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provided in Exhibit No. ___ (TWZ-16C).  The adjustment is comprised of two parts; one to address VLD, and the other to address VOL.  I will describe each part of the adjustment separately. 

Q.
Please explain the VLD part of Restating Adjustment SR18, and Exhibit No. ___ (TWZ-16C).  

A.
Verizon NW charges VLD for the toll services sales and marketing activity it performs on VLD’s behalf, based on its claimed per sale cost, calculated on a fully distributed cost (FDC) basis.  However, as Staff witness Dr. Selwyn has explained, that FDC cost estimate is much lower than a realistic fair market value (FMV) estimate of the costs to acquire a long distance customer.  



Dr. Selwyn presents a per-sale FMV cost for each long distance customer acquisition of $75.00, as a conservative, lower-bounds value.  Accordingly, Staff has adjusted the VLD sales and marketing payments to Verizon NW upward in order to reflect this higher FMV to FDC ratio.



As shown in Exhibit No. ___ (TWZ-16C), at page 1 of 2, lines 17, 18, and 19, the $75 FMV is compared to Verizon NW’s FDC effective billed rate per actual sale in order to arrive at an appropriate FMV to FDC adjustment ratio for the test year.  That ratio is then applied to the expenses allocated on an FDC basis to the Washington State operations to arrive at comparable FMV expenses at line 21.  



The sales contacts generated figures on lines 1 to 13 and 22 to 34 were obtained from the test year billing data and invoices supplied in Verizon NW’s Response to Staff Data Request No. 509, Confidential Attachment 509.c.4.  The actual sales figure at line 14 was provided in Verizon’s Supplemental Confidential Attachment 509.c.4.  The FDC effective billed rate per actual sale is calculated at line 17. 


Verizon NW’s monthly invoices to VLD for these sales activities (labeled as “WA CSSC – Sales, Care, Gen. Inquiry” on the Summary given therein, and as “Customer Contact Center – Sales, Ordering, and Customer Inquiry Service” on the invoices) generally are billing for sales activity that occurred during the previous month.  However, the invoices for January, February and April 2003 show no sales activity or related charges for VLD.  Instead, the sales numbers and related charges for January through April 2003 appear on the May 2003 invoice.  Beyond that, there are two apparent charges for March 2003 and no charges reported for December 2002.  Therefore, for March, I have used the March figure that appears on the May 2003 invoice and for December of 2002 I have used an estimated sales volume that is based on a normalization of the preceding months’ actuals.


  



The amount of the intrastate adjustment to sales and marketing expenses for VLD as a result of this adjustment is a net decrease to Verizon NW’s intrastate expenses, in the test year, of $ zz,zzz,zzz, as shown on line 23 of page 2 of Exhibit No. ___ (TWZ-16C).
Q.
Please explain the VOL part of Restating Adjustment SR18 also found on Exhibit No. ___ (TWZ-16C), page 2 of 2.
A.
Similar to the services it provided to VLD, Verizon NW also provided marketing and sales services on behalf of its affiliate, VOL, during the test year.  Based on the adjusted level of sales and marketing services provided to VLD that I have just explained, relative to the revenues for resold services received, Staff proposes an adjustment for sales and marketing costs related to VOL in order to recognize a similar, appropriate level of reimbursement based on the FMV ratio developed above to Verizon NW for the relatively comparable revenue generated through VOL.  



This adjustment has also been labeled as part of Restating Adjustment SR18, and the calculation of the adjustment is also provided as part of Exhibit No. ___ (TWZ-16) at page 2 of 2.



This part of Restating Adjustment SR18 is meant to apply the same sales and marketing cost reimbursement ratio from VOL to Verizon NW as is provided by VLDon an adjusted basis.  



Exhibit No. ___ (TWZ-16), page 2 of 2, first calculates the total sales and marketing costs, shown on line 14.  The information in lines 1 through 13 come from the Company’s test year affiliated interest report, provided in Verizon NW witness Ms. Heuring’s Exhibit No. ___ (NWH-5) (revised), Attachment 3.b.2, Note 1, at page 1 of 18 (revised) for Verizon Long Distance (VLD) and at page 4 of 18 (revised) for Verizon Online (VOL).  Then Exhibit No. ___ (TWZ-16C), page 2 of 2, calculates VLD’s adjusted sales and marketing expense to wholesale service revenue ratio at line 18 (entitled, “Percent SAM to Revenue”).  



Next, the exhibit compares that ratio to the ratio that was booked through Verizon NW’s accounting system for VOL at line 18.  Then, the exhibit calculates the level of expense reimbursement at the VLD FMV level at lines 19 and 20.  The resulting difference is then converted from the impact on a VOL basis to a Verizon NW Total Washington basis at line 21.  This increased “reimbursement” to Verizon NW, results in a decreased level of intrastate expenses left over for intrastate regulated ratemaking purposes.



This level is what Staff estimates to be more reasonable for VOL, based on the adjusted FMV results of VLD, which is a more mature and arguably less complicated business model.  VOL, on the other hand, is a relatively new and more complex business, which Verizon NW does not have as much experience with as the long distance business in Washington State.



The reduction is then also allocated based on the frozen jurisdictional separations factors to arrive at the intrastate level expense adjustment.  The amount of the intrastate adjustment to sales and marketing expenses for VOL is a decrease to Verizon NW’s intrastate expenses, in the test year, of $zz,zzz,zzz, as shown on line 23 of page 2 of Exhibit No. ___ (TWZ-16C).


Page 2 of 2 of Exhibit No. ___ (TWZ-16C) then goes on to combine the VLD and the VOL adjustments described above, respectively.  The combined adjustment from line 24 is then pro-rated among the account \\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\ 


groups that Ms. Heuring and Ms. Strain have used for presentation purposes and reconciled back to the sum of both adjustments at the top right-hand corner of the page below the exhibit number title (at lines 1 through 5).



The amount of the combined intrastate adjustment to sales and marketing expenses for VLD and VOL is a decrease to Verizon NW’s intrastate expenses, in the test year, of $ zz,zzz,zzz, as shown on lines 5 and 24 of page 2 of Exhibit No. ___ (TWZ-16C).

Operational Support Systems, Staff Restating Adjustment SR19
Q.
What are Operational Support Systems?

A.
Operational support systems, also known as OSS, are systems used by telephone companies to provision plant, to process service orders, to manage service connections and disconnections, to process move and change orders, and to track network maintenance.

Q. What are OSS transition costs?

A.
OSS transition costs are those costs that incumbent local exchange companies (ILECs) such as Verizon NW were required to incur in order to

