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III.
Summary of Revenue Requirements

Q.
Does Verizon NW have a revenue deficiency that justifies an increase in its Washington intrastate rates?

A.
No.  Verizon NW has a revenue surplus of $52,181,000 25,989,000.  This would require a 13.446.67% decrease to intrastate revenues, and therefore its rates.  



These figures are based on a Washington intrastate revenue requirement of $336,957,000363,798,000.  As shown on Exhibit No. ___ (PMS-8), the revenue requirement is comprised of operating expenses of $259,703,000287,210,000, income taxes of $17,214,000 15,889,000, and a return on rate base of $60,040,00060,699,000.  The return on rate base was calculated using a 7.71% rate of return applied to a rate base of $778,728,000787,281,000.

IV.
Witnesses Testifying on Behalf of Commission Staff and Scope of Testimony

Q.
What other witnesses are testifying on behalf of Commission Staff in this phase of the proceeding, and what are the subject areas of their testimony?

Service), which are more representative of revenues expected during the period the rates in this case will be in effect.  The effect of the adjustments is an increase to intrastate operating revenues $XXXXXXX for the Cyber DS1 service and $XXXXXXX for the New Frame Relay Services, as shown on Exhibit No. ___-C (PMS-13-C), Confidential page 6. 

Staff Pro forma Adjustment SP25 – New Services Revenues Pro formas

Q.
Does Staff offer other revenue annualization adjustments to operating revenue?  

A.
Yes.  Staff conducted a review of tariff revisions implemented in Washington by Verizon NW during and after the test year.  Five of these revisions involved offerings for new features, services, or packages.  These tariff filings are for Call Referral Service; ISDN Caller ID with Name; ISDN Term Package; Transparent LAN 1000 Mbps; and Local Package and Local Package Elite.  Using the Company’s revenue projections for these services, Staff has calculated additional revenues of $XXXXXXXXXXXXX, based on the Year 2 estimates of gross revenues from the services.  Staff’s calculations for this adjustment are shown on Exhibit No. ___ -C (PMS-13-C), Confidential page 7.

2.
Adjustments to Uncollectible Revenues

Pro forma Adjustment P19 - Uncollectibles

Q.
Please explain the Company’s Pro forma Adjustment P19. 

A. 
In this adjustment, Verizon provides the impact of uncollectibles and taxes on the other pro forma revenue adjustments the Company proposes in this case.  Direct Testimony of Ms. Heuring, Exhibit No. ___ (NWH-1T) (revised) at page 15, lines 16-18.  



The Company’s adjustment was calculated by multiplying the total of the Company’s pro forma revenue adjustments by the conversion factor of 1.574421.574442% shown on Exhibit No. ___ (NWH-3), line 6.   

Q.
Is it appropriate to show in a single adjustment the collective impact of tax and uncollectibles of all pro forma revenue adjustments?

A.
No.  While the Company’s method may produce the correct net operating income effect for the Company’s pro forma revenue adjustments as a whole, that method does not furnish the Commission or the parties with the net operating impact of each pro forma revenue adjustment.  



The better approach is to show the uncollectible and tax effect of each pro forma revenue adjustment.  This gives the parties and the Commission 

VIII.
OPERATING EXPENSES

Q. 
What level of test year operating expenses has the Company proposed?

A.
The Company proposes adjusted operating expenses, including depreciation, of $395,459,000.  Exhibit No. ___ (NWH-2) (revised), line 21(c), column (f).
Q. 
What is the appropriate level of test year adjusted operating expenses?

A.
The appropriate level of test year adjusted operating expenses is $260,520,000287,210,000, which is $134,939,000108,249,000 less than the Company amount.  Staff proposes revisions to eight of the Company’s restating and pro forma adjustments.  Staff also proposes seven new restating adjustments and two new pro forma adjustments.

  

My Exhibit No. ___ (PMS-7) summarizes the adjustments to operating expenses, showing the totals of booked expenses and the Staff restating and pro forma adjustments.  As discussed previously in my testimony, Exhibit No. ___-C (PMS-11-C) and Exhibit No. ___-C (PMS-13-C) list each of the restating and pro forma adjustments, and show separately the Company proposed amount, any Staff revisions to the Company's numbers, and the total of the Staff adjustments.  Each Staff adjustment is supported by an 

analysis to determine the effect of these percentage changes by account.  Therefore, Staff’s adjustment is based on the overall difference in percentage assignment affecting operating expense accounts.  

Staff’s calculation applies the 2003 allocation percentage of 49.805% to the Verizon NW shared regulated expenses for the months October through December 2002.  As shown on Exhibit No. ___-C (PMS-11-C), page 6, this resulted in a $10.8 million allocation of expenses.  

The difference between this calculated amount and the expenses that were actually assigned during that period is a reduction of $2,024,432, $1,003,743 of which affects operating expenses (the remainder was interest expense).  Staff has allocated $679,835, the regulated intrastate amount of this adjustment between Verizon’s expense accounts in the same proportions as the original allocation.  

Q.
Does Staff propose adjustments to depreciation expense?

A.
Yes.  I discuss depreciation expense issues in conjunction with Rate Base in Section X.B of my testimony.

Q.
What has Staff determined to be the appropriate level of rate base in this proceeding?

A.
Staff proposes a rate base of $778,728,000787,281,000, which is $170,755,000162,202,000 less than the rate base determined by the Company.  Staff’s proposed rate base, shown at Exhibit No. ___ (PMS-7), consists of the following components:

· Plant in service of $1,653,709,000; 
· Accumulated depreciation of $613,155,000; 
· SFAS 87 Assets (pension asset) of $0;
· Investor Supplied Working Capital of $(20,663,000);
· Deferred Income Taxes of $228,038,000219,485,000; and 
· Other Long-Term Liability of $13,124,000.


Staff proposes revisions to six of the Company’s adjustments, and five additional rate base adjustments. 

Q.
What are the primary differences between the Company’s and Staff’s proposed rate base?  

A.
The primary differences are Staff’s removal of the pension asset from rate base, the removal of plant in service not used and useful in the provision of intrastate services, the removal of other liabilities related to Other Post 
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