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Q. STAFF AND AT&T ARGUE THAT ACCESS CHARGES SHOULD NOT
PROVIDE ANY CONTRIBUTION; THAT IS, THEY SHOULD EQUAL,
BUT NOT EXCEED, LRIC. PLEASE COMMENT.

A. We can begin with the arguments of Staff and AT&T, which are inconssent on

this point. For example, Dr. Blackmon clams that the cost of the loop is a

Verizon Surrebuttal
Danner - 10
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common cost that should be dlocated among al services: On a similar note, Dr.
Sdwyn clams that basic service is compensatory because one must look at all the
sarvices and revenues dlegedly associated with basc sarvice, including access.  If
Dr. Blackmon is correct, then access charges must include some loop codts; if Dr.
Selwyn is correct, then access charges are just one component of basic service and
generate “contribution” for this service. Under either position, the price of access
should include something more than just long-run incremental costs — as has
always been the case for Verizon's access charges under the Commission’s
ratemaking in Washington. This is a criticd point, because Dr. Blackmon's and
Dr. Sdwyn’'s arguments indicate that access charges should not be reduced, or, at

the very leadt, that they should be significantly higher than LRIC.

Furthermore, as Dr. Blackmon points out, the Commission has, to date, treated
loop costs as “common,” and has, in effect, alocated portions of these costs to
access charges.  Given this Verizon's current access charges are “jud,
reasonable, and sufficient” because they recover their LRIC and they provide a

contribution to other codts.
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UNREASONABLE BECAUSETFHEY-AREHIGHER THAN-THE RATES

1]
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10 selwyn direct, page 18, note 27 (emphasisin original).
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Q. DR. SELWYN CLAIMS THAT VERIZON'S RETAILING/MARKETING

COST OF TOLL IS UNDERSTATED BECAUSE: (1) VERIZON ASSIGNS
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ONLY *“INCREMENTAL” RETAIL/MARKETING COSTS, (20 DR.
SELWYN'S COST OF $0.03 IS SUPPORTED BY A VERIZON FILING IN
AN FCC PROCEEDING; AND (3) DR. SELWYN’'S COST OF $0.03 IS
SUPPORTED BY A RECENT NEW YORK TIMES (NYT) ARTICLE.
PLEASE RESPOND TO EACH OF THESE CLAIMS.

Dr. Sdwyn is wrong on al counts. Fird, his “incremental” retail/marketing costs
argument is the same as his “incrementa” B&C cogt argument, and it falls for the

reasons | just discussed.

Second, the Taylor-Kahn affidavit filed in the FCC's Special Access proceeding™
does not support his use of a $0.03 retaling/marketing cost for Verizon in this
proceeding. The Taylor-Kahn affidavit is quite clear: it presents an estimate of
retaling and marketing costs for IXCs that provide intra LATA tdl, inte-LATA
toll and interstate toll services, and that estimate is based on nationwide-average
data Here, the rdlevant B&C cogts are Verizon's cods to provide intraLATA tall
svice in Washington.  The Taylor-Kahn edimate is therefore irrdevant.
Furthermore, the very page of the Taylor-Kahn affidavit that Dr. Sdwyn believes
supports his podtion (p. 11) makes clear that the authors cost estimates “are
obvioudy averages and vary a great deal across jurisdictions, times of day and

technologies’ (p. 11, n. 22) (emphasis added).

1 the Matter of AT&T Corp. Petition for Rulemaking to Reform Regulation of Incumbent Local

Exchange Carrier Rates for Interstate Special Access Services, RM No. 10593. Declaration of Alfred E.

Kahn and William E. Taylor On Behalf of BellSouth Corporation, Qwest Corporation, SBC
Communications, Inc., and Verizon.
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Third, the NYT aticle that Dr. Sdwyn mentions aso is irrdevant. That aticle
sets forth an invesment andyst’'s edtimate of access and non-access costs based

"2 These cost

on information purportedly supplied by IXC “industry contects.
edimates appear to be based on nationwide-average data of sdlected (dthough
unidentified) 1XCs that provide, among other things, interdtate toll services. The

andyd’ s specific cost estimates are as follows:

access charge (one-way) $.0125
outside plant upgrade $.0100
outside plant maintenance $.0175
switch software upgrade $.0100
billing & customer service $.0050
Total cost/minute $.0550

According to Dr. Sdwyn, this estimate generdly supports his use of $0.03 for
Verizon's retal/marketing costs (Sewyn a 23). But the only cost estimate that
appears to be even remotey related to retail/marketing costs is the $0.0050
edimate for “billing & cusomer service” This esimate is 83% less than Dr.
Sdwyn's figure.  And again, dl of the andys's edtimates appear to reflect the
nationwide-average costs of companies that provide much more than just

intraLATA toll service, and therefore these estimates are irrd evant.

In sum, Dr. Sdwyn's calculations are based on unproven, unsupported data that
reflect the costs of companies that provide different services than Verizon. In

contrast, Verizon's caculations are based on the costs associated with Verizon's

12 «Bells— More Negatives Than Positives’ Friedman Billings Ramsey, Technology Industry Update, by
Susan Kalla, January 14, 2003.
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actud and veifidble retaling/marketing activity in Washington for its intraLATA

toll products.

Q. DR. SELWYN CLAIMS THAT AT LEAST $300 PER CUSTOMER
SHOULD BE IMPUTED TO VERIZON BECAUSE THAT IS THE “MOST
CONSERVATIVE ESTIMATE” OF THE “FAIR MARKET VALUE” OF
THE RETAIL AND MARKETING ACTIVITIES VLD AVOIDS (SELWYN
AT 32). PLEASE RESPOND.

A. Fird, it is curious that Dr. Sdwyn did not smply ask his client what its actud
marketing cost was, and use that figure in his argument. This is another example
in which AT&T could have presented information about its red operations, but
chose not to. In any event, Dr. Sdwyn's $300 figure regarding customer
acquisition costs is contradicted by a recent stock andyst report that concludes
AT&T's cusomer acquistion cost (“cost per gross long distance customer
addition”) is only $751° Another way to recognize the unreasonableness of this
proposa is to condgder the standpoint of accurate reporting of financid results (a
particular concern given recent accounting scandas). Would it be accurate to
represent to Verizon's investors that $300-$600 should be added to its revenues
for each successful referrd? Absent evidence that such revenues would result, the

answer is clearly not.1*

13 «“AT&T Consumer: A Base Case Ahead of The Triennial Review” Credit Suisse First Boston, February
5, 2003, page 8.

141f AT&T actually believed Dr. Selwyn’ sanalysis, it could benefit by offering Verizon $300 for each new
long distance customer successfully referredto AT&T. A pattern of such referrals would also solve Dr.
Selwyn’s problem of having no credible source of datafor thisfigure.
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