks to ensure that customers do not pay more than what is reasonably comparable from the FCC’s perspective.  Exhibit No. ___C (TWZ-25C) makes this comparison based on Staff’s proposed rates.  This is important from an intrastate universal service funding basis, as well as from an interstate universal service funding basis.



First, it is a hallmark of universal service policy to ensure that local rates are set at reasonably comparable levels.  Because the Commission has responsibility for this function, it is important that intrastate universal service funds are available (albeit, if only through the Company’s own rate structure), if necessary.  Here, although, they are not necessary from Staff’s perspective.



Second, to comply with federal rules on certification of rate comparability, the Commission must essentially keep this methodology in mind as it strives to comply with 47 CFR 54.316 every year.  Indeed, in the event that a state fails to make such an expanded certification, no eligible telecommunications carrier in the state shall receive forward-looking support for non-rural carriers pursuant to section 54.309.  See 47 CFR 54.316(e).  By ensuring that prices are not set above these benchmarks the Commission will be able to comply.  Under Staff’s proposed rates, an ITAC is not necessary and rates will still be reasonably comparable.

Finally, Staff believes that the new benchmarks are an improved way to determine intrastate universal service support necessary for Verizon NW because they are more directly related to the prices consumers pay and are more jurisdictionally explicit (e.g. local rates, net of taxes and SLCs, are clearly in the state jurisdiction).



The main point here should be to ensure that customers pay no more for local services than is reasonably comparable on a nationwide basis, and that the respective benchmarks (and price ceilings) offered by Staff in this proceeding will allow the Commission to set the Company’s ITAC, if any, at an appropriate level necessary to support any intrastate universal service funding needs to achieve these important goals.

 Q.
Does this conclude your testimony?

A.
Yes.

� Although Staff proposes a rate of zero (i.e. elimination of the ITAC), the exhibit allows the Commission to calculate a positive rate if it determines that intrastate ITAC revenue support is appropriate.


� Or, in the alternative, the ITAC tariff could reflect a price of $0.0000000 per minute in order to keep the tariff structure as a placeholder, should the Commission later find that Verizon NW can justify an ITAC based on different conditions.


� FCC 03-249, Order on Remand, Further Notice of Proposed Rulemaking, and Memorandum Opinion and Order in the Matter of Federal-State Joint Board on Universal Service, CC Docket No. 96-45, (FCC’s remand order), released October 27, 2003 <http://www.fcc.gov/Bureaus/Common_Carrier/Reports/FCC-State_Link/IAD/ref04.pdf>.
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