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I.  PARTIES

1 This Agreement is entered into between the following parties
:  

· Verizon Northwest Inc. (“Verizon NW" or “Company”);

· The Staff of the Washington Utilities and Transportation Commission ("Staff");

· The Public Counsel's Section of the Office of the Attorney General (“Public Counsel”);

· AARP;

· WeBTEC; and
· The United States Department of Defense and all other Federal Executive Agencies (Department of Defense);

2 Collectively, the foregoing entities are called “Parties,” or individually, a “Party”).  

II.  DOCUMENTS CONSTITUTING THE AGREEMENT

3 The Agreement consists of this document entitled “Settlement Agreement,” Attachments 1 and 2 hereto.  Attachment 1 contains the tariff sheets that would implement the First Tariff Filing and the Second Tariff Filing described in ¶¶ 27-37 below, plus a detailed summary of those tariff changes.  Attachment 2 is a description of certain depreciation lives and salvage values that have been agreed to.  Together, these documents constitute the full and entire agreement of the Parties, which is referred to as the “Agreement” herein.

III.  DATE OF EXECUTION 

4 The execution date of the Agreement is the latest signature date on this Agreement.
 

IV.  EFFECTIVE DATE

5 Subject to the exception in ¶ 8 below, the Agreement is subject to approval by the Washington Utilities and Transportation Commission (“Commission”).  

6 The effective date of the Agreement is the date the Agreement is approved, without material change, by Commission order.

7 However, if the Commission issues an order approving the Agreement with material change, the effective date the Agreement shall be six (6)calendar days after the date of that Commission order approving the Agreement with material change, so long as no Party timely files a notice of withdrawal from the Agreement.
 

8 The only exception to ¶¶ 5-7 above relates to ¶ 63 below, which requires the Parties to support the Agreement before the Commission.  ¶ 63 below is effective on the execution date of the Agreement.
V.  DOCKETS PROPOSED FOR RESOLUTION

9 The Agreement proposes to resolve three Commission dockets, one of which involves a Commission order before the court on judicial review.  Accordingly, one court docket is also proposed for resolution by the Agreement.  Collectively, these proceedings are referred to as the “Pending Proceedings,” and are described as follows:
A. Commission Docket No. UT-040788 (“Rate Case”) 

10 
The Rate Case arises from a general rate case filing by Verizon NW.  The parties of record in the Rate Case are all the Parties listed in ¶1 above, except for XO Washington, Inc. (“XO”), Time Warner Telecom of Washington, LLC (“Time Warner”), Integra Telecom of Washington, LLC (“Integra Telecom”), and the Northwest Public Communications Council (“NPCC”).  As stated in footnote 1, it is the Parties understanding that XO, Time Warner, Integra Telecom and NPCC will not oppose the Agreement.
11 In the Rate Case, Verizon NW has filed evidence claiming, among other things, that the Company needs approximately $220 million in additional annual revenues.  Verizon NW has filed tariffs which it believes would increase its intrastate revenues by approximately $110 million annually.  Those tariff changes are currently under suspension per Commission order.  Various other Parties have challenged Verizon NW’s claims.  

12 For example, Staff has filed evidence claiming Verizon NW has a revenue surplus at current rates.  There are also significant differences between the parties of record in the Rate Case on the issue of rate design, i.e., how the Company’s revenue requirements should be collected through changes in rates for various services.

B. Commission Docket No. UT-040520 (“Depreciation Case”)

13 The Depreciation Case arises from a petition filed by Verizon NW asking the Commission to re-prescribe Verizon NW’s depreciation rates.  The parties of record in the Depreciation Case are Verizon NW, the Commission, and Public Counsel, although Verizon NW has included in the Rate Case the effect of the result it seeks in the Depreciation Case.

14 In the Depreciation Case, Verizon NW is seeking Commission approval of changes that would increase its composite depreciation rate from 6.5% to 9.1%, resulting in an increase in intrastate depreciation expense of approximately $48 million annually.  As noted in the prior paragraph, this amount is reflected in Verizon NW’s evidence in the Rate Case.  In any case, it is the Parties’ understanding that the results of the Depreciation Case would be incorporated into the Rate Case.

15 Staff and Public Counsel have challenged Verizon NW’s claims in the Deprecation Case.  Both Staff and Public Counsel have filed evidence opposing Verizon NW’s claims.  For example, Staff has filed evidence that Verizon NW’s composite depreciation rate should increase from 6.5 to 6.8%, for an annual intrastate expense impact of approximately $5.7 million.  Public Counsel has filed evidence that Verizon NW’s intrastate depreciation expense should increase no more than approximately $4 million annually. 

C. Commission Docket No. UT-020406; Washington Court of Appeals Docket No. 55744-1-I (“Access Charge Complaint Case Appeal”)
16 The Access Charge Complaint Case Appeal arises from a petition filed by Verizon NW seeking judicial review of the Commission’s 11th Supplemental Order in Commission Docket No. UT-020406 (“Commission Order on Review”).  The parties of record in the Access Charge Complaint Case Appeal are Verizon NW, the Commission, AT&T and MCI, Inc. 
17 In the Commission Order on Review, the Commission resolved a complaint filed with the Commission by AT&T.  In its complaint, AT&T claimed, among other things, that Verizon NW’s access charge tariff rates (i.e., the rates charged by Verizon NW to competing intraLATA toll providers to complete and/or originate the intraLATA toll calls involving Verizon NW’s customers) were unfair, unjust, unreasonable and unlawfully discriminatory.  Verizon NW responded that its access charge rates complied with the Commission’s access charge rule, WAC 480-120-570, that Commission precedent precluded single-issue ratemaking and that its access rates could not be reduced without offsetting increases in other rates.
18 While the Commission found that Verizon NW’s rates complied with WAC 480-120-570, the Commission Order on Review required Verizon NW to reduce certain of its access charge tariff rates by $29.7 million without offsetting rate increases.  Verizon NW filed its petition for judicial review, raising, among other things, the arguments presented to the Commission and claiming that the Commission violated Verizon NW’s constitutional rights by depriving it of $29.7 million.
19 The Commission, AT&T and MCI have argued that Verizon NW’s arguments have no merit.
VI.  AGREEMENTS

20 The Parties agree with the statements in ¶¶ 1-19 above.  The Parties desire to resolve by mutual agreement all issues arising from the Pending Proceedings.  To that end, the Parties have engaged in voluntary negotiations to reach a mutually satisfactory agreement.  This Agreement is intended to resolve all issues raised by the Pending Proceedings, and, because no party of record in any of the Pending Proceedings opposes the settlement, it is submitted as a full settlement under WAC 480-07-730(1).
A. Positions Are Not Conceded 

21 In reaching this Agreement, each Party maintains the positions espoused throughout each of the Pending Proceedings.  No Party necessarily accedes to any argument made by any other Party.  

B. Agreement Subject to Commission Approval

22 The Parties understand and agree that this Agreement in no manner binds the Commission in ruling on any of the Pending Proceedings until such a time as the Commission approves the Agreement.  This Agreement is expressly subject to Commission approval.

C. Agreed Tariff Changes

23 The Parties agree that after the effective date of this Agreement, Verizon NW should change its tariffs as set forth in Attachment 1, pursuant to the schedule set forth in ¶¶ 24-25 below.  Those tariff changes are described on Attachment 1 as the First Tariff Filing and the Second Tariff Filing.  The total revenue increase is $38,649,599 based upon the specific rate changes to be reflected in the First Tariff Filing and the Second Tariff Filing.  These rate changes shall control.  The Parties agree that the line rate changes in Attachment 1 narrow the differential between Business line rates and Residence line rates. 

24 Verizon NW will make the First Tariff Filing promptly after the effective date of this Agreement.  The First Tariff Filing will be a compliance filing designed to produce an additional $33,672,583 annually.

25 
Verizon NW will make the Second Tariff Filing to be effective on July 1, 2007. The Second Tariff Filing– will be a compliance filing designed to produce an additional $4,977,016 annually.

26 The Parties agree not to oppose a request from Verizon NW to implement the tariff changes on Attachment 1 on less than statutory notice, so long as those tariffs comply with the terms of this Agreement, and any applicable rules.  However, if the Commission approves the Agreement, but Verizon NW materially breaches the Agreement and/or the Agreement terminates before July 1, 2007, Verizon NW agrees not to make the Second Tariff Filing, nor would the Company change its composite depreciation rate from 6.8% to 7.1% as described in ¶¶ 53-56 below. 

1. First Tariff Filing

27 The following is a summary of the tariff changes in the First Tariff Filing, which will be effective promptly after the effective date of the Agreement: 
a. Basic line rates, Centranet(/Digital (ISDN) Centranet Service Feature Packages (“Centranet Feature Packages”) and Residential Local Packages and Local Package Extra (“Residential Local Packages”)

28 Basic local service line rates increase by $2.43 per month.  The rates for Centranet Feature Packages also increase $2.43 per month.  Residential Local Packages increase $2.25 per month.   

b. Late payment charges

29 A residential late payment charge will be implemented at 1.5% of the outstanding balance, or $2.50, whichever is greater.  A business late payment charge will be implemented at 1.5% of the outstanding balance, or $5.00, whichever is greater.

c. Directory assistance

30 Directory assistance call rates will increase by $.30, to $1.25, with no “free call” allowance.

d. Remote Call Forwarding

31 Remote Call Forwarding service will increase by $3.00 to $19.00.  

e. Various Custom Calling services 

32 Rate increases for various custom calling services (e.g., call waiting, call blocking, etc.) are increased to generate additional overall revenue of 20% from these services.  The details are set forth in Attachment 1.

f. Directory Listing rates

33 The rate for an additional directory listing is increased by $1.00, to $1.55.  
g. Interim Terminating Access Charge

34 The Interim Terminating Access Charge (“ITAC”) is currently $ 0.0242846 per minute.  In the First Tariff Filing, the ITAC will be reduced by $0.0080949, to $ 0.0161897 per minute.   

2. Second Tariff Filing

35 The following is a summary of the tariff changes in the Second Tariff Filing, which will be effective July 1, 2007:

a. Basic line rates, Centranet(/Digital (ISDN) Centranet Service Feature Packages (“Centranet Feature Packages”) and Residential Local Packages and Local Package Extra (“Residential Local Packages”)

36 Basic line rates increase by $1.47 per month.  Rates for Centranet Feature Packages also increase $1.47 per month.  Residential Local Packages increase $.25 per month.  

b. Interim Terminating Access Charge

37 The ITAC will be reduced by $ 0.0161897, to $ 0.0000000.    
38 However, after the First Tariff filing but before July 1, 2007, any Party reserves the right to petition the Commission requesting the ITAC not be reduced by $0.0161897 on July 1, 2007, or requesting other relief, based upon any federal statute, federal court decision, or Federal Communications Commission (“FCC”) order or rule which: a) is enacted, issued or adopted, respectively, after the effective date of this Agreement; and b) is related to access charges or universal service that could impact a state access charge similar to the ITAC.  This Agreement does not affect the rights of any non-petitioning Party to contest any such petition.  If the Commission grants the petition in whole, or in part, the rate increases identified in ¶ 36 above will be modified in a revenue neutral manner as the Commission deems appropriate.  If the Commission determines the ITAC should be reduced by a lesser amount than stated in ¶ 37 above, the Commission should use the same rate design for basic line rate increases and rate increases for Centranet Feature Packages that is reflected in ¶ 36 above to spread the revenue requirement associated with that lesser amount.  The parties agree that any Commission decision relating to the ITAC elimination shall not affect the agreed-upon revenues for Verizon NW described in ¶¶ 23-25 above. 
D. Other Rate Changes or Proceedings

39 The Parties agree that until after July 1, 2007, other than the tariff filings or other proceedings specifically identified in ¶¶ 41-47 below, no Party will initiate, request the Commission to initiate, or support any third party in a request for the Commission to initiate, or will the Commission on its own initiate a proceeding seeking to change Verizon NW’s Washington intrastate tariff rates, or to change the depreciation rates applicable to Verizon’s Washington intrastate operations.  By entering into this Agreement, no party waives any right it may have to seek judicial enforcement of the Agreement, or of an order approving the Agreement.  This Agreement does not affect any filing a Party may make after July 1, 2007.

40 This Agreement does not affect the Commission’s power on any issue in merger, sales or acquisition transactions that may require Commission approval.

1. Permitted tariff filings by Verizon NW on or before July 1, 2007

41 This Agreement does not affect the rights of Verizon NW to seek the following rate changes:  

42 
a.
To decrease a tariff rate or rates;  

43 
b.
In price lists (as that term is used in RCW 80.36.320(2) and/or RCW 80.36.330(2)), provided Verizon NW is qualified to file such price lists.  This applies to price lists relating to competitive classifications in the past or the future; 

44 
c.
To use the ITAC rate element to recover the line extension costs allowed pursuant to WAC 480-120-071.  Such recovery would require a tariff filing by Verizon NW.  
45 
e.
The parties intend this Agreement to provide Verizon NW with the opportunity to earn the revenues agreed to in ¶¶ 23-25 above, based upon the rates agreed to in ¶¶ 27-37 above, during the time period from the effective date until July 1, 2007 (the “Stay-Out Period”).  Therefore, in the event any other rate changes are ordered as a result of Commission action during the Stay-Out Period that increase or decrease Verizon NW’s revenues, Verizon NW will be permitted to make offsetting rate adjustments to achieve revenue neutrality.   


46 
f.
To make individual minor rate adjustments in the normal operation of its business, such as with respect to individual based contracts.


2.
Potential special access revenue neutral rate reductions
47 
Nothing in this Agreement shall preclude any Party from initiating, or requesting the Commission to initiate, or supporting any third party in a request for the Commission to initiate, or preclude the Commission from considering or resolving on the merits, any proceeding seeking to reduce or otherwise modify the intrastate special access rates that Verizon charges to competing local exchange companies if Verizon significantly reduces or eliminates the availability of DS1 or DS3 loops or transport as unbundled network elements in its Washington service territory.  Any order granting all or a portion of the requested relief shall be on a dollar-for-dollar revenue-neutral basis. 

3.
The rights to contest any tariff filings or other proceedings described in ¶¶ 41-47 above are not affected
48 
This Agreement does not affect anyone’s rights to contest on the merits (including issues of rate design) any of the tariff filings or other proceedings described in ¶¶ 41-47 above, so long as the principle of revenue neutrality to Verizon NW reflected in this Agreement is preserved. 
E. Once the Agreement is Effective, it Resolves and Concludes the Pending Proceedings

49 
The Parties agree this Agreement, upon its effective date, resolves and concludes each of the Pending Proceedings. 
1. The Rate Case is resolved and concluded 

50 
The Parties agree this Agreement resolves the Rate Case, and is made in lieu of further proceedings in that case.  The Parties agree that Commission approval of this Agreement establishes that, for the period covered by the Agreement, the rates charged by, and the overall earnings of, Verizon NW are fair, just, reasonable and sufficient.  

51 
The Parties agree that if the Commission approves the Agreement without material change, and accepts, approves or allows to go into effect the agreed tariff changes listed in Attachment 1, Docket No. UT-040788 will be concluded. 

52 
The Parties further agree that until the Commission next prescribes a rate of return for Verizon NW, the Company will use a rate of return of 8.68% in its reports to the Commission, costs studies supporting filings or reports filed with the Commission, and similar filings.  However, if a particular Commission order prescribes a rate of return to be used in a particular cost study or cost studies, the Company shall use that prescribed rate for such a cost study or cost studies.

2. The Depreciation Case is resolved and concluded

53 
The Parties agree this Agreement resolves the Depreciation Case, and is made in lieu of further proceedings in that case.  The Parties agree that the Commission should grant relief to Verizon NW in that case by approving a change in Verizon NW’s composite depreciation rate from 6.5% to 6.8%, effective January 1, 2005, and approving a change in Verizon NW’s composite depreciation rate from 6.8% to 7.1%, effective January 1, 2007. 
54 
The change from 6.5% to 6.8% effective January 1, 2005, will be implemented by adoption of the staff depreciation rates and parameters shown in Docket No. UT-040520, Exhibit No. ___ (TLS-3), columns (e) through (k).  A copy of that exhibit is Attachment 2 to this Agreement.  The change from 6.8% to 7.1% effective January 1, 2007, will be implemented by increasing the depreciation rates in Account 2212 - Digital Switching, from 9.0% to 9.5% and Account 2232 - Circuit Equipment, from 9.1% to 10%. 
55 
Verizon NW would record additional depreciation expense consistent with these rates upon their respective effective date stated in the prior paragraph.  

56 
The Parties agree that the Commission approval of this Agreement will fully conclude Docket No. UT-040520.

3. The Access Charge Complaint Case Appeal is resolved and concluded

57 
The Parties agree this Agreement resolves the Access Charge Complaint Case Appeal and Commission Docket No. UT-020406, and is made in lieu of further proceedings in those cases. 

58 
Within  ten business days of the date of Commission Approval, in whole or with material change, of this Agreement, so long as no party files a notice of withdrawal from the Agreement, pursuant to ¶ 64 below.  Verizon NW agrees to file a motion for dismissal with prejudice of the Access Charge Complaint Case Appeal, with the Washington Court of Appeals – Division I.  By agreeing to move to dismiss Verizon Northwest does not agree that the Order at issue was lawful and it reserves all rights to argue against any future Commission action similar to that contained in the challenged Order.  The parties of record in the Access Charge Complaint Case Appeal agree to join in, or support any Verizon NW effort to achieve a dismissal of the Access Charge Complaint Case Appeal.

F. Procedures for Filing and Seeking Commission Approval of the Agreement 

59 
The Parties agree to use the following procedures to seek Commission approval of the Agreement:

1. Filing of the Agreement

60 
Within one business day of the date of execution of this Agreement, Staff will file this Agreement with the Commission on behalf of the Parties.  The transmittal letter will state the dockets involved, ask the Commission to suspend the procedural schedule in the Rate Case and the Depreciation Case, pending Commission consideration of this Agreement, and ask the Commission promptly to institute appropriate procedures for Commission review and resolution of the proposed settlement.  

61 
The Parties agree the Staff transmittal letter can represent it is being sent on behalf of the Parties.

2. Agreement approval procedures

62 
The Parties understand the Commission has discretion, consistent with applicable law, to determine the appropriate procedures for determining whether it will approve this Agreement.  The Parties urge the Commission to schedule proceedings to consider this Agreement as soon as practicable.

3. The Parties agree to support the Agreement

63 
All Parties to this Agreement agree to use their best efforts to support the Agreement as a settlement of all contested issues in the Pending Proceedings.  For Verizon NW, Staff and Public Counsel, this means, at a minimum, that they will provide supporting witnesses to sponsor the Agreement at a Commission hearing and recommend that the Commission issue an order adopting the settlements reached in this Agreement and to provide such other evidence or briefing that the Commission may require pursuant to WAC 480-07-740(2).  However, if Public Counsel does not provide a witness, at the Commission hearing on the settlement, Public Counsel will make a statement in support of the Agreement.  No Party to this Agreement or their agents, employees, consultants or attorneys will engage in any advocacy contrary to the Commission's prompt consideration of this Agreement.  However, nothing in this Agreement requires a Party to support a material modification to this Agreement, if one is made by the Commission.  See ¶ 64 below.  This paragraph is effective on the execution date of this Agreement, as explained in ¶ 8 above.
G. Procedure if the Commission Provides Less Than Full Approval

64 
In the event the Commission rejects this Agreement, the provisions of WAC 480-07-750(2) (a) shall apply.  In the event the Commission accepts the Agreement upon conditions not proposed herein, or approves a revenue requirement or rate design which is different than recommended by this Agreement, each Party reserves its right, upon written notice to the Commission and the parties within five (5) days of the Commission’s Order, to state its rejection of the conditions and withdrawal from the Agreement.  In such event, the Parties immediately will request the prompt convening of a prehearing conference for purposes of establishing a procedural schedule for the completion of the case pursuant to WAC 480-07-750(2)(a).  The Parties agree to cooperate in the development of a schedule that concludes the proceeding at the earliest possible date taking into account the needs of the Parties.

H.
Force Majeure

65 
Verizon NW shall be relieved of its obligations in ¶ 39 above if a Force Majeure event occurs which significantly impacts Verizon NW's revenues.  A Force Majeure event is an event that is beyond the reasonable control of Verizon NW and includes Acts of God, natural disasters (earthquakes, floods etc.), war, riots, and other major upheavals such as an act of terrorism.
I.
The Agreement as Precedent

66 
The Parties have entered into this Agreement to avoid further expense, inconvenience, uncertainty and delay.  Nothing in this Agreement (or any supporting testimony, presentation or briefing), including any agreed-upon changes to Verizon NW’s rates or revenue requirement or the rate of return stated in ¶ 52 above, shall be 1) cited or construed as precedent or as indicative of a Party’s position on a resolved issue, or 2) asserted or deemed to mean that a Party agreed with or adopted another Party’s legal or factual assertions in this proceeding or any other proceeding, including those before the Commission, the state courts of Washington or of any other state, the federal courts of the United States of America, or the Federal Communications Commission.  The limitation in this paragraph shall not apply to any proceeding to enforce the terms of this Agreement or any Commission order adopting this Agreement in full.
67 
Because this Agreement represents a compromise position of the parties, no conduct, statements or documents disclosed in the negotiation of the Agreement shall be admissible as evidence in this or any other proceeding.  This paragraph does not apply to non-privileged, publicly available documents.
J.
Entire Agreement

68 
The Parties acknowledge that this Agreement is the product of negotiations and compromise and shall not be construed against any Party on the basis that it was the drafter of any or all portions of this Agreement.  This Agreement constitutes the Parties’ entire agreement on all matters set forth herein, and it supersedes any and all prior oral and written understandings or agreements, on such matters that previously existed or occurred in this proceeding, and no such prior understanding or agreement or related representations shall be relied upon by the Parties.

K.
Integrated Agreement

69 
The Parties recommend that the Commission approve this Agreement with no material changes.  The Parties have agreed to this Agreement as an integrated document.  Accordingly, if the Commission issues an order approving the Agreement with any material change (e.g., adding a material provision or rejecting a material provision), each Party reserves the right to withdraw from the Agreement. See ¶ 64 above for withdrawal procedures.

L.
Manner of Execution

70 
This Agreement is considered executed when all Parties sign the Agreement.  A designated and authorized representative may sign the Agreement on a Party’s behalf.  The Parties may execute this Agreement in counterparts.  If the Agreement is executed in counterparts, all counterparts shall constitute one agreement.  A faxed signature page containing the signature of a Party is acceptable as an original signature page signed by that Party.  Each Party shall indicate the date of its signature on the Agreement. 
//

//

//

//

DATED this 23rd day of February, 2005.  

ROB MCKENNA

Attorney General 

DONALD T. TROTTER 

Senior Counsel 

Counsel for WUTC 

GRAHAM & DUNN PC

JUDITH ENDEJAN 

Counsel for Verizon, Inc. 

ROB MCKENNA

Attorney General 

SIMON FFITCH 

Assistant Attorney General 

Counsel for Public Counsel 

ATER WYNNE LLP

ARTHUR A. BUTLER 

Counsel for WeBTEC 

AARP

RONALD L. ROSEMAN 

Counsel for AARP

UNITED STATES DEPARTMENT OF DEFENSE 

STEPHEN S. MELNIKOFF 

Counsel for U.S. Department of Defense and all other Federal Executive Agencies
� The list in ¶ 1 contains all parties of record in Docket No. UT-040788, except MCI, Inc., XO Washington, Inc., Time Warner Telecom of Washington, LLC, Integra Telecom of Washington, Inc., the Citizen’s Utility Alliance of Washington ,and the Northwest Public Communications Council.  It is the Parties’ understanding that though MCI, Inc., XO Washington, Inc., Time Warner Telecom of Washington, LLC, Integra Telecom of Washington, Inc., the Citizen’s Utility Alliance of Washington, and the Northwest Public Communications Council are not signatories, they will not oppose the Agreement.


� See ¶ 64 below for withdrawal procedures and the effect of withdrawal.


� The description of tariff changes contained in this Subsection is an overview only.  Attachment 1 controls the tariff changes to be filed.  Most of the revenue impact figures for individual tariff changes are confidential.  Confidential Attachment A to the Narrative Supporting Settlement Agreement filed with this Agreement shows the estimated revenue changes for individual tariff changes.
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