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whose payments are not timely. It rejects this proposal, however, it finds credible the concerns
raised by parties, particularly Commission Staff. The Company may refile at a later time if it
considers Commission Staff suggestions. The Puget Power late charge provision should be
considered as a starting point. Charges may not be applied to fees billed for third parties unless
the Company can demonstrate costs incurred thereby. The rate of the charge may be comparable
to that allowed Puget Power. The charge may not be applied to bills for local service until the
local service portion is past due for the required period. The Company should also allow

. customers to establish a preferred billing date during the month.

There is no revenue requirement requiring an immediate refiling of this proposal.
The Commission will not require or authorize its refiling as a compliance item in this proceeding,
but the Company may file for such a change at a later date.

C.  Operator Surcharges

USWC proposes changes that provide consistency between rates for toll and local
operator surcharges and which have an annual revenue effect of approximately $1.8 million.
Public Counsel/AARP oppose these rate increases because they condone oligopoly pricing and
discriminate in favor of USWC's "best deal" customers. ( Ex. 420-T, pp. 144-45)

The Commission rejects the Company proposal. There is no revenue need for the
proposal, and it is not shown to be cost-based. The service appears to provide a reasonable level
of contribution based on current rates. There appears to be no need for the increase, and there is
no indication of any reason why interstate rates should be appropriate for intrastate services.

D. Listing Services

1 & 2. Residential and Business

_ . USWC proposes to increase its monthly charges for nonlisted and nonpublished
numbers®’ by 25¢ per month and to increase the non-recurring charge for each by $1.-It-also --
proposes to increase the Joint User Fee for business directory listings on resold Centrex lines.
The Company responds that its current rates for these services are among the lowest in its region.
The revenue effect is $6.5 million, net of repression.

DIS opposes this rate increase for it moves rates away from costs. Metronet
argues that the Company's proposal to increase the Joint User Fee is unsupported by any
evidence; is priced considerably above cost; and is discriminatory. Metronet argues for a lower
rate set at LRIC or LRIC plus 10 to 20 percent.

7 Nonpublished numbers do not appear in the directory but are available through directory
assistance. Nonlisted numbers are not in the directory and are not available through directory

assistance.
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Public Counsel/AARP take issue with the proposed increases for non-listed and
non-published numbers because they do not respect the legitimate privacy interests of customers.

The Commission rejects these requests. There is no cost justification for the
proposals, and there is no unmet revenue requirement that would support a more general increase
in rates and charges. We are also sensitive to the need of many persons for privacy for their own
personal safety and to the possibility that the need may occur at all income levels.

E. Custom Callin

USWC proposes an increase in custom calling services, contending that it is
appropriate because these services are perceived by customers as value added, discretionary
services. Higher rates have been approved in other jurisdictions, says USWC, and this increase
will enable USWC to provide its multi-state customers standard rates.

Commission Staff urges rejection of the increases because they have not been
justified by any cost evidence. Public Counsel/AARP notes that these services are above cost at
present rates but suggests that increases can be allowed if needed to meet revenue requirement.

The Commission rejects the proposal because there is no cost justification and
because there is no revenue requirement that need be filled.

F. Centrex

USWC proposes offsetting any NAC rate increase with a decrease in the Centrex
feature package price. Commission Staff's arguments are presented above in conjunction with our
discussion of proposed changes to PBX, NACs and Centrex NARSs.

" Metronet contends that the Company proposal fails to meet the terms or the
goals of the Centrex Plus order, that contemplate movement toward unbundling and
nondiscriminatory treatment. It urges that no cost support has been produced for the -~ ~~ -
discriminatory treatment. Pricing elements separately but requiring joint purchase is not
unbundling. Metronet contends that USWC's actions violate the public service laws (RCW
80.36.150(5)); federal law, and the Centrex Plus order. The only excuse for such behavior, it
argues, is to prevent arbitrage and protect services from competition.

Metronet reminds the Commission that it recognized the role of resellers and
rebillers in the Centrex Plus case and that the Commission has identified the need to unbundle the
NAC from the pricing of the feature package. It urges that this case offers the Commission the
opportunity to enforce the parts of the order with which USWC is not now complying. In
particular, Metronet contends, USWC should eliminate the location pricing structure that
discriminates against resellers and it should unbundle elements of the Centrex Plus service. The
result of location pricing and bundling is that USWC charges Metronet up to two and one-half
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times as much as it charges other similarly situated single customers. Metronet contends that, if
the Commission accepts USWC's and staff's recommendations to lower business line rates before
fully implementing the goals of the Centrex Plus Order, USWC competitors will likely be
eliminated before a viable wholesale product exists for them. Under those proposals, Metronet
contends that it would not break even charging the proposed rate until it had about 200 lines in a
single central office. Metronet recommends revising the Centrex rate table to provide volume
discounts based on the total number of NACs in the customer's system, regardless of location, and
. to revise the tariff to eliminate the requirement that the customer purchase a feature package for

each NAC.

Enhanced Telemanagement, Inc. (ETI) argues that there is no need to relitigate the
formula for aligning Centrex rates with private line NACs, NARs and PBX trunks. This formula
is consistent with the Telecommunications Act's mandate to incumbents to offer resale of services.
ETI contends that USWC's attempt to freeze Centrex service demonstrates that Centrex service is
not competitive. It urges the Commission to reject USWC pricing proposals that would upset the
existing Centrex Plus case formula.

TRACER and DIS believe the Commission should adhere to past orders where it
found that the highest priced Centrex Plus station line should be set at the price of a private line
NAC. The Commission should reduce the station lines to $7 (the private line NAC price
proposed by DIS) and adjust the price of other Centrex Plus station lines accordingly. (Ex. 790-T,
7) The best available revenue impact estimate is a decrease of $11,405 supplied by Commission
Staff.(Ex. 608)

The Commission finds that the existing arrangements are discriminatory and in
practice they operate to benefit the Company. The Commission accepts Metronet's argument that
it is high time for the Commission to order the Company to take the steps it encouraged the
Company to take in the Centrex Plus compliance filing order.® The order and its predecessor®
were clear in their terms and in their import. The Commission accepted a filing that fell short of
perfection but enjoyed substantial agreement among most parties -- excluding Metronet -- and
because it was a step in the direction ordered by the Commission. Now in this filing the Company
has proposed measures that would regress from the imperfect arrangements now in effect.

The Company shall file tariffs effecting the unbundling of the Centrex elements,
pricing the highest Centrex Plus station line at the private line NAC rate, and remove the station
location requirement. Doing so is consistent not only with both of the Centrex Plus orders cited
above but also with the federal requirement requiring resale and unbundling.

S Sixth Supplemental Order, Docket Nos. UT-911488, 911490 and 920252 (Dec. 1994)

% Fourth Supplemental Order, Docket Nos. UT-911488, 911490 and 920252 (Nov. 1993).
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G. Unbundled Loop

USWC contends that this issue need not be addressed in light of the
Interconnection order and upcoming FCC rules mandating unbundled service. Commission Staff
notes that the interconnection order deals with the issues, but urges adoption of the Commission
Staff cost study recommendation in Mr. Lundquist’s testimony (Ex. 385-T, pp. 22-30).

AT&T urges that the Commission forestall needless wrangling by resolving the
cost and pricing issues now, with unbundied loops provided to competitors at USWC's TSLRIC
of $8.96. MCI contends that the Company’s proposals are not sufficiently unbundled, and
supports the availability of the link and port components of the local loop at rates based on

TSLRIC.

The Commission will require the Company to refile an unbundled Centrex service
tariff consistent with the discussion above. The Company may not require the purchase of one
separately priced item as a condition to purchasing another.

As to non-Centrex matters, the Commission has suspended the effective date of
the unbundled loop service tariff filed by USWC. This filing was purported to be in compliance
with the Commission's Sixth Supplemental Order in the Docket No. UT-941464 et al. The
Commission needs time to analyze the comments and USWC's response before deciding whether
to accept or reject the tariff filings. Unbundled loops will be dealt with in that proceeding.

X. rdered Rate ummary Table

The table below summarizes the rates and revenue effects of the rate spread decisions set out
above. The revenue amounts in this table reflect the full effect of rate changes that are phased in

over more than one year.
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Summary Table
Commission Decisions on Rate Spread

Service Rate Revenue Effect
Residential exchange

Flat-rated (1FR) $10.50/month none

Measured (1IMR) $7.35/month 385,000
Business exchange

1FB, PAL, semi-pub, hotel $25/month (31,831,000)

DSS, Centrex NARs $14/month (4,596,000)

Hunting charge $.05/month (3,780,000)
Local exchange usage 2.5¢ st min, 1¢ add. minimal
Toll services

Message toll service (26,913,000)

Optional calling plans (5,355,000)
Switched access (34,372,000)
Dedicated/private line services  $11/month NAC 7,169,000
Directory assistance 2 free, $.35 addnl. 7,782,000
Total (91,511,000)

Based on the entire record and the file in this proceeding, the Commission makes the
following findings of fact and conclusions of law.

FINDINGS OF FACT

- Having discussed above in.detail both the oral and the documentary evidence
received in this proceeding concerning all material matters, and having stated the Commission's’
findings and conclusions upon contested issues and the Commission's reasons and bases therefor,
the Commission now makes and enters the following summary of those facts. Those portions of
the preceding detailed findings pertaining to the ultimate findings stated below are incorporated
into the ultimate findings by reference.

1. The Washington Utilities and Transportation Commission is an agency of

the State of Washington vested by statute with the authority to regulate the rates, rules,
regulations, practices, accounts, securities, and transfers of public service companies including

telecommunications companies.

2. US WEST Communications, Inc. (USWC or Company) is engaged in the
business of furnishing telecommunication service to the public within the State of Washington.
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3. On February 17, 1995, USWC filed with the Commission, under Advice
No. 2617-T, revisions to its currently effective Tariffs WN U-30, -31,-32, with a stated effective
date of March 21, 1995. The intended effect of the tariff revisions is an annual increase in the
Company's revenue of approximately $95,301,836 for 1995 and additional annual increases of
$22,602,847 for 1996; $46,785,542 for 1997; and $39,923,697 for 1998; the total annual revenue
increase requested, phased in over a four year period, is approximately $204,613,922. The filing
was assigned Docket No. UT-950200.

4, By order entered March 8, 1995, the Commission suspended the tariff
filing in Docket No. UT-950200, instituted a Commission Staff investigation, and ordered that
hearings be held on the reasonableness of the revisions.

5. USWC's customer service performance has deteriorated significantly since
1991. USWC at times has insufficient facilities available to serve customer requests for service.
USWC is reducing its annual capital investment in Washington State. USWC has restructured its
operations, reduced the number of customer service centers, and reduced the number of staff
persons available to install and repair the company's telephone service. Many callers for repair
service have spoken with Company staff in distant cities who were unable to resolve their
problems or dispatch repair service effectively. Follow-up customer calls were routed to distant
cities, often different from the location answering the initial trouble report, and Company
personnel were unable to find records of the initial report. USWC is failing to meet installation
commitments because of insufficient staffing, the retirement or other loss of staff, lack of
knowledge of the extent and location of existing facilities, and internal communication difficulties.
Customers are often not advised of anticipated changes to service appointments or the reason for
delay and are not advised of realistic installation times. Specific installation requests for
installation of residential, business, and commercial services are at times delayed for months.
Consumers, including small and large businesses, have been left without service during periods of
delay. The delays impose considerable costs upon the Company's existing and prospective
customers and upon the economy of the State. Company representatives have repeatedly pledged
that circumstances would improve, but perfom&nce has continued to worsen as measured by

objective criteria.

6. Existing customer service reporting requirements are insufficient to track
accurately the Company's performance. Customer service reporting requirements as described in
the body of this Order will allow the Commission to track sufficiently the Company's
performance. The "customer care package" that USWC voluntarily proposed offers some benefit
to customers unable to receive service. With the modifications described in the body of this
Order, it will offer an effective alternative to customers seeking but not able to receive service and
will properly balance their interests and the public interest with the interests of the Company.

7. Team bonus awards and merit payments are tied to standards putting a
primary emphasis on the Company's financial performance to the point where total failure to
achieve customer service goals may be totally offset by superior Company financial performance.
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Such standards fail to tie bonus payments clearly and directly to customer service goals and
permit emphasis on financial performance to the exclusion of customer service. Allowing the
Company to petition for adjustment via a modification of this Order, and to secure the difference
as found in this order upon a showing that the standards for payment of the awards meet
Commission requirements and a showing of substantially improved, stable customer service
performance, will provide incentive to the Company to improve its customer service performance.

: 8. Setting the Company's authorized rate of return on equity at the low end of

the reasonable range and altowing the Company to petition for adjustment via a modification of
this Order, and to secure the difference as found in this order upon a showing of substantially
improved, stable customer service performance, will provide incentive to the Company to improve
its customer service performance.

9. USWC voluntarily stipulated as a condition of the merger of its
predecessor, Pacific Northwest Bell Telephone Company (PNB), with two other companies into
USWC, that the merger would have no effect upon the imputation of yellow page earnings.

U S WEST Direct, a division of Marketing Resources Group (USWD), benefits substantially from
its existing relationship with USWC and from the former integrated operation as a part of PNB.
Yellow page classified advertising directory publication constitutes a former regulatory asset of
the Company. Neither PNB nor USWC received compensation for transfer of directory
publication to another entity and USWC receives no licensing fee for directory publication
although it receives a small fee for basic subscriber information at the same rate it charges all
directory companies for the information. USWD's relevant yellow page advertising excess
revenues during the test year were imputed at $50,934,378 to USWC's net operating income.

10.  The test period beginning November 1, 1993, and ending October 31,
1994, is an appropriate period to examine for the Company's results of operation and should be
adopted as the test year

: _ Adjustments to test year revenues, expenses, and rate base pursuant to
ﬁndmgs and reasomng in the body of this Order will- portray the Company’s test year resuits of -
operation and rate base properly for regulatory purposes.

12.  Test year net operating income after all adjustments is $204,749,579. The
proper net-to-gross conversion factor is 1.565458 to derive the revenue needed to produce a
given level of net operating income.

13.  USWC's adjusted Washington intrastate rate base is $1,561,793,482.

14.  The appropriate capital structure for USWC's Washington operation is
38.9% long term debt, 9.1% short term debt, and 52.0% equity. USWC's adjusted cost of long
term debt is 7.57% and its cost of short term debt is 6.0%.



DOCKET NO. UT-950200 PAGE 132

15. A rate of return in the range of 9.367% to 9.887% on USWC's rate base
will maintain its credit and financial integrity and will enable it to acquire sufficient new capital at
reasonable terms to meet its service requirements. Setting the authorized return at 9.367% with
the opportunity to increase the authorization to 9.627% upon satisfactory resolution of customer
service quality problems will provide incentive to USWC to improve its customer service quality.
The appropriate overall rate of return for USWC is therefore 9.367%.

16. A surplus of $91.5 million exists in USWC's adjusted test-year revenues
under the Company's presently-effective rates, based upon the findings of revenue, net operating
income, conversion factor, rate base, capital structure, and rate of return found appropriate
herein.

17.  The rates and charges for telecommunications service in USWC's existing
tariff produce revenues and net operating income that exceed reasonable compensation for
providing telecommunications service in the State of Washington and are not fair, just, or
reasonable. Revisions of rates and charges made in accordance with the findings and instructions
in this Order will yield a fair rate of return on USWC's rate base found proper herein, and if filed
pursuant to the authorization herein will be fair, just, reasonable, and sufficient.

18.  Costs of providing service are properly shown in a study of total service
long run incremental costs (TSLRIC). The Company's cost studies do not appropriately measure
the Company's incremental costs of providing service. Costs of the local loop are not properly
included in the incremental cost of local exchange service. To achieve sufficient results for
regulatory purposes, cost studies should use the latest previously approved depreciation rates; the
latest approved rate of return; actual rather than objective fill factors; and actual required per-line
wire pair requirements.

19.  The Hatfield Model cost study identifies the Company's true costs of
providing local exchange service more closely than the Company's study, and is sufficient for
purposes of pricing local exchange service. USWC's cost study contains information that,: when:
selected and adjusted as specified in this Order, is sufficient to provide a guide to the Company's
costs for pricing purposes.

20.  The Company did not demonstrate that it faces effective competition
sufficient to constrain prices in any market for its regulated services. The Company did
demonstrate that it may face such competition and that it requires additional flexibility to meet
competition. That flexibility may be achieved by authorizing the filing of banded tariffs to comply
with the terms of this order, provided sufficient protections are established to protect prospective
competitors and the public interest.

21.  For banded rate tariffs to offer effective protection to the public and to
prospective competitors, they must be filed in compliance with the terms of this Order; must
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identify a band whose ceiling is the rate specified in this Order and whose floor is no lower than
the Company's TSLRIC cost of providing the service; must be subject to the Commission's
continuing jurisdiction for study, review, evaluation and, in an appropriate reopening of this
proceeding, such modification or termination as the Commission believes appropriate upon review
of pertinent evidence; must show the initial rate as the rate established pursuant to this Order. To
protect the public interest, any rate changes in a banded tariff must be made on no less than 10
days' notice to affected customers and the Commission and are subject to Commission complaint

. during that period, consistent with the terms of RCW 80.36.330. If the Commission complains
against a rate change, the burden is on the Company to demonstrate that the rate is above its
TSLRIC cost of providing service, and that it is fair, just, and reasonable, including that it is not

anticompetitive.

22.  The Company's public access line rate at the level directed in this Order
does not impose a price squeeze upon independent pay phone providers.

23,  The Company is required by federal law to provide its services for resale.
The Company may comply with that requirement by refiling in compliance with this Order any
tariff that now contains a resale restriction, without that restriction. The Company shall file a
discrete general resale tariff providing 1) that it will file tariffs for sale for resale for specific
services upon request; 2) that the wholesale rate shall be the existing retail tariff rate, less
authorized avoided costs, and 3) that service may not be resold out of class. The tariff may
provide for reasonable financial protections for the Company.

24.  Centrex service tariffs that effect unbundling of the Centrex elements, price
the highest-priced Centrex line at the level of the private line NAC, and remove the station
location requirement will achieve the unbundling goals identified in prior Commission orders and

will be fair, just, and reasonable.

ON AW
1. The Washington Utilities and Transportation Commission has jurisdiction
over the subject matter of this proceeding and all parties to this proceeding.

2. 'The test year adjusted results of operation and rate base herein found to be
appropriate should be adopted for regulatory purposes.

3. The tariff revisions filed by USWC in this proceeding should be rejected in
their entirety. USWC should be directed to refile revisions that will effect a reduction in annual
revenues of $91,511,013 consistent with instructions in the body of this Order.

4. USWC should be directed to improve customer service quality. The
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Commission should order USWC to modify its customer care package as described in the body of
this Order, and to require USWC to offer it until modification or termination is approved by the
Commission. USWC should be ordered to initiate new customer reporting measures as specified
in the body of this Order within 30 days of the date of this order. USWC should be authorized to
earn at the low end of the appropriate rate of return on equity. USWC may petition in this
Docket to have the rate of return restored to mid-range and to authorize the team and merit
award adjustment upon USWC's satisfactory demonstration that its service quality has improved,

. as specified in the body of this Order.

5. The Company's cost studies should be rejected. The Hatfield Model cost
study should be approved for use in this proceeding. USWC cost study information, selected and
adjusted as provided in the body of this Order, provide information that is sufficient for use in

setting rates in this Order.

6. USWC does not face effective competition that is sufficiently strong to
constrain prices. Competitors are beginning to enter the markets for US WEST services. The
Company needs the flexibility to transition to the role of market competitor. USWC should be
authorized to file banded rate tariffs to comply with the terms of this Order, consistent with the
requirements and restrictions set out in law and in the terms of this Order.

7. The Company should be authorized to file banded rate tariffs in compliance
with thls Order, consistent with instructions in the body of this Order, subject to the conditions
that the initial rate shall be the rate ordered in this Order; that the Commission retains the
authority to revisit the banded rate provision of this order, and that rate changes shall be filed on
ten days' notice, during which time the Commission may complain against the rate change. In
such a complaint the burden will be on USWC to demonstrate that the tariff rate exceeds the
Company's TSLRIC and that the price is fair, just, and reasonable, including a demonstration that
it does not act in an anticompetitive manner.

8.  _ The Company should be required to file tariff revisions removing
prohlbmons on resale of its services, and to file a discrete general resale taniff providing-that-it will
resell services, consistent with the instructions in the body of this Order.

0. The Company should be required to file revisions to its Centrex services
tariff or tariffs that effect unbundling as described in this Order.

10.  All motions made during the course of this proceeding that are consistent
with the findings, conclusions, and Order herein should be granted; those that are inconsistent
should be denied.

Based on the foregoing findings, reasoning, conclusions, ultimate findings, and
conclusions of law, the Commission makes and enters the following Order:
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ORDER

The Commission hereby orders:

- 1. The tariff revisions filed by US WEST Communications, Inc. on February
17, 1995 in this proceeding are rejected in their entirety.

2. USW(C's cost study is rejected. The Hatfield Model cost study is accepted
for purposes of evaluating the costs of local exchange service. USWC's cost study elements as
modified and limited in the body of this order are accepted for purposes of this proceeding for
evaluating the costs of other services.

3. USWC is directed to improve customer service quality. USWC shall
within 30 days begin making monthly service order reports which, at a minimum, shall include the
following information by exchange by class of service: the number of all orders for primary
exchange access lines received in a given month, the total number of orders held beyond five
business days, identifying the number not requiring special equipment or service and the number
requesting a later in-service date; and the cumulative reporting of all held orders until service is
installed and in working condition. The reports shall be in a form agreed by the Company and
Commission Staff and approved by letter from the Secretary. USWC is directed to offer its
customer care package, with modifications required herein, to customers who are unable to
receive qualifying service, until the Commission authorizes modification or termination of the

program.

4. USWC is authorized rates in this proceeding based on the low point on the
range of reasonable rate of return. The Company is authorized to petition in this Docket to have
its rate of return restored to mid-range and to authorize the team and merit award adjustment
upon USWC's satisfactory demonstration that its service quality has significantly improved;-as -
specified in the body of this Order.

5. USWC's cost studies are rejected. The Hatfield Model cost study is
adopted for purposes of local exchange service, and information within USWC's study, selected
and modified as provided in the body of this Order, is accepted for other services for the purposes
of this Order.

6. USWC is directed to refile tariff revisions consistent with the terms of this
order, as set forth in this order, no later than 5:00 p.m. on Friday, April 19, 1996. The tariffs shall
bear an effective date of May 1, 1996. The filings shall reflect no retroactive rate treatment and
shall be strictly limited to matters required or authorized in this Order. The filings shall bear the
notation, "By authorization of Order of the Washington Utilities and Transportation Commission,
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Docket No. UT-950200.

7. The refiling shall include revisions to any tariffs now providing restrictions
against resale, to remove those restrictions. USWC shall file a resale tariff indicating that it will
provide service for resale pursuant to specific tariffs to be filed; that it will file tariffs for resale
within 30 days after a request to provide service is presented to it, unless an extension of time is
approved by the Commission; and that service may not be resold out of class. The resale tariff
. may require reasonable assurance of financial and taniff compliance. Individual resale tariffs shall
not be inconsistent with any existing resale arrangements or with the terms of this order

contemplating resale.

8. USWC is authorized to file banded-rate tariffs consistent with this Order.
The ceiling of such tariffs shall be the rates authorized herein. The floor of such tariffs shall be the
Company's TSLRIC or its tariff rate for necessary services, whichever is higher. The initial filed
rate shall be the rate established in this Order.

9. USWC is directed to file tariff provisions removing prohibitions on the
resale of its services, and to file a general resale tariff, as found proper in this Order.

10. USWC is directed to file revisions to its Centrex tariff or tariffs that effect
unbundling, as specified in the body of this Order.

11.  Material in support of the manner in which the tariffs are constructed and
in which the revenues herein authorized for USWC's telephone operations is obtained shall be
submitted simultaneously with the filing to which it relates. Each filing shall be accompanied by a
brief description of what the Company has accomplished by the filing and how it complies with
the terms of this order, e.g., "This revision removes resale restrictions formerly in paragraph 2(e)"
and by a legislative style version identifying changes.

12. . A notice of the filings authorized in this Order shall be posted at each

business s office of USWC in Washington, on or before the date of the filing with the -
Commission. The notice shall state when the filing is to become effective and advise that the
filing is available for inspection at each such office. The notice shall remain posted until the

Commission has acted upon the filings.

13.  All motions consistent with this Order are granted. Those inconsistent
with this Order are denied.
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14.  The Commission retains jurisdiction over all matters and the parties in this
proceeding to effectuate the provisions of this Order.

DATED at Olympia, Washington, and effective this// ,‘gz;' of April 1996.
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Shairy A alor~

SHARON L. NELSON, Chairman

W

RICHARD HEMSTAD, Commissioner

WILLIAM GILLIS Comrmssmner

NOTICE TO PARTIES:

This is a final order of the Commission. In addition to judicial review, administrative relief
may be available through a petition for reconsideration, filed within 10 days of the service
of this order pursuant to RCW 34.05.470 and WAC 480-09-810, or a petition for rehearing
pursuant to RCW 80.04.200 or RCW 81.04.200 and WAC 480-09-820(1).
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GTE has offered ISDN on a flat rate plus usage basis since May 1993. GTE's tariff offers
a number of “a la carte” items which the customer may choose, but generally the rate is
$41.60 per month plus usage. GTE has petitioned the Commission to rebalance its rates. In an
effort to avoid a litigious rate case, GTE and the Commission staff have agreed to make [SDN
as well as other services subject of mutual gains negotiations. The rates that will result from
this process are unknown at this time.

The Task Force agrees that local exchange carriers have been slow to respond to requests
by educational institutions and others to deploy ISDN and other high-capacity infrastructure.
Because the WUTC is currently addressing the issue of ISDN deployment in the context of
US WEST and GTE rate rebalancing proceedings, the Task Force makes no recommendations

at this time.

However, the Task Force observes that the problems faced by state agencies requesting
advanced services, including ISDN, will be alleviated by pursuing policies that encourage the
development of full and fair competition, ease of market entry, and open systems in the
commercial sector. New local telephone companies are building their systems to provide
broadband capabilities without the need for ISDN, although to date the reach of these fiber
networks is limited to predominantly commercial sectors of Seattle, Vancouver, and Spokane.
At least one company claims that it could offer GTE and US WEST customers [SDN services
if it were allowed to lease from those companies the copper lines (often referred to as
"unbundled loops") that run to the local exchange customers’ homes and businesses. With the
benefit of pro-competitive policies at the state and federal level, the Task Force believes the
private telecommunications market will respond quickly to the service demands of both
government agencies and private businesses and consumers.

2. Government and Educational Tariffs

Some state agencies have requested that the WUTC be directed to establish favorable
tariffs in those cases where a compelling need can be found for local infrastructure for
schools, hospitals, libranies and other public institutions seeking advanced infrastructure from
local exchange companies. With limited exceptions current state law prohibits a
telecommunications company from charging rates different from those specified in its rate
schedule as filed with the WUTC, and from providing free or reduced-rate services.

Other states, including Tennessee, Texas, and Louisiana, currently allow schools to obtain
reduced tariffs for specified educational purposes. In Louisiana, the tariff is a 67 percent rate
reduction and one T1 connection per school or library, linked to a statewide network. In
California, PacTel proposed wiring schools with ISDN free, and introducing a reduced fee
after one year, in anticipation of an educational tariff. In that case, funding is proposed from
various sources, including telephone surcharges and telecommunications surplus funds.

The new federal telecommunications law establishes favorable rates for schools in rural
areas as part of a telecommunications carrier’s universal service obligations. Section
254(h)(1)(A) directs telecommunications companies to provide services that fall within the
definition of universal service to all elementary schools, secondary schools, and libraries at
rates “less than the amounts charged for similar services to other parties.” It directs the
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WUTC to determine the discounts for intrastate services as necessary “to ensure affordable
access,” and authorizes that the amount of the discount be subtracted from the company s

contribution to universal service funds.

In essence, educational tariffing is a subsidy to schools that is paid indirectly by telephone
ratepayers. In Washington, where US WEST is guaranteed a rate of retum between 9.25 and
10.53 percent, and a percentage of earnings above that, subsidies would come largely from
reduced negative surcharges or rate restructuning.

While the public benefits of educational tariffing are significant and straightforward, there
are policy arguments against it. Because it is a hidden subsidy that is conditioned upon the use
of the local exchange company for service, it potentially inhibits the market entry or
competitive strength of competing companies, whose presence would work to lower prices
and increase quality of service on a community-wide basis. Without competition in the
telecommunications marketplace, state agencies — even those with a favorable tariff —
would still pay based on monopoly rates, as opposed to competitive market-based rates.
Incipient competitors and some educators argue that subsidies, if available at all, should be
available for all willing participants who compete to provide services.

In this regard, they also note that government and schools are a large and desirable market
for telecommunications service providers, and as such have substantial leveraging power in
bidding for services. Where monopolist service providers are further entrenched through
subsidies, they take away the leverage of government and schools as customers, and in turn
remove the companies’ incentives to provide better service at lower prices. Indeed, many
assert that US WESTs failure to deploy ISDN lines in a timely fashion is a direct result of its
lack of competitive motivation in areas where it faces no direct competition. By better
utilizing their leveraging power, through master contracts and cooperative purchasing, state
agencies and local school districts can reduce their costs considerably and still ensure a high

quality of service.

While the Task Force is resigned to educational tariffing for schools and libraries
contained in the federal law, it declines to recommend favorable tariffing at this time for other
public institutions, including higher education, insofar as it creates a subsidy to a single
telecommunications provider, and may work as an impediment to future competition and a
disincentive to quality service. Moreover, it urges the Commission, when determining
whether the rates would be “affordable,” to analyze the long-term effects on prices for
telecommunications services.

3. Procurement Procedures for Telecommunications Services
and Equipment

Some university officials complain that the procurement process for telecommunication
services is burdensome and expensive. While they express no problem with state guidelines
for procurement of telecommunications services, they assert that additional procedures
requiring reviews and approval add both time and expense to their projects. They asked the
Task Force to explore methods to streamline the procurement process.
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5. Telecommunications Infrastructure Deployment to
Facilitate Health Care Services

During its 1995 hearings, the i ask Force heard testimony from several health care and
medical research professionals regarding the use of advanced telecommunications as a means
of reducing costs of medical services and expanding health care to unserved and underserved
communities. These individuals, including representatives of the University of Washington
School of Medicine and the Battelle Research Center, testified that the State of Washington
could be a significant force in defining the future direction of telecommunications

applications to health care delivery.

Currently, several hospitals in Washington State are using or considering telemedical
services, primarily in three areas. The first is in the area of "teleradiology" — the digital
transmission of X-rays, CAT scans, ultrasounds, and other radiological images from one
location to another. Hospitals and clinics in outlying areas transmit these images to specialists
in other cities or states for consultation without the need or expense of patient travel. The
University of Washington hospitals are currently using high-speed networks for these
purposes, and the deployment of these networks has resulted in technology transfer to the
private sector, such as licensing of high-performance medical imaging workstations.

The second is teleconferencing, using two-way video to provide consultations between
doctors and patients, or doctors and other health care professionals in diagnosing and treating
a specific patient. It also can provide a distance-learning function, providing medical training
or continuing medical education throughout the state.

The third is integrated medical records management. Administrative expenses now
comprise more than 20 percent of total health care costs in the United States. Broader
deployment of telecommunications systems could allow hospitals and clinics to share
administrative tasks such as record-keeping, billing, and purchasing, potentially reducing
health care costs significantly.

In addition, Washington State was selected this year to become just the second state to
participate in a national Center for Disease Control (CDC) database project linking local
health departments with the Department of Health (DOH), the CDC, the Internet, and to each
other. The project, the Information Network for Public Health Officials (INPHO), is funded
by an initial $2.2 million from CDC. DIS, DOH, the University of Washington, and US
WEST are working cooperatively to design Washington's network.

The widespread use of telemedical services is frustrated to some degree by several factors.
These include, first, the difficulty hospitals and universities have encountered in obtaining
needed services and infrastructure, such as ISDN or T1 lines, from the local exchange carriers.
Second, state medical licensing boards have been slow to adopt registration procedures
allowing qualified out-of-state physicians to participate in telemedicine. Third, medical
insurance providers, including Medicare, are largely unwilling to cover the costs of
telemedicine services, even where the costs would be less than cost of more traditional
services.




The federal government and other states are beginning to address these concerns. Section
709 of the Telecommunications Act of 1996 directs the Secretary of Commerce, together with
the Secretary of Health and Human Services and other departments and agencies, to examine
issues of patient safety, the efficacy and quality of the services provided, and other legal,
medical, and economic issues related to telemedicine, and report its findings to Congress by
January 31, 1997. The Oregon Legislature last year considered a bill directing the Oregon
Health Resources Commission to assess telemedicine technology and report its findings and
recommendations to the Oregon Health Council. The bill also asked the Oregon Board of
Medical Examiners to adopt rules establishing registration procedures for out-of-state
physicians. California adopted similar legislation in 1995.

Those testifying before the Task Force requested a similar approach in Washington. They
asked that a body representing health care professionals, researchers, hospitals,
telecommunications services providers, state government, insurers, the State Insurance
Commissioner, and the public be appointed to develop policy for Washington in setting
telemedicine infrastructure and implementation standards; procedures and standards for the
evaluation of medical and cost effectiveness of telemedicine services; oversight and
registration of participating health care providers, cost recovery, tort liability, and standards
for privacy and security of health care records.

They further proposed that the body explore the feasibility of a state government-created
not-for-profit organization to plan, build and maintain a network of telemedicine services
throughout the state, coordinate linkages with other systems in other states as well as
congruent applications (such as distance learning and community networks), promote
public/private partnerships to fund telemedicine applications, and evaluate community impact
of telemedical services.

The Task Force believes that telemedicine provides significant potential for lowering
health care costs and improving and expanding health care services, especially in smaller
communities. [t agrees that the Legislature should create a commission to recommend policies
aimed at promoting the appropriate cost-effective use of telemedicine in Washington,
removing regulatory barriers to its deployment, and establishing compacts with other states or
government entities where such compacts would result in improved health care for

Washingtonians.

6. Telecommunications Infrastructure Deployment to
Facilitate K-12 Education

Last year, the Superintendent of Public Instruction issued a report, the Washington State
Technology Plan for the K-12 Common School System, calling for some $477 million in
telecommunications funding for universal broadband to schools, two-to-one student/computer
ratios in classrooms, and laptop computers for overnight check-out by school children, among
other things. While the Task Force is convinced of the merits of a statewide network linking
the state’s 1,892 public school buildings, it believes that the OSPI report was deficient in
many areas. In discussion with the Task Force, OSPI conceded that the figure was arbitrary
and may represent only a fraction — about 10 percent — of the expected costs for school
districts to fully implement technology and telecommunications objectives. The Task Force is
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concerned that the K- 12 Technology Plan lacks the detail necessary to allow the Legislature to
make intelligent funding decisions. The OSPI plan also addresses school-based technology in
isolation from the larger community, an approach that the statc. in the Task Force’s view,

cannot afford.

As discussed below, the Task Force recommends that OSPI revisit its educational
technology plans with an eye toward meeting three steps which, the Task Force believes,
should be preconditions for Legislative funding. First, it must present a detailed plan which
clearly identifies the specific educational objectives of each proposed technological
application, specifies technical standards to be used, sets forth detailed costs projections and
implementation schedules, and sets forth priorities for implementation which assume that
school technology will be phased in over several years.

Second, the plan must reflect a priority on educational applications developed through an
integrated community-based approach. In other words, K-12 telecommunications
infrastructure should be developed in response to needs identified by local school districts,
and in anticipation of its shared use by local governments, businesses, non-profit
organizations, and private citizens.

Third, telecommunications systems deployed within K-12 schools should be brought
under the planning and review processes of the ISB to ensure compatibility with other
government infrastructure, maximum benefits of volume pricing, and non-duplication of
infrastructure and equipment. The Task Force further recommends that the Legislature
appropriate funding for school infrastructure plans that meet these criteria.

a. Technology Benchmarks in Schools

Networked communication is imperative in a competitive information economy. An
information-reliant society demands that people know how to find and use information in a
timely fashion. As the federal Department of Education noted in its own long-range
technology plan, “Information infrastructure supports people in their process of knowledge —
building, teaching and learning.”5 OSPI is mandated to pursue technology initiatives by the
state Education Reform Act, which directs it “to be accountable to the legislature for the
public’s investment of funds” and “to maximize the impact of local technology initiatives
through leveraging others’ successes.”6?

To that end, OSPI conducts statewide surveys of K-12 schools that are intended to set the
benchmark for future developments and track trends in technology penetration rates. The most
recent surveys, which do much to redress the data deficiencies of the earlier report, are
encouraging in that they show significant progress by public K-12 schools in developing
information networks. They show that in 1994, 43 percent of responding schools reported
access to on-line services — 22 percent of which had full or partial access to the Internet.
Additionally, 67 percent of schools reported classroom access to cable. This is particularly
important because of the forthcoming roll-out of cable modems by TCI in some areas of the

%9 Department of Education, National Long-Range Technology Plan, August 15, 1995, p. 9.
60 OSPI, Washington State Educational Technology Needs Assessment, 1993.
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state. If that plan goes forward, cable drops to schools (required under many local franchises)
could substantially increase network penetration.

The survey results are also significant in that they indicate much work still to be done. The
Task Force believes that the state has an outstanding obligation to facilitate the deployment of
network infrastructure to the other 50 percent of the state’s K-12 schools. It also recognizes
that this group will include schools in areas disadvantaged by geography and economic

conditions.

b. Costs and Funding

The Washington School Information Processing Cooperative (WSIPC) estimates that
school districts have already invested approximately $250 million in creating local area data
networks, excluding the $12 million to $20 million spent annually on telephone and data lines
from telecommunications providers. In addition, more than $164 million in local technology
bonds and levies have been passed by voters and used for technology in schools. Even with
the considerable investment to date, OSPI reports that “technology is not an everyday learning
tool for the majority of K-12 students in the state.”

The recent elimination of federal funding sources such as those administered by the NTIA
— money used to fund demonstration and pilot projects that showcased the potential of
educational technology — further increases pressure on state governments to seed
development. A 1995 study by the Milken Family Foundation estimates that it will take $31.5
billion in additional funds to wire the nation’s schools, buy software, train teachers, and put
four to six computers in each classroom. Washington’s share, given its size and population,

could exceed $1 billion.

The Task Force believes that the cost of developing and maintaining an educational
network is prohibitive without other offsetting benefits to communities across the state.
Scarce dollars must be stretched to address the concerns of a number of constants. The Task
Force believes that part of the solution is to recognize that the common interests of education
and community and rural development, and to develop a shared resource.

The Task Force also encourages the use of public-private partnerships in addressing the
daunting funding challenges facing education technology and its integration into the local
community. Public-private partnerships are conceived broadly here to include multiple public
agencies and businesses working together to develop a shared resource. The federal
Department of Education advocates an aggressive, proactive approach to such partnerships.
“Education needs to SELL its beliefs . . . that technology fully integrated into the curriculum
can make a difference . . . to industry (and community) and start a cooperative partnership.”!

¢. Ensuring Community Access and Involvement

While state funding should be made available for school networking infrastructure, the
Task Force believes that the primary catalysts for such infrastructure should be the local

61 DOE National Long-Range Technology Plan, p. 13.
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school districts and their communities. Thus, OSPI’s role is to establish broad standards for
infrastructure planning, to solicit local proposals for infrastructure use by local school
districts, and recommend the most worthwhile proposals to the Legislature for funding.
Because funding for state infrastructure is limited, priorities must be established on the basis
of the individual districts’ needs, the availability of other resources, and the non-school
benefits that network infrastructure will bring to the community.

In this regard, local plans which allow for network access by local governments,
businesses, non-profit organizations, and private citizens should take precedence over those
that do not, especially in smaller communities or rural areas which would be unserved by any
locally-accessed information network but for a school-based local point of presence.

Moreover, local school districts seeking technology funding from the state should set forth
a process for determining how its network will be shared with others in the community. They
should initiate a process for public meetings with interested citizens, in which they discuss the
network capacity needed for school purposes and that which can be made available to citizens,
the fee structure for community users which take into account both hard costs (conduit, cable,
terminal devices, and software) and soft costs (supervision, security, and maintenance), and
hours and rules for public access. In many communities, plans will call for establishment of
local telephone numbers for dial-in access; in others, plans will call for citizen access to
school computers on nights and weekends to access the network.62

There are several benefits of such local planning for shared use. First, as the Department
of Education recently noted, “local buy-in is critical to any process of change.”63 Moreover,
such hearings will focus the community on the commercial and civic potential of networked
communications and attract local private partners. The Task Force anticipates that as non-
educational access to the network grows, commercial network providers will step in
(following business growth), demonstrate the demand for advanced services, and foster
competition for information network services in smaller markets.

While such a planning process places considerable responsibility on the local school
districts in areas where they traditionally have little internal expertise, the Task Force believes
it 1s necessary to marshal local involvement and maximize benefits to the community.
Moreover, the Task Force anticipates that the input from private vendors, knowledgeable
citizens, and statewide organizations such as business trade groups or local government
associations will provide a base of expertise to communities. OSP1 itself already provides
assistance to schools across the state through the Educational Technology Support Centers at
the state’s nine Education Service Districts, which devote annually 1000 hours to network
planning, 600 hours to technology planning, and 2000 hours to other consulting functions.®4

62 The Task Force is encouraged that a number of school buildings with access 1o information networks
have expanded access for parents and other community members. The Zillah School District and Chimacum
School District make computers to community members available after hours. Some schools provide e-mail
accounts available to members of the community, improving communication between parents and teachers.

%3 DOE National Long-Range Technology Plan, p. 15.
4 OSPI Educational Technology, Quarterly Report, Second Quarter 1995, p. 2.
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DIS, which operates a logical network for state government entities, could provide further
assistance in some cases.

d. ISB Oversight of K-12 Technology Plans

Finally, the Task Force is also concemed that K-12 schools are not currently required to
adhere to state standards regarding system networking and internal and external wiring. The
public benefits of state oversight described above — cost accountability, a single networking
standard, non-duplication of network facilities — are as applicable to schools as to other
government entities within the state, especially where the schools propose to spend almost
$500 million of state money for telecommunications infrastructure, equipment and training.
For this reason, the Task Force recommends that K-12 school technology planning using state
funds be subject to the same review as other state agency technology projects. At the same
time, the Task Force recommends that the ISB be expanded to include the Superintendent of
Public Instruction or another person knowledgeable of the particular concerns of K-12
education.

OSPI points out that many school districts have voluntanly adopted networking standards
adopted by DIS, and that it will incorporate those standards in its upcoming Networking
Guidelines for K-12 Schools in the State of Washington. However, the Task Force is aware
that many school districts do not adhere to statewide networking standards or other
requirements, including reporting requirements, imposed upon state agencies and which are
designed to ensure a seamless, non-proprietary statewide networking system. This has resulted
in schools building non-interoperable and proprietary systems which cannot be easily linked
to other state systems, and which may duplicate existing government telecommunications
systems. As with other agencies, the imposition of state standards does not significantly
restrict the flexibility of schools to provide innovative technologies in the manner deemed
best by administrators and educators.

D. Recommendations

The Task Force recommends that the following policies be adopted with regard to state
planning and deployment of telecommunications infrastructure.

e Improve K-12 technology planning
State technology planning and implementation requirements should be applied to local
K-12 school districts where district projects use state funds. In addition, the Task Force
recommends that the Information Services Board be expanded to include the
Superintendent of Public Instruction or a representative, so that the concerns of K-12
educators and local school districts are clearly communicated.

o Establish a state telemedicine advisory council

The Legislature should establish a state Telemedicine Advisory Council comprised of
representatives of the public, the health care profession, higher education, state
government, the insurance industry and telecommunications service providers, to develop
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