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(Transcript continues in sequence froa Volume 

4 4.) 

5 CHAXRKAM DEASON: Call the hearing back to 

6 order. llr. Poucher. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

JERRY D. HENDRIX 

reau.ed the • ·tand as a witness on behalf of Southern 

Ball Telepbone and Telegraph Coapany and, having been 

previoualy duly avorn, testified as follows: 

CROSS EXAMINATION 

BY IIR. POUCHER: 

Q llr. Hendrix, I'a Earl Poucher froa the Office 

of PUblic Counsel. I understand by your testiaony that 

your group ia in charge of the switched access tariffs 

and their develo~nt? 

A Tbat is correct. 

Q Is that correct? 

A Uh-huh. 

Q so :11r. Denton, your previous witness, he's not 

tbe one vbo sets the rates; is that correct? 

A llr. Denton is the I believe, as he 

23 .. ntioned, the director of policy and planning. We're 

24 in two -parate groups. 

25 Q He sets the policy, you set the rates? 
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ftat's correct. 

Were you here yesterday when we heard the 

l teett.Gny of the CTE witnesses? 

4 

5 

A 

Q 

Y ... 

I believe it vas Dr. Beauvais' testi.any for 

6 ~ y .. terday that stated they had received collocation 

7 requests froa only five of their 91 central offices, and 

8 be alao teatified that s.st of their central offices 

9 produced 51.6t of the DSls. Were you faailiar vith that 

10 part of bis testiaony? 

11 A I do not reaember those numbers, but I take 

12 your vord for it. 

13 Q Generally, would you say those nuabers are 

14 consistent vith the nuabers that you would experience 

15 vith southern Bell? 

16 A I don't believe today we have actually a bona 

'17 fide request to collocate in our offices in Florida. 

18 Throughout the BellSouth region we do have several, I 

19 believe. 

20 Q I don't -- that's fine. 

21 A Okay, but there are several, but I do not 

22 believe that is the case within Bell. 

23 Q None ao far in Southern Bell, Florida? 

24 A Interest, yes, actual request, I'• not aware 

25 of any. 
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Q And Dr. Beauvais also said on Page 13 of his 

testi.ony, he stated, •While these are only 5.5t of the 

GTZPL central offices, they account for 51.6t percent of 

the D81a in the .. rvice provided by GTEFL.• And then he 

went on to aay tbat that ia •quite an indication of the 

concentrated nature of the •arketplace initially being 

addressed by the new .. rket entrants.• Would you say 

tbat tbat'a the .... situation in southern Bell? 

A While the nuabers •ay very well be different, 

I do not have the nuabera, I would agree that it is a 

concentrated area, focus, rather, and it's usually 

targeted at lar9e aarketa. However, what we are seeing 

in the .arketplace ia there are some vendors or carriers 

that .. y not be able to capture so•e of the larger 

.. rkets. They'll go and do what they call the second 

tbe secondary .. rketa and trying to address that .. rket 

niche, vbich goes hand in hand with what I stated this 

.orning about the rural areas and things happening in 

the rural areas. I don't believe ·the customers in the 

rural areas vill see increases and not see the benefit 

that the cuata.era in the •ore urban areas would see, 

because the cuato.era -- the carriers are carving out 

certain .arket aeg.enta to target with their services. 

Q And you'll find those targets in Miami, 

Jacksonville, orlando? 
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A Tba.e are the aajor aarkets, but even in less 

danae area•, you would likely find those type• of 

targets. 

Q If tbi• CO..i••ion approves the reque•t• for 

expanded interconnection to include switched ace•••, 

would you anticipate that you would experience 

increa•ing level• of coapetition? 

A Definitely, Y••· 

Q And would you characterize proposals that 

you've .. de in thi• docket as a response to that 

anticipated co.petition? 

A It i• the fir•t step. The second •tep is to 

bave tbe flexibility to price the services to ... t the 

aarket, and of cour•e, Southern Bell filed ita own 

pricing plan, and I .. ntioned that earlier, that looks 

at tbr .. different zon••· And that would be the fir•t 

•tep, and then it would be being able to change the 

rate• to ... t tbo•• .. rket pressures. 

Q Ye•, and on Page 23, you state that you want 

to be able to re•pond aore quickly to the coapetitive 

pr•••ur••? 

A Exactly right. 

Q And to ... t the competition? 

A Exactly right. 

Q Okay. I believe you told us earlier that all 
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1 of your acceaa .. rvicea provide a contribution; is that 

2 correct? 

3 A v .. , I did. And I vas speaking of the 

4 avitcbed aoceaa el ... nta, yea. 

5 Q Okay, ao your coapetitive response would be to 

6 lover the contribution of those selected aarketa that 

7 are bi9bly co.petitive; is that correct? 

8 A v .. , but to take it one step further, it would 

9 be to cbanqe rates on certain rate eleaenta that would 

10 ensure tbat ve•re able to respond to what the pr~saure 

11 is. Take the annual filing. I vent over the aany rate 

12 cban9 .. tbat vere a part of the annual filing. one vas to 

13 reduce the interoffice rate for the DS3 service. Nov, that 

14 vas to .. intain parity with special access becau~• we know 

15 tbat we have to aaintain that parity, and then once we have 

16 other knowledge, is to be able to go in and change rates to 

17 ... t those pressures. If we do not change those rates and if 

18 ve are kept, you know, thinking that we can coae in with 

19 certain lover rates on transport, throw it all in the RIC, 

20 tben ve are aadly aiaaing the aark. Because the aoney is not 

21 going to be there with the downward pressure that's been 

22 placed on the RIC. 

23 As Mr. Pons aentioned yesterday in the cross 

24 of one of the witnesses, you can bypass the RIC. There 

25 ia no guarant .. that when a customer aoves switched to 
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1 apecial that you're qoinq to keep that aoney. You can 

2 bypaaa tbe RIC. So to aove it froa this service over to 

3 tbe RIC to adopt aoae pricing scheae is not appropriate. 

4 And tbe LBC ahould be able to set those rates baaed on 

5 vbat they feel are appropriate and what the aarket would 

6 actually indicate. 

7 Q so you're basically saying if Interaedia co .. • 

8 in and cuta ita price in half, then you're going to have 

9 to be able to respond quickly to that price cut. That's 

10 what you • re aaking? 

11 A Exactly right. 

12 Q You're requesting pricing flexibility and you 

13 deacribe tbat, I believe, on Page 23. could you tell us 

14 ju.t briefly how you develop the different zones in your 

15 zone denaity pricing plan? 

16 A The zone pricing plan -- we were required to 

17 file the zone pricing plan. This is not the tariff, but 

18 the zone pricing plan at the federal level. The plan is 

19 baaed on denaity, and then you will -- then you 

20 deter.ine what is aost dense, medium dense and least 

21 den... And there are three zones. And it's based on 

22 DS1s, both .witched, special and private line services, 

23 and the Zone 1 would be offices that would have 500 DSls 

24 or greater. That's your aost dense zone. Zone 2 would 

25 be thoae office• that would have 100 to soo DSls or 

FLORIDA PUBLIC SERVICE COMMISSION 



1 greater, I ... n 100 to 500 DSls. And Zone 3 would be 

2 office. vitb le•• than 100 DSls. 

3 Q Do ·you have either the nuabera or the 

4 percantaq .. , and ju•t approxiaate, of the central 

5 office. that would fall into each category? 

6 A In Florida, the offices that would fall in 
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7 Zone 1, there are 17. There are 60 in Zone 2, and 136 

8 in Zone 3. 

9 Q And the 17 offices in zone 1 have the highest 

10 density and the aoat coapetition. The 136 offices in 

11 ZOM 3 have the lowest density, the least coapetition, 

12 i• that correct? 

13 A We would think that that would be the ca•e, 

14 but that .. y not be the case, because as I aentioned 

15 earlier, you have carriers or vendors that are targeting 

16 •econdary .. rketa and I would venture to say aany of the 

17 offices in Zones 2 and 3 aay very well fall into those 

18 secondary .. rketa. 

19 Q And that haa not happened yet, but you 

20 anticipate that that aight happen in the future? 

21 A It i• happening in some of the states now. 

22 Q I• it your plan to reduce your contribution in 

23 Zone 1 in order to aeet the competitive threat? 

24 A If ve reduce rates and drive those rates 

25 clo•er to co•t, the coat that southern Bell would have, 
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1 tban obvioualy your contribution is saaller. And that 

2 would be to ... t the pressure, yes. 

3 Q And tbe tariffs that you filed with this 

4 CO..i••ion are the •a .. for all zones; is that correct? 

5 
. 

~ illu.trative tariff that wa• filed, yea, 

6 vbicb va• .. inly to introduce the plan and the 

7 •tructure, vbicb vas the .... plan and structure that 

I va• filed at the federal level. 

9 Q Are you planninq to increase the rates in the 

10 zonea 2 and 3 in order to aake up the revenue loss froa 

11 zona 1? 

12 A I do not know yet. There are three phases to 

13 the reductions that are yet to actually coae. The first 

14 pba .. vent in on 7-1 which reduced switched rates by 

15 $50 aillion. The second phase will reduce switched 

16 accaaa rates by 55 aillion. And then approxiaately 36 

17 aillion on 10-1-1996. so I would think a lot of thinqa 

18 are going to happen between now and then as to what 

19 would happen to the rates. But what we proaiae with 

20 tboae rate changes is to qet to the equivalent 

21 12-30-1993 rate. So I'a not really sure exactly how all 

22 of that ia going to play with the zone pricinq and any 

23 chang .. that aay take place aaonq the zones, rates in 

24 the various &ones. 

25 Q We have a lot of rate decreases scheduled, 

FLORIDA PUBLIC SERVICE COMMISSION 



537 

1 aa.e 80 aillion next year and another eo aillion or so 

2 the following year, and we're talking about the rata 

3 deer ..... , but the question that I asked you vas are you 

4 planning to increase the rates on zone 2 and 3 to aake 

5 up for the loaHs in Zone 1? 

6 A wa•va not gone that far yet. so I suppose the 

7 abort anavar to your question is I do not know. 

8 Q IUt you have filed a concept with the 

9 Ca.ai .. ion and you have not filed any specific rates 

10 that are different for Zones 1, 2 and 3? 

11 A That's correct. And the reason for that is 

12 vban you look at switched access services, you're 

13 talking about a service that is apportioned ba~ed on 

14 vbat'a reported to us by the carrier between inter- and 

15 intrastate. 70• of switched usage is interstate. So 

16 the tri99ar is going to happen from the interstate 

17 bacauH that's vhare the bulk of the usage is. And what 

18 va are planning to do is to have a plan, when we aake a 

19 trigger, to change rates at the interstate to .. et 

20 aarkat pressures. You will face those saae pressures 

21 hare, and we will change the rates in the state to 

22 aatch to aatch that. And that's why parity is 

23 critical to us, and to allow Bell and other local 

24 co.pani .. the flexibility to be able to change rates to 

25 ... t vbat the aarkat pressures are, because it's unlike 
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1 apecial; you're talking switched services, and 70' of 

2 that uaage ia interatate. 

3 Q And you•re aaking this co-ission to accept 

4 your flexible pricing plan• without any indication aa to 

5 vbere tbe rate level• aight eventually wind up; is that 

6 correct? 

7 A That'• correct. But --

1 Q So we don't know -- go ahead, I'a aorry. 

9 A You vant to finish and then I can atart. 

10 Q I'll finiah. So we don't know what the iapact 

11 ia on the cuata.era? 

12 A Ho. And a lot will depend on what'• happening 

13 in the aarket, .. rketplace, but we're going to do what 

14 we believe to be appropriate to keep all custoaers with 

15 ua becauae we don't want any customers to actually leave 

16 becauae that place• pressures in other places. So right 

17 now, I cannot tell you what will happen to those rates. 

18 Q Nov, on Page 23 of your testimony, you state 

19 that you want to be allowed to change prices with a 

20 14-day notice? 

21 A That is correct. 

22 Q And again in your testiaony, you and 

23 Rr. Denton have atated that you want the flexibility in 

24 order to be able to respond aore quickly to the 

25 oo.petitive preaaurea? 

FLORIDA PUBLIC SERVICE COMMISSION 



539 

1 A That is correct. 

2 Q And to ... t coapetition in a aore ti .. ly 

3 faaion? 

4 

5 

6 

7 

8 

' 
10 

11 

12 

13 

14 

15 

16 

17 

18 

11 

20 

21 

22 

23 

24 

25 

A Bxa.ctly. 

Q But you're not askinq the co .. ission here for 

autbority to ... t a coapetitive threat by loverinq your 

price•; you're a•kinq thea for the peraission to 

increa .. prices •• well as decrease prices; i• that 

correct? 

A To .... t what the aarket pressures are. Now, 

keep in aind, too, when you look at the ace••• rates on 

10-1-1116, access rates will be -- we started out 11.64 

cents, acceaa rates will be down to just over 6 cents, 

around 6 cents. So you're talkinq access reductions of 

.a.e ttl aillion that are still to take place yet. And 

so rates will be coain9 down for access, at least with 

Ball. And so while rates aay have to increase on 

certain it ... -- and I'a not sayinq that they will, but 

over all, where you look at the access rates and where 

they're goinq, on 10-1-96, they'll be 6 cents. The two 

ends bave •vi tcbed. 

Q Let .. ask you specifically ~p.e question about 

your te•tiaony. You're talkinq about a coapetitive 

threat and a ·ti .. ly response. Is there an urqency to a 

price increa•e that would require you to cut the notice 
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1 to a cuata.er to 14 days? 

2 A Tbere -Y be. 

3 Q COUld you please describe to ae how you ai9ht 

4 enviaion tbat to be happening? 

5 A Y .. , but let ae say first, I have not said 

6 tbat I vaa going to increase rates . You .. ntionad a price 

7 incr .... tbat would allow ae to respond in 14 days. I suppose 

8 before I 90 on, I need to understand that because I did not 

9 indicate tbat I vaa just 9oing to go out and increa•e rates, 

10 so I'• trying to understand the question to ensure that I give 

11 you tbe proper answer. 

12 Q The question was, priaarily, what'• the 

13 urgency? Why can't you wait 60 days to increase the 

14 rat .. ? Wby do you need 14 days to increase prices for 

15 cuata.era with very little notice? 

16 A Okay. And I •uppose any rate changes we bad 

17 asked for 14 days to be able to adjust rates, and tbat 

18 could .. an decreases, it could mean probably increa•ed 

19 rates. I think the likelihood, given the next two years 

20 of what ia happening with access rates in 9eneral, I 

21 don't think you'll see an access increase, okay, when 

22 you look at the total rate of where the custoaer is and 

23 vbat tbe cuata.er would be paying with the other rate 

24 reductions tbat are yet to actually coae. 

25 Nov, if we are granted 14 days and there is a 
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1 bid proce••, or there is a custoaer that is trying to 

2 deteraine vbether he wants to qo with us or qo with soae 

3 otber carrier, then usually 60 days is a little long. A 

4 cu•ta.er i• not going to be very patient. I don't know 

5 vbat type of traffic that custo .. r is CJOing to 110ve. It 

6 .. y be a .. jor nuaber of ainutes that aay be CJOing over 

7 to aa.aone elH, and we'll lose. Bell will lose, the 

8 uaer• of tbi• state would actually lose, and we're 

9 wanting to be able to respond to aeet that need because 

10 that is about tbe average tiae that other vendors can 

11 actually go in, look at what the custo .. r is asking for, 

12 evaluate vbat•s baing asked for, and to give the 

13 cuata.er a price. 60 days is a little long to be able 

14 to do that. And I think that places pressure on Bell, 

15 and it would lose that traffic ultiaately on the end 

16 uaer cuata.er. 

17 Q Mr. Hendrix, you're fa•iliar with the concept 

18 tbat tbe regulatory process acts as the surrOCJate for 

19 co.petition; are you not? 

20 A I aa sliCJhtly faailiar with that. 

21 Q In other words, in a aarket that aiCJht be 

22 highly oo.petitive or effectively co•petitive, the 

23 eo.aission •ight have little need to exert its 

24 regulatory authority over the conduct of the aarket 

25 participants; is that the way you see it? 
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That's correct. 

And vbereaa in areas where the aarket is not 

3 aa.petitive, vith little or no co•petition, then the 

4 co.ai .. ion would aaauae a •ore aggressive role in applying ita 

5 regulatory authority; would you agree with that? 

6 

7 

A 

Q 

Ye•· 

•ov haven't you structured your central 

8 offices, ranging fro• the highly coapetitive offices in 

9 Zone 1, down to Zone 3, which, in a co•parative basis, 

10 baa very little coapetition? 

11 

12 

A 

Q 

I don't believe so. No. 

You think that there is aore co•petition in 

13 Zone 3 than Zone 1? 

14 A It could be. I think you have to look at what 

15 we are trying to do here in this docket. There are 

16 quite a few thin,• taking place in this docket. I had 

17 also talked about secondary •arkets wherein custoaera 

18 are going to target certain other -- certain end users 

19 that -Y not be in the aajor aarkets. so the fact that 

20 you have few DS1a in that •arket does not aean that th-. 

21 pr•••ure is not as great, but it may be great for other 

22 reasons. It -Y be great for other services. So it is 

23 not a cut-and-dry answer. 

24 Q But would you assume that the DSls and DSJa in 

25 existence in your central office are an indication of 
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1 ~tition, a• does Dr. Beauvais in hi• te•ti.any? 

2 A Tbe fact that custoaers are able to a9qregate 

3 that type of traffic to warrant the DS1 or DS3 service 

4 would indicate that you have a lar9e volu.e of traffic 

5 that i• at ri•k. And when you have a lar9e volu.e of 

6 traffic that i• at risk that is aore likely to be 

7 targeted by other• that are wantiD9 to provide that 

8 service, and in your less dense aarket it aay be 

9 pru•ure• of a different sort, as I aentioned earlier, 

10 with AT6T being the lar9est voluae tandea •witch u•er. 

11 You knoW, they've testified in other states that you 

12 will probably •ee pressures in the aore rural area• in 

13 the ca..on -- the tandea switching •arket. So that 

14 doesn't .. an that the pressure is not there. It'• 

15 pressure of a different type. 

16 

17 

18 

MR. POUCHER: That's all the question• I have. 

CHAIRMAN DEASON: Staff? 

MS. CANZANO: Staff has about 20 to 30 ainutes 

19 of que•tiona. I didn't know in teras of tiain9 how that 

20 would co.e into play. 

21 CHAIRMAN DEASON: Well, I think that there 

22 wa• -- .... Wilson, I believe your witness has a 4:00· 

23 fl14)ht, is it? 

24 MS. WILSON: 4:30 . 

25 CHAIRMAN DEASON: We're okay. 
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1 CROSS EXAMINATION 

2 BY 118. CANZANO: 

3 Q Jlr. Hendrix, could you plea•• describe you.r 

4 underatanding of the Modified Access Based Co.penaation 

5 plan and what it is designed to acco.pliah? 

6 A Yea. The Modified Base Ace••• COIIpen-tion 

7 plan ia a plan -- I suppose in aiaple teraa, it'• a plan 

8 tbat would allow the LECs to reach aoae aettle .. nt aaong 

9 tbeaselves where you have intraLATA toll calling that 

10 •Y atart in Bell'• area and terainate in another local 

11 COIIPAny•a area, and Bell in that case would bill the 

12 toll rate but will pay the terainating LEC the accea• 

13 charge• of that coapany. Now, those access charges, for 

14 the .oat part, are the saae charges that are ••••••ad to 

15 the carriera. There are two other charges also that is 

16 in the B-16 .. ction of the tariff that are not aaaeased 

17 to the carriers. And those charges are the intertoll 

18 trunking, and the toll awitching charge 

19 Q Your position is that the current MABC plan 

20 should reMin in place until local transport i• fully 

21 iapl~ted and the co-iaaion detenlinea that it is 

22 appropriate to introduce the proposed transport 

23 atructure into the MABC ; is that correct? 

24 

25 

A 

Q 

That is correct. 

Pleaae identify what you believe has to happen 
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1 before local tranaport is fully i•ple .. nted in Florida? 

2 A I believe all the carrier• -- I'• aorry, I 

3 believe all of the local co•paniea would have had to 

4 tariff the .. rvice, and •Y tariff will be filed on 

5 bebalf of aoaa of the local co•paniea and i8pl ... nted on 

6 a atatevide baaia to the carriera. 

7 Q Do you believe that that will be acco•pliahed 

8 by the concluaion of these proceeding•? 

9 A No, I do not. I think it will probably be a 

10 little while afterwards. 

11 Q 

12 A 

13 vby to 

Why·? 

And it'• .. inly -- well, let .. aak, ia the 

which part of the queation? Ia the why to why 

14 we will not be able to bill all carriere, or ia the why 

15 to vby we cannot chanqe our MABC plan? 

16 Q To the latter part of your queation. 

17 A Tbe MABC plan ia not billed throuqh the 

18 regular CAB ayat .. for •any of the co•paniea. It will 

19 require proqr ... inq chang•• that are actually needed in 

20 order to 90 to thia new atructure. And ao we are 

21 vantinq to enaure that everything .is in place prior to 

22 qoinq in and .-king chang•• and having to co•• back and 

23 Mke further chanqea. 

24 Tbat vaa alao the reaaon in -- we had tiled a 

25 tariff earlier juat prior to the local transport filing 
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1 in 1993
1 

tryift9 to break th~ tie between the MABC tariff 

2 and the local transport tariff. And the intent of that 

3 tariff vaa not to have the LEC• benefit through the 

4 aettl ... nt process, but siaply to break th• tie between 

5 tbe tvo tariffs when ve would be able to bill transport 

6 under tbe aettl ... nt piece based on a different 

7 atructure fraa the transport under the restructure 

8 piece. Tbat tariff vas filed and later approved, but 

9 yet it atill shoved up as an issue. 

10 Q This coaaiasion can re-establish that tie if 

11 it considers it appropriate; isn't that correct? 
.~ .. 

12 A I agree with you 

13 Q Are you aware of the coaaission•• access 

14 i~tation guidelines? 

15 A Intiaately. 

16 Q Should iaputation guidelines be revised in 

17 this proceeding 

18 A I don't think that in this docket you can 

19 actually cover all of the issues. So it would probably 

20 be appropriate to aove it into a separate docket, but I 

21 don't believe that they're actually needed . 

22 Q In your opinion, if the Coaaission decides not 

23 to reviait ita policy until after the rest of the 

24 decisions are aade in this docket, would it be logical 

25 to continue to use the existing local transport rates in 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

547 

the -ntt..? 

A I don't think ao. 

Q 11by ia that? 

A I believe that what we are talking about in 

thia •ocket i• a •ervice eleaent, a rate ele .. nt in 

nitched acce••• that Bell and the other local coapanies 

will not be tbe aole provider of, that it ia not 

appropriate to cover or to use the rate, period. If 

anything, if you•re going to have any atandard, then the 

atanclard abould be to look at tranaport coat•. 

AlthQU9h, vbat we would actually rather ••• ia that 

there would be no •tandard, becauae the benefit that ia 

to co.e traa having auch a atandard ahould be realized 

bf the cu•taaer•. But what ia actually being done i• 

the local ca.panie• in following thi• •tandard are 

forced to k .. p their rate levels here and everybody else 

can co.e in and price under. And I've indicated that 

with the tariff filing by one of the other people in 

thi• docket. When you look at their DSl and the ratio, 

it i• •iaply a aeana of setting an uabrella to keep the 

LBC•' rate• high. 

Q We're 90inq to switch gears here, Mr. Hendrix . 

CHAIRIIAJf DEASON: Let ae ask a queation. When 

you aay •k .. p the LEC rate• high," what specific rates do 

you refer to? 
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WITIBSS HBIDRIX: Well the iaputation guidelines 

2 require that you cover certain access charges. Well, if 

3 you're covering tba.e acceaa charge• and if you're 

4 coveriD9 tranaport, and tranaport can be purchaaed f ·roa 

5 aa.ebody el .. , vby abould I be obligated to cover that 

6 charge vberein the floor that I would have to aeet to 

7 price -v toll ratea aay be here, and that's because that 

8 ia tbe rata, but that tranaport piece that aay be being 

9 provided ~ aoaebody alae would lower that floor here, but 

10 I'a atill to operate on this floor to keep my ratea here. 

11 And I don•t believe that's right when there are other 

12 vendor• or other people that the carriers can actually go 

13 and purcha .. that ace••• service fro•. And with thia 

14 docket here, that'• even aore so. Because they would be 

15 able to ca.. into your office and situate theaselvea here 

16 or aituate th .... lves here (indicating), and I •ay not get 

17 any tranaport 

18 Q Mr. Hendrix, are you familiar with the cost 

19 nuabera SOuthern Bell aubaitted to Mr. Gillan for 

20 preparation of the docuaent that has been aarked for 

21 identification aa Exhibit No. 18? And that's Gillan's 

22 late-filed deposition exhibit. Do you have a copy of 

23 that? 

24 

25 

A I think I do. Let ae -- if you have one 

tbat'a aore readily available, I would appreciate it. 
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1 (Pauae) Okay, I've aeen these costa, yea. 

2 Q Do you have any knowledge of whether there ia 

3 any difference in the type of data provided by Southern 

4 Bell relative to the other LECa? 

5 A .. 11, let .. aay, I believe theae coat nuabera 

6 that are bare are the aaae coat nUJib6..-a attached to 

7 Ill". Gillan • a tuti.ony on JPG-4 • And they are -- and 

1 the .. aa.t nuabera, he'• footnoted the• aa to have been 

9 taken fraa tranaaittal 140 that vas filed on Auguat 21 

10 of 1993 and tranaaittal Sl filed July ll of 1992 at the 

11 federal level. 

12 Q 80 tho .. are rederal interstate nuabera? 

13 A 

14 Q Southern Bell has not sub•itted coat data 

15 aupporting tbe intraatate ratea proposed in thia docket; 

16 ia that correct? 

17 A I don't believe so, no. 

18 Q If tbia Ca..iasion decides to adopt 

19 Mr. Gillan•• propoaal to uae cost-based ratea, would you 

20 object to the uae of coat aa calculated by Mr. Gillan in 

21 tbia exhibit aa the coat baaia for Southern Bell'• DSl 

22 and 083 ratea? 

23 A Not only the coata, but I alao have a aerioua 

24 probl .. vith Mr. Gillan's ratea. 

25 Q Could you please elaborate o~ that, pleaae? 

,.. 
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1 A W.ll, first, the •arket is chancJincJ. And 

2 aa.eone that I will co•pete with should not be here 

3 telling .. bow I should aet •Y rates aa long aa I can 

4 de110nstrate tbat I cover costa. I should be able to set 

5 tbo.e rates. 

6 Now what he ia offering is to set your rates 

7 to ensure that the contribution that you 9et fro• a DSl 

8 and D83 .. rvlce ia pretty •uch the aa•e, and then fro. 

9 that you're back into your tande• switching rate. Well, 

10 8J probl .. with that ia that the •ultiplexera that are 

11 needed and the way he ca•e up with his rates ia not 

12 totally accurate. 

13 The .. cond point is that he should not be 

14 telling .. vbere to aet •Y rates, as long aa I cover 

15 cost. Bell abould be able to set its rates baaed on the 

16 .arket preaaurea. 

17 The third thing is that he is saying, well, 

18 the rates that I offer are lover than your file rates, 

19 ao you should be better able to aeet the aarket 

20 pressur .. and then take that aoney and throw it into the 

21 RIC. Well, AT'T baa stated that they•r~ vantin9 to 9et 

22 down to cost for switched access, period. 

23 Aa a •atter of fact, AT'T filed, on the 15th 

24 of this .onth in another state, stating that the carrier 

25 ~n line and the RIC should actually go; eliainate 
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1 it, period. ,so there is a whole lot of pressure on 

2 carrier ~n line, just as it was on the BHIIOC charge 

3 bare, and just as it is on the RIC now. And so what be 

4 ia asking us to do is to throw aoney into a charge 

5 vberein he would be the beneficiary of rates being 

6 forced down, not only based on his so-called coat-baaed 

7 rates, but also with the pressure that•• being placed on 

8 tbe RIC. 

9 

10 
~-

11 

12 

And what we are saying is that we should be 

allowed to file the rates that we feel will aeet aarket 

pre••ur .. , and our first step is to mirror the 

inter•tate rates. 

13 Q After the lunch break, Staff has distributed a 

14 abHt of paper. And do you have that sheet of paper, 

15 Mr. Hendrix? It's an MFR Schedule. 

16 A Y .. , I do. 

17 Q Are you faailiar with this? 

18 

19 

20 

21 

22 

23 

24 

25 

A I've •••n it. 

Q I would like to have this marked for 

identification •• an exhibit at this ti•e. 

CHAIRMAN DEASON: It will be identified as 

Exhibit No. 29. 

(Exhibit No. 29 marked for identification. ) 

Q (By Ms. Canzano) Mr. Hendrix, you stated 

earlier tbat your proposed local transport rates cover 
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southern Bell'• inc:re .. ntal costs ; is that correct? 

A Yea, I did. 

Q Have you perforaed increaental cost studies 

tbat 8bov tbat tbia is the case? 

A I have looked at cost studies to indicate 

auch. I bave not perforaed studies strictly for thia 

doCket. But ve did have cost studies that would allow 

.. to aay beyond a ahadow of the doubt that that ia the 

caH. 

Q Were those studies subaitted in any other 

doCket? 

A Not that I aa aware of. And even fro• the 

abeet bere, vben you look at the transport cost -- I • • 

aasu.i119 that that's coluan 4? 

Q 

A 

Yea. 

And then you look at the rates in coluan 7, it 

17 ia obvioua there froa the structure that was in place 

18 vben ve bad tiae-of-day discounts, that we aore than 

19 cover coata. 

20 Q Do tbeH nuabers reflect Southern Bell's cost 

21 to provide local t.ransport? 

22 A v .. , it doea. 

23 Q Incr ... ntal cost? 

24 A Ye•, it doe• -- I believe, well, I said 

25 that I'• aaau.ing that's what the colu-mn 4 is. 
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Q Are tbe .. intrastate costs? .r-

A To the beat of ay knowledge they are. 

Q At tbi• ti.. ve would ask you to provide a 

late-filed exhibit. In this exhibit ve would like to 

553 

raque•t an analy•i• of the probleas with the coat data 

in the exhibit that is identified as Exhibit No. 18, and 

any chang .. to the data and coat results that would 

render ~ appropriate for the co .. iaaion to use on a 

ba•i• for coat-basad rates if it so desires, and ve 

would like you to include your work papers with that 

exhibit. 

A Let .. ensure that I understand what Exhibit 

No. 18 i•· I• that the MFR sheet, or what vas handed 

out earlier? 

Q What va• handed out earlier, the late-filed 

deposition exhibit of Mr. Gillan, yes. 

CHAIRMAN DEASON: Could I have a short title, 

please? 

MS. CANZANO: "Southern Bell's cost of DSl and 

20 DS3. 11 

21 MS. PEED: southern Bell's Cost of DSl and DS3; 

22 i• that correct? I• that what you said? 

23 MS. CANZANO: Yea. 

24 WITNESS HENDRIX: Is it -- in doing so, is it 

25 po••ible to get all of the work papers that were used to 
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1 put tbia tOCJether? 

2 liS. CANZANO: Yea. 

3 WITNESS HENDRIX: Will that be -- obvioualy that 

4 would be helpful in providing our analysis. 

5 liS. CANZANO: We're going to aak Mr. Gillan for 

6 t:bae vheft it's hia ti... Just for our record k-ping 

7 ~·· vas that aaaigned a nuaber, late-filed exhibit? 

8 CHAIRMAN DEASON: Well, no, it hasn't ~n 

9 asai9fted one. It's been assigned Exhibit No. 30. 

10 (Late-Filed Exhibit No. 30 identified.) 

11 Q (By Jla. Canzano) At this ti .. , llr. Hendrix, 

12 did you receive a package of four pieces of paper of 

13 Staff exbibita, consisting of deposition transcript and 

14 late-filed exhibits, interrogatory responses and tariff 

15 pagu, cover pages? 

16 A Yea, I did. 

17 

18 

19 

Q 

A 

Q 

20 correct? 

21 

22 

Have you reviewed this •aterial? 

Por the •o•t part, yes. 

And to the beat of your knowledge, ia it 

To the beat of •Y knowledge. 

liS. CANZANO: I would like to have these also 

23 .. rked for identification at this ti•e. 

24 CHAIRMAN DEASON: Deposition transcripts will be 

25 identified aa Bxhibit No. 31. 
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1 MS. PEED: Mr . Chairaan, I believe that we 

2 have -- I don't think that -- we didn't waive aiqnature 

3 vben we did thea• depositions, so I'• not aure that 

4 Mr. Hendrix baa provided the signature page and .the errata 

5 ab .. t which we will, of course, include with this exhibit 

6 if that'• all right. 

7 ... CANZANO: That's fine . 

8 CHAIRIIAN DEASON: Very well. So you just want 

9 that to be incorporated into Exhibit No. 31? 

10 MS. PEED: Right. 

11 CIIAIRIIAN DEASON: Very we 11. The Response to 

12 Staff Interrogatories and Response to IAC Interrogatories 

13 will be identified as Exhibit No. 32 . And the 

14 illuatrative switched access tariffs and in Reaponae to 

15 Staff POD No. 28 will be identified as Exhibit No. 33 . 

16 And SOuthern Bell's Intrastate Local Transport Restructure 

17 Tariff and replaceaent pages will be identified as Exhibit 

18 No. 34. 

19 (Exhibit No. 31, 32, 33 and 34 aarked for 

20 identification.) 

21 MS. CANZANO: Thank you. And Staff has no 

22 further questions. 

23 MS. KAUI'IIAif: Mr. Chair.an, before we go to 

24 redirect, could we 90 back to the staff's request for 

25 Late-Piled Exhibit No. 30? 
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1 CHA%RMAN DEASON: Yes. 

2 118. DUPIIAII: Ju•t so we 're clear, llr. Hendrix, 

3 I CJUU8, bad aaJted 118. canzano if he would have ace••• to 

4 Mr. Gillan'• work paper•, and if I understand 

5 ... ~canaano•• reque•t to Mr. Hendrix, it was that he 

6 provide hi• co•t ba•i• for the DSl/DSJ coapari•on•, if he 

7 baa any di .. ~ .... nt with Mr. Gillan'• exhibit. We don't 

8 bave a probl .. with providing Mr. Gillan's work paper•, 

9 but I don't under•tan4 the request to be a critique --

10 118. CANZANO: I would like to interject here for 

11 one •econd. Tbe firat part is an analysis of the probleas 

12 of the coat data, and to do that I think he would need 

13 tho•• work papera, of llr. Gillan, that Mr. Gillan provided 

14 in bia exbibit. 

15 118. KAUPIIAN: The top half of tilat, as I 

16 under•tand it, tho•• nuabers caae directly froa the 

17 coapaniea. There i• no analysis there. 

18 WITNESS HENDRIX: I suppose I would just like to 

19 ... vbat he u•ed. I would like to have a copy of what was 

20 u•ed to pull theae nuaber• , the exact saae. That would be 

21 very helpful. 

22 CHAIRMAN DEASON: Is it going to be a problea 

23 getting that inforaation? 

24 118. KAUPMAN: Well, it's not a problea providing 

25 the work paper• but I think we have some concern about 
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1 Kr. Hendrix taking Mr. Gillan's work papers and critiquing 

2 th .. at the .... ti .. he has asked hi• to provide his cost 

3 estt.ates. I think those are two different things. 

4 ~RMAK DEASON: It aay be two different 

5 things, but be juat asked for it in an exhibit. Are you 

6 baving a f~ntal problea with 9iving this witness an 

7 opportunity to basically critique soaething your witness 

8 did and it be part of a late-filed exhibit? Is that the 

9 probl .. ? 

10 MS. KAUFMAN: can I have a moaent? 

11 CHAIRMAN DEASON: Sure. (Pause) 

12 MS. KAUFMAN: I'• sorry, Mr. Chairaan. I 

13 appreciate your indulgence. The numbers that we've been 

14 talking about have always been in Mr. Gillan•• direct 

15 testi.ony. I think it was j ust pointed out they are in 

16 JPG-4 . SO th·o•e are not new numbers , and Southern Bell 

17 bas never, as tar as we know, asked for any contiraation 

18 or asked to ... any analysis. so if Mr. Hendrix is going 

19 to have the opportunity to critique Mr. Gillan's work 

20 papers, I think the reverse would be fair, Mr. Gillan 

21 would have th·e opportunity, as well, to critique 

22 Mr. Hendrix'•· 

23 CHAIJUIAJI DEASON: Well, the problea is, as I 

24 understand it, whatever critique he does is going to be a 

25 late-filed exhibit, so we're going to have a late-tiled to 
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1 a late-filed? 

2 liS. KAUFMAN: I queas that would be a way to 

3 handle it. 

4 CHAIIUIAN DEASON: staff, we're openinq up a can 

5 of voraa bare. Ia there anyway you can CJ•t the 

6 infor.ation you want •ore directly? 

7 MS. PEED: Mr. Chair•an, I would alao like to 

8 point out tbat IXC did not raise this objection with GTE'• 

9 late-filed exhibit which vas exactly the aa .. requeat. 

10 MS. CASWELL: Yes. As I understand it, 

11 yeatarday Ms. canzano said the same thing, that we would 

12 bave Mr. Gillan'• work papers in order to perfora the 

13 analyaia of bia coat atudy data, and I would like to point 

14 out alao that the aecond part of that exhibit we have no 

15 idea bow be ca.e up with those nu•bers and we would 

16 abaolute1y need his work papers to know that and to do any 

17 aort of analyaia. 

18 MS. CANZANO: We agree. We do need those work 

19 papera. 

20 MS. CASWELL: Also, I don't think that we need 

21 to aupply an exhibit because we're not propoain~ 

22 coat-baaed ra·tea. 

23 CHA.IIUIAN DEASON: I tell you what we're CJOing to 

24 do, we're goift9 to take ten •inutes and I'• going to let 

25 you all talk about it and see if you can come up with a 
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1 raaolution. If not, then I'll come up with a raaolution 

2 vbicb -y not llaka anybody happy. 

3 (Receaa.) 

4 

5 CIIA.IIUIAN DEASON : Ca 11 the hear inq back to 

6 order. Hope the tiae has been productive. 

7 ... Canzano? 

8 MS. CANZANO: Okay. Anyone juap in if I don•t 

t bava tbia ritht. Hara•a ay underatandlftCJ of vhat our 

10 dlacuaalon vaaz ~at southern Bell will provide a 

11 lete-flled exhibit of what it thinka ita coata ahould be, 

12 or are, and attar that is filed, Mr. Gillan will supply 

13 hia work paper• to Southern Bell, and he will alao file a 

14 lata-tiled exhibit raaponse to all three coapaniaa -- yea, 

15 to tbair late-tiled exhibits . 

16 liB. CASWELL: Don't the work paper a need to coae 

17 batora tba aubaiaaion by the co•pany? 

18 MS. PEED: Mr. Chairaan, do you think we could 

19 have -- I .. an, va don't need to do it nov, but can ve 

20 perhaps ca.. to a raaolution by soaetiae toaorrov on thia 

21 iaaua because thara•a still lots of confusion here? 

22 

23 torvard. 

24 

25 

CHAIRIIAN DEASON: Sounds qreat . Let's aove 

liB. PEED: Thank a. 

CHAIRMAN DEASON: Any further queationa of this 
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liS. CAIIZAHO: No. 

CHAIRIIAN DEASON: All right, I do note that 

tbare need• to be so.. resolution concerning sa.. 

late-filed exhibits, and we will address that at soae 

future tt.e. Aa of right nov we•re going to conduct 

redirect. 

MS. PEED: I just have, I think, one or two 

queationa on redirect. 

REDIRECT EXAMINATION 

BY liS. PBBD: 

Q Mr. Hendrix, Mr. Adaas vas asking you 

quaatlona about the July 1st, 19941 federal tariff 

filing. Do you recall that discussion? 

A Ya•, I do. 

Q Baa the coapany filed any tariff filings at 

tbe federal laval after the July 1st, 1994 filing? 

A Well, we filed we •ade another filing that 

vent in on July tat also that reduced switched access 

by, I think, another $33 aillion. 

Q And what al ... nts did that qo to? 

A That vas a terainatinq carrier co .. on line. 

Q And ia that an eleaent that is applicable to 

all intaraxchanqa carriers? 

A Yea, it ia. 
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And 8J laat question is about thia Exhibit 27, 

2 tbia letter -- it aee•• to have escaped •e right now 

3 tbia letter fraa Mr. Sanders to the AT'T vice preaident. 

4 A Y-. 

5 Q Had you .. en that letter before today? 

6 A Mo. 

7 Q Did you have any role in the preparation of 

8 tbia letter? 

9 A Mo, I did not. 

10 MS. PBBD: That'• all I have. 

11 CHAIRKAM DEASON: Exhibits? 

12 MS. CANZANO: Staff requests that Exhibit• 29 

13 and 31 tbr0U9h 34 be .oved into the record. 

14 CHAIRMAN DEASON: Without objection, 29, 31 

15 tbrougb 34 adaitted. Other exhibits? Prefiled exhibit is 

16 26. 

17 MS. PIED: I would like to move 26, and I have 

18 an objection to the a~is•ion of 27. 

19 CHAIRMAN DEASON: Without objection, 26 is 

20 adaitted. Ia there a .otion to move Exhibit 27 or 28? 

21 

22 

KR. ADAMS: Yea, I would like to move 27 and 28. 

CHAIRMAN DEASON: You're going to •ove 27 and 

23 28. Ia there an objection to 28? 

24 MS. PEED: No, although I believe it's in 

25 Staff'• alao. 
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CHAIRMAN DEASON: Very well, 28 is adaitted. 

2 State your objection to 27, please. 

3 MS. PEED: Exhibit 27 is this letter that was 

4 not prepared by the witness, it was prepared by another 

5 co.pany .-ploy .. , that the witness had not seen prior to 

6 today, and has testified that he doesn't really know the 

7 ..aning behind this letter, nor did he have any input or 

8 any role in the preparation of this letter. And I would 

9 a•k that it not go into the record based upon the fact 

10 that this witness cannot testify as to the accuracy of 

11 thi• letter. 

12 In the alternative, if the co .. ission wishes 

13 to adait thi• letter, I would ask that there was a 

14 deposition of a ca.pany eaployee taken on Auqust 12th, 

15 who did have knowledge of this particular letter, and I 

16 would a•k that a portion of the deposition be entered 

17 into the record that discusses this particular letter 

18 and the ... ning of the letter. 

19 CHAIRMAN DEASON: I will allow you the tiae to 

20 identify that section of the deposition and discuss it 

21 vitb opposing counsel, and then we will take up the 

.22 adaission of Exhibit 27 after that tiae and I will hear 

23 your position as to the adaissibility of Exhibit 27, if 

24 there is an arquaent to be aade at that tiae. Thank you, 

25 Kr. Hendrix. 
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1 Ma. Wilson. 

2 (Witness Hendrix excused.) 

3 (Bxbibit Nos. 26, 28, 29, 30, 31, 32, 33 and 

4 34 received into evidence.) ,. 

5 KS. WILSON: Florida Cable Television 

6 Association calla Jeffrey Saith to the stand. 

7 Mr. Cbairaan, I believe he needs to be sworn. 

8 CIIAIRIIAN DEASON: very well. Thank you. Please 

9 be Hated. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

JEFFREY E. SMITH 

vas called aa a witness on behalf of Florida Cable 

Television Association, Inc. and, having been duly 

sworn, testified as follows: 

DIRECT EXAMINATION 

BY K8. WILSOif: 

Q Mr. saith, will you please state your name and 

business addr .. a? 

A My n ... ia Jeffrey E. Smith. My business 

address ia 1500 Market Street, Philadelphia, 

Pennsylvania 19102. 

Q By whoa are you eaployed and in what capacity? 

A I .. eaployed by coacast Corporation as its 

deputy general counsel. In this capacity I represent 

the telephony divisions of Comcast, including Eastern 

TeleLogic Corporation, which is our alternative access 
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1 affiliate, and our wireless affiliates, including 

2 ca.caat cellular co .. unicationa. 

3 Q Did Kr. Williaa Kingsley cause to be prefiled 

4 .. van pa9ea of rebuttal teatiaony in this proceeding? 

5 A Y .. , be did. 

6 Q An4 ia that teatiaony true and correct to the 

7 beat of your knowledge? 

8 A Yea., it ia. 

9 Q An4 do you adopt that testiaony in full? 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A Bxcept with respect to the identifying 

infor.ation, as to Mr. Kingsley, which is on Page 1 and 

Page 2, Linea 1 through 3. I would also like to excerpt 

out tbe teati.ony .. t forth on Page 5, Linea 20 through 

22. 

Q on Page 5, Linea 20 through 22, you propose to 

strike tbat? 

A Yea, froa the -- beginning fro• the word 

•rirat,• and actually extending to the first word on 

Line 23 on Pa.ge 5. 

Q other than the preliainary naae, address, work 

experience and the corrections you just aade with 

respect to Page 5, if I were to ask you the aaae 

questions con·tained in the testiaony here today, woul-d 

you 9ive .. the sa .. answer? 

A Y .. , I would. 
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1 Q And what ia your background and work 

2 experience? 

3 I've been eaployed a• deputy general counael 

4 of OO.Ca•t Corporation aince 1992 . Again, in thia 

5 capacity I've repreaented Coacaat in it'• telephony 

6 buaine• ... with reapect to its investaenta in Teleport, 

7 it• holding• in Eaatern TeleLogic Corporation and with 

8 reapect to it• vireleaa affiliates. Prior to joining 

9 ca.ca•t, I worked aa an attorney for Drinker, Biddle and 

10 Reatb, a law fira in Phi ladelphia . 

11 Q With reapect to Eastern TeleLogic, are you 

12 re•ponaible for adainiatration and enforceaent of 

13 expanded interconnection contracts? 

14 A Yea. AIIOng other things, yes. 

15 118. WILSON: Mr. Chairman, at thia tiae I would 

16 ••k that the rebuttal teati•ony of .Jeffrey Saith be 

17 inHrtecl into the record as though read. 

18 CHAIRMAN DEASON: Without objection, it will be 

19 ao inaerted. 

20 MR. PONS: May I inquire? Could ve go back to 

21 the language that waa being deleted? I'• afraid I aust 

22 bave an earlier veraion or a later version of your 

23 teatiaony becauae ay pagination and the line nuabera 

24 aren't the ..... But aa I understand it, i t'• on Page 5 , 

25 the line -- according to you, Lines 20 through 22, you're 
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1 striking out those two sentences; is that correct? 

2 WITNESS SMITH: I aa striking out t~e Line 20 

3 beginning at the word •First,• through Line 23, the word 

4 •aecond.• So Lines 21 and 22 in full, the last five words 

5 of Line 20, a.nd the first word of Line 23. 

6 MR. PONS: So it will go in the record without 

7 tbat language, is that 

8 KS. WILSON: Yes. 

9 CHAIRMAN DEASON: That is correct. 

10 KR. PONS: That's fine . 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

, -
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8 Q . 

8 A. 

10 

11 Q. 

12 A. 

~ 0 7 

REBUTTAL TESTIMONY OF 
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FLORIDA CABLE TELEVISION ASSOCIAOON,INC. 

DOCKET NO. 921074-TP 

JULY 27, 1994 

My business address is 1500 Mar 

13 'Buline ..... In tht. capacity, 

14 

15 Q. Pie- brleftr cleacrlbe you kgro~ and work experience. 

18 A. I began my telecommu · tions career in 1 1 . JOining Contel Corporation. 

17 Over 28 months, I ated through a series of a 1gnments in the Network 

18 

19 

20 

21 

an accelerated 

~ training program. Upon completion of th1s ogram, I became 

Manager for the Eastern Region. In 1987. I was pro oted to Manager, 

ew Product Development for Contel's Domestic Telephone Ope tions. In 

1981, upon conswnmation of the Contei/GTE merger, I was named ·rector -

New Buslnen Development For GTE's Cellular Telephone Business. I 

been employed by Comcast Corporation in my present capacity since June, 

l. 



1 

2 

3 

4 Q. 

5 A. 

Whet Ia the purpoee of your testimony? 

The pwpoae d my testimony is to rebut the Direct Testimony of David Denton 

8 (Southern Bell) and the Direct and Supplemental Direct Testimonies of Ben 

7 Poeg (Centei·Unlted). 

8 Q. Turning ftrat to Mr. Denton'• teatimony, do you -.gree thet the Flortde 

9 Public 8ervlce CommiMion ("Commission") should ellow the dominant 

10 LEC. " ... option to provide either virtuol or physlcol collocetlon?" 

11 Denton, direct Ill W,l. 

12 A. 

13 

14 

15 Q. 

No, I do not The Commission should requ~re the development of a physical 

colloclltlon atandard for IWitched access expanded interconnection. A physical 

collocation atandard is critical to the development of a competitive market. 

Whet problem. do you entlclpate in giving the domlnont LECa the option 

18 tD chooee the form end terms of collocotlon? 

17 A. 

18 

19 

If the LEC chooses the form and terms of collocation. then it is given the ability 

to affect criticaJ competitive technical, operat1onal and f1nancial characteristics of 

the lnte.rconnector's services. The Commission should, instead, focus on the 

20 Interconnection standards present in the AA V market today to define the 

21 enential charecteristic. of collocation. Competitors' services should not be 

22 forced to r ... mbkt the LECs' services, and the dominant LEC should not be 

23 permitted to continue to control the essential charactenst1cs of services offered 

24 by oCher providers. Mandating a physical collocation standard is the best way to 

2 



1 

2 

3 

4 

5 

6 

7 

8 

s. 

10 

11 

12 

13 

14 

15 

18 

17 

18 

1S. 

20 

21 

22 

23 

24 

Q. 

A. 

Q. 

A. 

Q. 

A. 

~e theM results. 

If the Comlftlulon don not rMndate actual physical collocation, ahould 

collocetlon .......,.menta be Individually negotiated giving the LECa the 

oplon to ohooee between physical and virtual collocation? 

Only If phy8lcal collocation is the standard by which all virtual collocation 

~ta .. implemented. 

, ............ 
Rather than allowing the LEC to set the terms and conditions of expanded 

int8rconnection, u Mr. Denton suggests, the Commisston should adopt rules 

.net regulation• concerning expanded interconnection in the absence of 

mandatoly phyljcal collocation. The rules and regulations should permit and 

encourage the parties to negotiate virtual or phystcal collocation arrangements 

on a cue-by-cue basis with the same terms and conditions available to·an 

lntllrconnector. To accomplish this, the rules and regulations must require the 

LECa to provide virtual Interconnection that is technically and economically 

com~ to actual collocation and on reasonable terms. Effective expanded 

Interconnection lhould not be hampered by unreasonable or inefficient 

adminiltratlve processes and requirements. 

Why ahould the Commission take this action in the absence of an ectual 

phyalclll collocation rMndate? 

The Commi11ion mandated physical collocallon 1n Phase I of th1s proceeding. 

Clearly, the Commtnlon believes that physical collocation is the proper 

collocation atandard. Additionally, it was assumed that phase 1-type virtual 

collocation arrangement• would be negotiated voluntanly by the parties with 

3 



1 phy8ical collocation as a back-up option. This gives the LECs a natural 

2 marketplace Incentive to make virtual collocation adequate and attractive to 

3 lnterconnectors. If physical collocation is not mandated in Phase II, the 

4 Commilllon should, as a matter of fairness. continue to give interconnectors 

5 .rtective negotiating leverage with the dominant LEC when attempting to obtain 

e 

7 

8 Q. 

utilfactory collocation. Once the interconnection standards are adopted, the 

Commlnlon should require the LECs to file tariffs complying with the standards. 

You .....,eouaty mentioned the dominant negotiating power of the LEC. 

8 Doeen't the poealbHity exlat for disputes to arise even with the terfffed 

10 ........ , 

11 A. Y•. If di8pUtea arise, the Commission should d1rect parties to resolve them by 

12 negotiation. This permits an expeditious resolution that could be accelerated 

13 further if the Commission gives the dominant LEC the proper substantive and 

14 procedur.llncentlvea to promptly negotiate expanded interconnections. Some 

15 negotiations will most likely be successful and will provide an adequate record 

18 

17 Q. 

18 

19 

20 

21 A. 

22 

upon which the Commission could resolve additional disputes. 

Wltnna Poeg filed aupplementel direct testimony in thla proceeding. He 

concludH th8t the CommiMion should not Impose a mendetory phyalcal 

oollocetlon requirement baed upon the United Stoles Court of Appeals 

declelon. Would you pleae comment on this conclusion? 

Should the Comml11lon modify Order No. PSC-94·0285-FOF-TP and its actual 

physic~~~ collocation requirement of Phase I, then the Commission should 

23 Implement the phyatcal collocation standard outlined above. i.e .. interconnection 

24 that Ia technically and economically comparable to actual collocation and on 

4 
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1 NMOnable terms. Mr. Poag's direct testimony appears to be consistent with 

2 my recommendation. Mr. Poag states that "rather than mandating any 

3 pMicut• form of collocation, the Commiss1on ought to adopt rules and 

4 NgUiatlo,. which permit and encourage the parties to negotiate physical or 

5 vlltual collocation arrangements on a case-by-case basis with the same terms 

8 .nd conditlona available to all interconnectors." Poag. direct at 14. I would 

7 .,10 recommn that If the Commission modifies the Phase I order, all priQng 

8 flexibility lhould be suspended until each LEC successfully negotiates and 

9 implemera a collocation agreement. 

10 Q. 

11 A. 

Do you find eny other problema with Witneaa Denton's testimony? 

Y•, Mr. Denton recommends that rec1proc1ty under the same terms and 

12 canditiona u required for LECs should be part of any 

13 mt.roorlnectior\'collocation order in Florida. Denton, direct at 11-12. The 

14 Commlnion rejected this approach in phase I of th1s proceeding and should do 

15 the eametn Phale 11. 

18 Q. Turning now to Mr. Poeg'u direct testimony, do you agree that the LECa 

17 ehould be given • much price flexibility oa possible? Poeg, direct at 12. 

18 A. ~utely not Mr. Poag bases his conctus1on on concerns about upward 

19 preaure on rnldually priced basic serv1ce rates and umversal service goals. 

20 Hit conoems are overstated and misapplied ...,.11s1, a1111e '"''"''''e leual; tM 

21 2::!" •rmnnsdi dego ''*a!P 'or the uu• MIJIFil) If Ike l!il 'I 

22 'IAIAI-2 1 wnn·u ~eiu 161611\M will tuiihnoe te ae gua•aAI .. d to th• 1 FGt 

23 ..... , •· Mr. Poag would have interconnec11on rates set to recoup LEC money 

24 lost in order to subsidize universal service. Th1s ts an Inappropriate forum to 

s 



1 

2 

3 

4 

5 

e 

7 

8 

e 

10 

11 

12 

13 

14 

15 

16 

17 

. 18 

1i 

20 

21 

22 

23 

24 

Q. 

A. 

Q. 

A. 

I 2 

determine how best to address universal service concerns. especially since the 

LECs have not stated their cost of providing basic local exchange service. 

Flnllly, Mr. Poag's assertion that AAVs and cable companies will seek to attract 

only those customers who have the greatest potential for generating the highest 

praflt margin, Is misplaced. 

Whet Ia W10ft1 with the latter assertion? 

Mr. POIIQ fall to distinguish between AAVs and cable companies. AAVs are 

c:wrwatly only permitted by law to provide hm1ted telecommunications services 

mostly used by business customers. In fact . they are only in a position to 

provide seMc:e where they have connect1ons to office buildings. Unlike the 

dominMt LECs, AAVs do not have ub1qu1tous interconnections to all potential 

business customets. Even if they would like to compete on a greater scale, 

they •e prohibited from doing so by law. It is, therefore. unfair to attempt to 

characterize their activitJes as cream skimm1ng. Further, cable companies 

.. ,..dy enjoy a relationship With res1dent1al ratepayers In fact. cable television 

fdtin pass by 97% of the homes in Flonda, although far from every home is 

wtr8d for cable. A very small percentage of the cable television subscribers are 

bustnenes, in essence, cable companies are residential service providers. The 

ntlldentlal market segment, however. accord1ng to LECs themselves. is not a 

high profit margin segment. 

Would you pee_. summerize your rebuttal testimony? 

Certainly. Mr. Denton and Mr. Poag's proposals would suppress rather than 

promote competition. If there are no meaningful Interconnection standards and 

the LECs given price flexibility, expanded interconnection will be so 

6 
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1 cunbersome, &Maftain and economically disadvantageous that no one will be 

2 llble to compete. LEC1 should be given price flexibility wh1ch mirrors the FCC 

3 ipproach only tf they allow collocation, either phys1cal or v1rtual. which is 

4 

5 Q . 

6 A. 

7 

8 

g Q . 

10 A. 

11 

NMOnably provided under comparably eHicient 1nterconnect1on standards. 

Do you heft MY other comment.? 

Y•. MVs Met cable companies offer the State of Flonda the means to 

develop a robust telecommunications Infrastructure It 1s essential to this 

lnfrMtr'uc:twe development that Interconnection standards be adopted quickly. 

Don th8t conclude your teatlmony? 

v •. it doel. 

7 
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1 Q (By ... Wilaon) Mr. S•ith, do you have a 

2 auwe•ry of your teatiaony? 

3 A Yea. The purpoae of ay testiaony ia to rebut 

4 tbe direct t .. tiaony of David Denton of Southern Bell 

5 and tbe direct and auppleaental direct testiaonies of 

6 Ben Poa9 of centel United with respect to the standard 

7 for expanded interconnection. In sua, it is ay view 

8 that tbia Ca.aiaaion should continue to aandate physical 

9 collocation and to perait virtual collocation where the 

10 parti .. otbervi•• aqree to negotiate. 

11 Both the FCC and this commission -- this 

12 Ca.ai••ion in Phaae I of this docket found that physical 

13 collocation beat aerved the interests of the public 

14 tbrOU9h the developaent of coapetition to the local 

15 loop. While the FCC has found it necessary to aove 

16 towards a virtual standard due to certain jurisdictional 

17 iaau .. raiaed in a litigation sponsored by Bell 

18 Atlantic, a~tantively the need for and the preference 

19 for pbyaical collocation has not changed and should not 

20 chaft9•· 

21 If the Coaaission elects to require only 

22 virtual collocation, we feel it is i•perative that it 

23 .. tablish a virtual collocation standard that gives 

24 interconnactors, aubstantively, what they would have 

25 received under physical collocation, again to ensure 
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1 tbat interconnection will be technically, operationally, 

2 aoonoaically and adaini•tratively coaparable to what 

3 would otbervi .. have been available under phy•ical 

4 collocation. 

5 To leave interconnection to .. re negotiation 

6 betvaan the partie•, a• has been suggeated, will not 

7 anaure co.petition, but would only prolong and delay the 

I day vben tbere ia local coapetition to the local loop. 

9 I would point out that •Y understanding ia that the 

10 eo..i .. ion reach thia aaae conclusion in Phaae I of this 

11 docket. Tbi• i• not to say that negotiation• won•t 

12 occur betvaan the local exchange coapanies and thoae 

13 partie• vho wiab to interconnect. However, there ahould 

14 be aa.e ba .. line, ao .. atandard fro• which everyone can 

15 operate. 

16 In addition, •Y testiaony concern• the ia•ue 

17 of pricing flexibility. My understanding is that price 

11 flexibility wa• provided under Phase I of this docket in 

19 consideration for, or in the context of, expanded 

20 interconnection. If there are not fira expanded 

21 interconnection •tandarda, I would reco .. end that this 

22 CO..i••ion not perait pricing flexibility until auch 

23 ti .. •• •ucce••ful virtual collocation arrangeaenta have 

24 been negotiated between the parties. 

25 Q Doea that conclude your teatiaony -- or your 
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1 ·~ry? 

2 A !'bat conclude• ay auaaary, yea. 

3 

4 

5 

6 

•· WZLSON: The vitnesa ia available for croaa. 

CHAIRMAN DEASON: Mr. Carver? 

IIR. CARVER: No questions. 

IIR. PONS: I have some question., but ay first 

7 que8tion ia I've got a different veraion of tbe 

8 te.tbony tban apparently the vitneu M.a ..a o~ 

t '"''l'l MWt Ullll I ~t•~ ~tMfl\ '-ll ~ \M ._., 

lO .....t• • I'*-· •"M l\ll M)~ q\litit &\ih 'What: ia alaaing. 

ll CBliRMAK DEASON: It vas a conspiracy. 

12 IIR. PONS: Well, obviously the conapiraciea 

13 are alvaya afoot here. I'• not paranoid, but --

14 MS. WZLSON: Mr. Chairman, thia ia coapletely 

15 unexpected. I vaa out of town when the testiaony vaa 

16 aerved on tbe partie• and I • • not sure what the proble• 

17 ia, but 

18 IIR. PONS: We aay be able to handle thia after 

19 be leavea tbe atand. I know he's got a plane and I can 

20 croaa exaaine bia froa what I've got, but we do need to 

21 atraigbten out Vbat veraion of the testiaony ia going in 

22 tbe record. 

23 MS. WILSON: Ia in the record. 

24 CHAIRMAN DEASON: If you want to take five 

25 ainutea nov to aaka aure you have the proper veraion to 
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1 aak your queationa, I • a not opposed to doincJ that. But 

2 if you want to 90 forward, that'• fine, too. 

3 IIR. PONS: It appear• to be the .... 

4 teatt.ony, but •oaehow the pagination i• off. 

5 CIIAIRIIAII DEASON: Okay. I que•• we can go 

6 back to our noraal -- •ince we're qoin9 to have a little 

7 bit of a tranaition, we'll take ten ainute•. 

8 (Brief recess.) 

' 
10 • - - - -

11 

12 (UPORTER'S NOTE: The testiaony beqinniftCJ on 

13 Line 18 of thi• paqe and ending on Page 577(20) va• 

14 initially inadvertently oai tted. It ha• nov been 

15 inHrted.) 

16 - - - - -

17 

18 CHAIRMAN DEASON: Call the hearincJ back to 

19 order. Kr. rona, do you have the correct ver•ion nov? 

20 IIR. PONS: I have a version which appear• to 

21 have the .... nuaber of words and words on it •• the 

22 ver•ion that the co .. ission has, but the paqination i• 

23 different but I think ve can proceed •• i•. 

24 

25 
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1 CROSS EXAMINATION 

2 BY Jill. POliS: 

3 Q After all that, Mr. Smith, good afternoon. 

4 A Good afternoon. 

5 Q I'll try to get you out of here a• quickly a• 

6 pouible. 

7 A t'bank you. 

8 Q You're an eaployee of Comcast: is that 

9 correct? 

10 A 

11 Q 

12 today? 

13 A 

Tbat i• correct, yea. 

And you're appearing on behalf of coaca•t here 

I believe I'• appearing on behalf of the 

14 Florida cable ~elevi•ion Association. 

15 Q And i• the testimony that you have adopted 

16 tbat va• originally prepared by Mr. Kingsley, vas that 

17 teatiaony you know reviewed by the Florida Cable 

11 ~eleviaion Aaaociation? 

19 A Ye•, it vas. 

20 Q Okay. And are you speaking, then, on behalf 

21 of all of the aaaber• of the Florida Cable Televi•ion 

22 Aaaociation? 

23 A I believe I'a speaking on behalf of coacast•s 

24 poeition vbicb i• consistent with that of the Florida 

25 cable ~eleviaion Aasociation. I've not •poken with the 
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1 council for the Florida Cable Television Association to 

2 detaraine vbether it's consistent with the views of all 

3 of ita ..abera. 

4 Q Are there any statements in this teati.ony, 

5 Mr. a.ith, tbat are inconsistent with -- well, let ae 

' strike that. 

7 Are you stating that the positions that you 

a take vith re9ard to collocation is the position of the 

9 Florida cable Television Association? 

Yes. 10 

11 

A 

Q For exaaple, on Paqe 2 of your teatiaony and I 

12 can't 9ive you the riqht line, because I have probably a 

13 different version, but it'• the second line in the 

14 answer to the question, •What problems do you anticipate 

15 in 9iving the doainant LECs the option to choose the 

16 fora in teras of collocation?• Do you see that 

17 question? 

18 A Yea. 

19 Q And the answer is, •It the LECs choose the 

20 fora in teras of collocation, then it is given the 

21 ability to affect critical, competitive, technical, 

22 operational and financial characteristics of the 

23 interconnecter•s services? 

24 A Yea. 

25 Q Is tbat correct? 
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Ub-bub. 1 

2 

A 

Q Okay. And ia that the poai tion of the Florida 

3 cable Televiaion Aaaociation? 

4 A I believe it ia, yea. 

5 Q And ia it the poaition of Coacaat? 

6 A Y-, it ia. 

7 Q Okay. on what basi• have you developed that 

8 tbe LBCa, if they are 9iven the fora in ter11s of 

9 collocation, they are then given the ability to affect 

10 critical, co.petitive, technical, operational and 

11 financial Cbaracteriatica of the interconnecter'• 

12 -rvicea? 

13 ~ concern tbat Co.caat haa, vhich 1• ahared 

14 by both the National Cable Television Association ~· 

15 well aa tbe Florida cable Television Association, ia 

16 vitb the unequal bargaining pover that exiata if the 

17 party that ia trying to interconnect, whether they be a 

18 cable televiaion co.pany or an alternate ace••• 

19 provider, encounter• vhen dealing vith the local 

20 bottleneck 110nopoly. 

21 Ultiaately vhat thia issue focu••• upon ia 

22 control1 control of the facilitiea . And vhile ve 

23 undaratand tbat there are aerioua iasuea affecting 

24 interconnecting to the LBC network, the probl .. vith 

25 ... tin; full control and the ability -- the potential 
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1 for that to inhibit tbe developaent of alternative or 

2 oo.peting netvorka ia really vhat Coacaat•a concern is. 

3 Q ~t are tbe technical characteristics? 

4 A I'd bave to defer to engineers to apeak 

5 apecifically to tbe technical characteristics. 

6 Q So you of your own personal knowledge don't 

7 have vbat tbe tecbnical characteristics aight be? 

8 A I would not bave that, no. 

9 Q How about tbe operational characteristics? 

10 A Well, a.ong the operational problems would be 

11 tbe .. intenance of tbe equip .. nt, the modification of 

12 aqui~t, tbe ability to have ready access to that 

13 aqui~t, and to .onitor and to address all probl ... 

14 aaaociated vitb that. 

15 

16 

17 

18 

19 

20 

21 

22 

Q And if tbe fora of collocation provided by the 

LIC allowed you to do all of that, then you would be 

nti•fiedl ia that correct? 

A Tbat ia correct. 

Q And it wouldn't .. tter to you then in that 

aituation vbetber it vaa pbyaical or virtual? 

A In that .. nae, no, it wouldn't. What ve have 

requuted, and I think I atated in ay suaaary, is tha.t 

23 ·phyaical collocation be the standard, but if this 

24 COBPi .. ion decidaa it does not want to continue to 

25 require phy•ical collocation, that there be a virtual 
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1 •tandard vbich provide• the •aae •ub•tance a• would 

2 pby•ical. So if I •a provided with the technical, 

3 operational and financial econoaic conaiderationa that 

4 are •tailar to physical, then no, virtual would not be a 

5 probl.. for ua. It •s preferred that we have pby•ical, 

6 but virtual would not be a problea. 

1 Q Aa long as the condition. are •iailar? 

8 

9 

10 

11 

12 

A Subatantially •iailar and coaparable, ye•. 

Q can you define for ae what you .. an by 

••ub8tantially •iailar•? 

A We would want to be in the •aae po•ition a• if 

we bad pby•ical collocation. I can't define for you 

13 vbat tbe •pecifica of that would be, only that I want to 

14 aake •ure it•a clear that the objective here i• to 

15 provide ua with the •aae type in teraa of quality and 

16 8ub8tance that we would have been provided under 

17 pby•ical. 

18 Q Do you know how technically it could be 

19 •ub8tantially •iailar; virtual and phy•ical? 

20 A Well, again, I don't speak to the technical 

21 i .. uea, I defer to engineers as to advise .. a• to that. 

22 I will .. y that having access to the facilities; having 

23 the ability to aodify those facilities and upgrade thea 

24 and enhance thea; having the ability to develop networks 

25 vbicb are not identical to that of the LECs, having that 
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1 type of flexibility are all thing• that, within ay 

2 definition, are within having control of that facility. 

3 Q Wbat facility are you talking about that you 

4 want control of? 

5 Tbia would be the termination facilitiea at 

6 the central office. 

7 

8 

g 

Q 

A 

Q 

so.e type of terminal equipaent? 

Tbat'• right. 

Okay. So if Coacast as an AAV were allowed to 

10 purcba.. tba equip .. nt that would be placed in the 

11 central office, would that constitute ~~ntrol of that 

12 facility to .. tiafy your atandard? 

13 If ve were able to purchase it, aaintain it, 

14 operate it, bave ace••• to it on a regular baaia for 

15 UpcJradea and aaintenance, yes. 

16 Q I& there anything else about your technical 

17 atandard that you would need --

18 A Again --

19 Q to be aubatantially siailar? 

20 A I won't apeak to the specific technical 

21 i-uaa. 

22 Q I think you testified that coacast ia both a · 

23 cable TV co.pany, and it'• also an AAV: ia that correct? 

24 A coacaat Corporation priaarily operate• cable 

25 television •ub•idiari••· Coacast also invest& in 

FLORIDA PUBLIC SERVICE COMMISSION 



57"f!) 

1 Teleport and 1• in control of Eaatern Telelogic 

2 corporation, which ia the larqeat alternate acca•• 

3 provider in Philadelphia . 

4 ca.caat also haa siqnificant inveat.enta in 

5 virel .. • talepbony operations . 

6 Q Wbat do you believe the aisaion to be of 

7 Ca.caat •• an alternative access vendor•. 

8 MS. KAUFMAN: I would object to that. 

9 Kr. Cbairaan, that•• completely outside the acope of hia 

10 teatt.ony, bi• rebuttal teatiaony. 

11 KR. PONS: I think it'• very relevant to the 

12 t .. tt.ony. Tba aan haa atteapted to teatify •• to what 

13 atandard abould be applied for the type of collocation 

14 and be'• alao .. ntioned that he wants to be able to 

15 offer aervioaa different froa the LEC and not be tied to 

16 tbat. I need to know what his aisaion ia in order to 

17 teat that atateaent. 

11 CHAIRMAN DEASON: I'll allow the question. 

19 A could you repeat the question? 

20 Q (By Kr. Pona) What do you believe the aiaaion 

21 of ca.caat - an AAV to be? 

22 

23 

24 

25 

A co.caat deaire• to qet into all facet• of 

teleo~unication• includinq alternate ace•••. In tera• 

of ita apecific buain••• plana, they are atill 

developing. I'• not aura if I can give you aore 
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1 apecitic anaver than that. 

2 Q Do you plan to get into the local 

3 telecc .. unicationa buainess? 

4 A I tbink that co.cast, like all aajor cable 

5 aa.p-~1 .. , baa a desire to get into the local 

6 tel~icationa business, yes. 

7 Q Baa eo.cast filed for a certificate and has 

8 coacaat bean 9ranted a certificate as an AAV in Florida? 

9 A Yea, I believe it has. Yes. 

10 Q Do you know whether that certificate is a 

11 atatevide certificate? 

12 A I do not know. 

13 Q Do you know whether under that certificate 

14 ca.caat can provide AAV services in Tallahassee, Taapa, 

15 Orlando or Miaai? 

16 A I do not know the specifics of that 

17 certificate. 

18 Q Do you know whether Comcast is providing any 

19 alternative access vendor services in Florida? 

20 A I do not believe so. Again, I do not know the 

21 apecitica, no. 

22 Q But Ca.cast 1• providing alternative ace••• 

23 vendor aervicea el•ewhere in the country? 

24 

25 

A 

Q 

~OU9b a aeparate •ubsidiary, ye•, it is. 

What'• the naae of that •ub•idiary? 
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1 A Baatern Telelogic Corporation. 

2 Q Which ia different than the AAV that haa a 

3 certificate in Ploridaz ia that correct? 

4 A Tbat'a correct. 

5 Q Are you faailiar with the way in which 

6 Baatarn -- vbat ia it called? 

7 A Telelogic. 

8 Q Baatern Telelogic provides service to 

9 cuata.era? Doea it do it by contract? 

10 A It doea it by contract. It al•o ha• tariff• 

11 on tile both at the atate and federal level. 

12 Q Ia Baatern Telelogic required to file taritfa 

13 at tbe PCC? 

14 A Y .. , it ia. Yea. 

15 Q Okay. And can you tell me whether in any of 

16 the .. tariffa whether Eaatern Telelogic provide• DSl and 

17 DS3 aervice? 

18 MS. KAUFMAN: co .. issioner, I would have to 

19 object again. Thia ia going way beyond the acope of hia 

20 rebuttal teatt.ony aa to what this company doea at the 

21 PCC. It • • way beyond the acope and it • • way beyond even 

22 tbe aiaaion. 

23 CHAIRMAN DEASON: Mr. Fona. 

24 D. JI'OJIS: llr. Chairaan, thi• w~.tne•• i• 

25 teetifying on behalf of the Florida Cable Televi•ion. 
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1 Aaaociation. Be Aya that what he'• aayinc) ia applicable to 

2 the PCTA in Florida. I have to know a little bit about what 

3 be knava aboUt the buaineaa in order to probe vbetber or not 

4 vbat be'• aaking for in Florida ia appropriate. 

5 C8AIRRAK DEASON: I think you can probe hi• 

6 knowledge of tbe buaine•• without qoinq into auch detail 

7 •• to tbe plana of a aubaidiary company that doean•t 

8 .ven operate 1D Florida. I •a goinq to aak you to be a 

9 little .ore .pecific. 

10 IIR. POliS: Okay. 

11 Q (By Kr. Pone) Do you know how any of the 

12 other AAVa operate in Florida? 

13 A •o, I do not. 

14 Q Do you know how any of the AAV• that are 

15 aubaidiari .. of any of the other cable coapaniea that 

16 are _.,.r• of tbe FCl'A operate in Florida? 

17 A I do not have any apecific knowledge a• to how 

18 any of tbe AAV• operate in Florida, although the iaauea 

19 vitb regard to expanded interconnection, whether they 

20 are at tba federal level or in Florida, are aiailar, at 

21 leaat to the extent of ay testimony. 

22 Q In your teatimony you state that and aqain 

23 I have Page 5, but I auapect it'• probably on Page 6 of 

24 your veraion. 

25 A Okay. 
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1 Q You .. y in an answer to a question, •What is 

2 vzoag vltb tba latter assertion?• And your first 

3 sentence 1• •11r. Poag fails to distinquisb between AAVs 

4 aDII cable ca.pani-. • 

5 And then you go on to say at the end of that 

6 p&ra9rapb ·~ r-idential aarket seqaent, however, 

7 according to tbe LECS tb .. selves, is not a bigb profit 

8 aa~in ·~nt.• Is that your testiaony? 

t A Tbare'• so .. lines aissing in between but, 

10 y-, tbat'• vbat tbe testi•ony says. 

11 Q Well, let .. ask you soae questions about 

12 tbat. 

13 can you plea .. tell •• the difference between 

14 an AAV and a cable coapany insofor as offering 

15 teleca.aunlcation .. rvices is concerned? 

16 A Well, currently ay understanding is that in 

17 Florida, cable television coapanies are not peraitted to 

18 offer -- aran•t certificated to offer local telephone 

1t excbange .. rvices, that you do have to apply for a 

20 certificate to becoM an AAV, therefore, at least at 

21 this stage, AAVs and cable coapanies are very different 

22 or9aniaationa. 

23 Q And then you go on to say, •In fact, cable 

24 television faciliti- pa•s by 97' of the hoaes in 

25 Plori4a, although far froa every boa• is wired for 
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1 cable. A very aaall percentage of the cable television 

2 ~lbera are buain•••••· In essence, cable coapaniea 

3 are residential .. rvice providers.• 

4 Let .. aaJc it this way: Ia Coacaat planning 

5 to enter the local exchange business in Florida vben it 

6 ia atatutorily authorized to do so? 

7 •· DUFIIAN: I would object. That goea beyond the 

8 scope of the teatiaony. Again, the teatiaony relates to cable 

t television .. rvice and he states in hia teatiaony that cable 

10 television .. rvicea are residential aervicea. He doesn't talk 

11 about tbe plana of cable television coapaniea to get into 

12 local residential service. It • • way beyond the scope of hi a 

13 t-tiaony. 

14 MR. PONS: Well, it's not --

15 CHAXRKAN DEASON: You don't have to respond. 

16 I do note the vitneaa speaks to competition and the need 

17 for certain decisions by thia CoDUili:ssion to foster coa-

18 petition. I think the provision of local exchange aer-

1t vice ia conaiatent with coapetitive aoves, and if this 

20 vitneaa baa knowledge of those plans, I think it would 

21 be appropriate for hia to share those with the Coaaiaaion. 

22 •. DUPIIAII: Thank you. 

23 WITIIBSS SIIITH: Could you repeat the queation 

24 pl-.. ? 

25 MR. PONS: That's fine. 
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1 COIIIIISSIONER CIARJC: I think he asked do you 

2 plan to .,at into the local exchange service. 

3 WI'l'IIBSS SIIITH: I think Coacaat has long-tera 

4 plana of getting involved in the local telephony 

5 buaineaa. Again, like aany cable coapaniea and 

~ particularly the large ones, we have fiber optics and we 

7 have cable plant that passes residential ho .. a, and to 

8 the extant ve would get in the telephony business and it 

9 would be a natural synergy with our cable plant to get 

10 involved in local exchange. 

11 I tbink part of his question, as well, though, 

12 concerned tiaing, and I aa not (a) , at 1 iberty to 

13 augg .. t that ve•re going to have any particular tiaing 

14 in Florida or anyplace else. And even if I did know 

15 what the tiaiDCJ vas for Florida, I wouldn't feel 

16 caafortable &baring it nov. 

17 Q (By llr. rona) I'a curious about your 

18 atate.ent at the end of that paragraph, though. If 

19 you're going to get into the residential 

20 teleco..unicationa business, are you relying upon the 

21 atate.ant of the LECa theaselvea, that the residential 

22 aarket is not a higb profit aargin aeqaent? 

23 A I'a not quite sure I under•tand your question. 

24 Q You .. y you want to get into the local 

25 telecoaaunicationa business. In •o doing are you 
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1 relyin9 or not relying upon the atateaent in that laat 

2 Mntence Vbicb aaya •That the LECa the-el vea • --

3 •according to the LBCa theaselves, the raaidantial 

4 .. rket ~t i• not a high-profit aarqin ~nt.• 

5 A I think that atat-nt vaa intended to addr••• 

6 the view that vaa in response to Mr. Poag•• aaaartion 

7 that the cable co.paniaa, aa potential coapetitora to 

8 tba LBC., will only atteapt to attract high and 

9 and that, therefore, that•• going to aroda the 

10 rata baae that currently support• residential aarvica. 

11 Pirat, what thia paragraph i• intended to 

12 augv .. t ia that the baaic synergies of the cable plant, 

13 aa they exiat nov, auggeat that our operationa will go 

14 far beyond individual buainesses. our plant, again, 

15 exiata and pa .... hoaea nov and it would not aaka aanaa 

16 for ua juat to bypaaa that aagment only to provide 

17 aarvice to tbe buainaasea. 

18 '1'be Hcond thing it says is that to the extent 

19 that ao auch of our plant passes by residential 

20 Hrvicaa, va•ra not going to be eating into the rata 

21 baaa that aupporta your residential custoaera becauae, 

22 again, va•ra voing after those custoaer• to the extant 

23 of that plant that you, yourself, have characterized •• 

24 baing lov end. 

25 Q Wbare have va characterized that the local 
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1 re8idential .. rket ia not a high profit aargin ~nt? 

2 A I don't have a specific reference to your 

3 te.tt.ony, but I think it'a widely known that the 

4 telepbone coapanies, local exchange coapaniea bave 

5 cbaracteriaed reaidential business •• being in need of 

6 nbaidy and aupport. 

7 Q But let .. ask you this: Do reaidential 

8 cuato.era purcba .. toll service? 

t A Y•· 

10 Q And do reaidential services in purcbaainq toll 

11 .. rvioe al.o 9enerate access revenues for the local 

12 telepbone coapany? 

13 A Y• they do. 

14 Q And do the local telephone coapaniea alao 

15 provide reaidantial cuatoaers with what ve would call 

16 vertical aervicea, like call forwarding, call waiting? 

17 A Y•, they do. 

18 Q And are thoae bigh profit aargin aervicea? 

1t A I believe in the aggregate they are probably 

20 bi9b profit aervicea. 

21 Q And tbeae are the kind of services that you 

22 will provide to reaidential customers once you enter the 

23 

24 

25 

local tel~icationa business? 

A In tt.e that'• probably correct. 

Q You don't know whether -- vall, let .. back 
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1 up. BOw .any we-hera of the Florida cable Televi•ion 

2 &..aciation in Florida are providing alternative acce•• 

3 vendor MrVicea? 

4 MS. KAUFMAN: I object to that queation. It'• 

5 already been aaked and an.wered. I believe that he 

6 cloe8n't bave any knowledge of what the other AAVa in the 

7 •••ociation are doing. 

8 

9 didn't know tba po8ition of every aeaber of the aaaociation. 

10 KR. SIITH: I'a happy to answer that que•tion. 

11 I don't know. (Laughter) 

12 

13 

14 

MB. KAUFMAN: Thank you . 

KR. PONS: I have no further questiona. 

CHAIRMAN DEASON: Mr. Adams? 

15 CROSS EXAMINATION 

16 BY liS. CASWELL: 

17 Q I juat have couple of questions, Mr. Saith. 

18 I'a Kia Ca•well with GTE. 

19 

20 

A 

Q 

Ub-buh. 

In your •uaaary of testimony, you reco ... nded 

21 virtual collocation atandarda that are technically, 

22 operationally, econoaically and administratively 

23 ooaparable to pby•ical collocation ; is that true? 

24 

25 

A 

Q 

'l'bat • • correct. 

Have you read the FCC's expanded 
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1 interco~ion order on reaand fro• the u. s. court of 

2 Appeal•? 

3 A Y .. , and in particular in preparation, thoae 

4 ·~ta tbat deal with the virtual collocation 

5 at:andard. 

6 Q aigbt. So you're aware, are you not, that the 

7 PCC rejected your ~ation •• to virtual 

8 collocation 8tandard8 because the FCC felt it •i9ht 

9 create tbe .... aort of constitutional takin9• probleaa 

10 aa did tbe pbyaical collocation aandate? 

11 A Y-. But I don't know if the FCC detentined 

12 tbat there would be a constitutional takin9• iaaue. I 

13 think that va• one of the aubtexts behind their 

14 deci•ion. Tbey vere .are concerned with the 

15 juriadictional ia•ue. It'• also •Y underatandin9, 

16 bovever, that one of the issues that•• in dispute and 

17 that•• being briefed in tbia proceeding is whether 

18 Plorida i• •abject to the aa .. type of restricti~na. 

19 Q Ri9ht. Are you aware that this co .. iaaion has 

20 explicitly found it ha• no authority to take property? 

21 A I wa• not aware of that. Indeed, I thought 

22 thia CO..i•aion vaa atill reviewin9 that issue under 

23 briefing. 

24 Q Okay. Thank you. 

25 IIR. TYB: No questions. 
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CHAIRMAN DEASON: Staff? 1 

2 u. CANZANO: Although Staff doean•t have any 

3 qgaationa ot tbia vitneaa, we'd like to have aarked for 

4 identification FCTA'• responae to staff'• 

5 Interrogator!•• 1 through 11. I believe there aay be a 

6 •tipulation on thia to have this entered into the 

7 record. 

8 •. KAUFMAN: I • d agree to that. 

9 CHAIRMAN DEASON: Is this an exhibit that baa 

10 been provided to the co .. isaion? 

11 KS. CANZANO: I didn't hear your queation, I'• •orry. 

12 CBAXRKAN DEASON: Is this an exhibit which has 

13 been provided to the co .. iaaion? 

14 u. CANZANO: Yea, it is. It should be at the 

15 end ot the -- the laat page. Does everybody have a copy 

16 ot it? It'• at the bottoa of the stack. Of course, 

17 tbat one •tack aay be rearranged by nov. 

18 CHAIRMAN DEASON: The exhibit will be 

19 identified a• Exhibit No. 35. And thi• is Responses to 

20 Statt Interrogator!•• 1 through 18. 

21 (Bxbibit No. 35 aarked for identification.) 

22 CBAXRMAN DEASON: Questions, co .. iaaionera? 

23 redirect? 

24 KS. DUFIIAN: None. 

25 CIIAIRIIAN DEASON: Exhibits. You IIOVe the 

FLORIDA PUBLIC SERVICE COMMISSION 



577(tq) 

1 aclaiuion of 35? 

2 • · DUFIIAII: Yea, I do. 

3 CHAIRMAN DEASON: Without objection? Hearing 

4 none, axblbit 35 ia adaitted. 

5 (axblbit Mo. 35 received in evidence.) 

6 CBAIRIIAII DEASON: Thank you llr. Saith. 

7 (Witneaa Saitb excused.) 

- - - - -I 

' •· DUFMAN: Mr. Chairman, I'd just like to 

10 tbank tbe Caaaiaaion and the parties for accoaaodatin~ 

11 u, *· saitb. 

12 CBAXRMAN DEASON: Glad to do that. 

13 

14 

I would aa well. Thank you. 

CIIAIJtiiAII DEASON: Okay . I gueaa we can go 

15 back to our noraal acbedule. 

16 Since ve•re going to have a little bit of a 

17 tranaition bare, we'll take ten ainutes. 

18 (Brief receaa.) 

19 - - - - -

20 (UPORTER'S NOTE: This complete• tbe inaerted 

21 -terial.) 

22 

23 

24 

25 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 CHAIRIAM DEASON: Call the hearing back to 

11 order. 

12 MS. KAUPMAN: The Interexchange Ace••• 

13 coalition would call Mr. Joe Gillan . And, Mr. Chairaan, 

14 Mr. Gillan baa not beeen sworn yet. 

15 (Witne•• avom.) 

16 JOSEPH GILLAN 

17 vas called •• a vitneaa on behalf of Interchange Access 

18 coalition and, having been duly sworn, testified aa 

19 follows: 

20 DIRECT EXAMINATION 

21 BY M8. DUliiAif: 

22 Q Would you •tate your name and business address 

23 for the record? 

24 A Joseph Gillan, Post Office Box 541038, 

25 Orlando, Florida 32154. 
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' 
7 

8 

9 

10 

11 

578 

Q By vbo• are you employed and in what capacity? 

A I'a .. lf-a.ployed as a teleco .. unicationa 

consultant. 

Q And on vhoae behalf are you appearing in tbia 

proceeding? 

A I'a appearing on behalf of the Interexchange 

Acoe•• coalition. 

Q Mr. Gillan, did you cause to be filed in this 

proceeding 21 pagea of direct testi•ony? 

A Ye•. 

118. ICAUFIIAH: co-issioners, that ahould be 

12 labeled •a.viaed Direct Testi•ony.• The only reviaion is 

13 ai~ly a for.atting one, the substance has not changed. 

14 Q (By Ma. ~auf•an) Mr. Gillan, do you have any 

15 chang .. , addition• or corrections to your direct 

16 teatillony? 

17 A Hot to the direct testi•ony. 

18 Q If I were to ask you the same questions today, 

19 would your anawera be the same? 

20 A Yea, they would. 

21 118. KAUFMAN: Mr. Chairman, I would ask that Mr. 

22 Gillan'• te•ti.ony be inserted into the record •• though 

23 read. 

24 CHAIRMAN DEASON: Without objection, it will be 

25 ao in.-rted. 
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1 Q (By Ms. Kaufaan) Mr. Gillan, do you have also 

2 attached to your direct testiaony six exhibits? 

3 A Yea, I do. 

4 liB. DUFMAN: Mr. Cha iraan, I would note that 

5 tor a011e reason not all of Mr . Gillan'• exhibits are 

6 listed in the Prehearinq Order, but all six vere served 

7 with his direct testiaony. 

• Q (By Ms . Kaufaan) Mr . Gillan, do you have any 

9 cbangea or corrections to any of your exhibits? 

10 A Yea, a typographical error appears on Exhibit 

11 JPG-5 . 

12 Q And could you correct that error, please? 

13 Yea. It's the -- in the lover left-hand 

14 corner, the words •os1 dedicated," appear twice. The 

15 bottoa one ia actually tandea switched transport. 

16 liB. KAUFMAN: Mr. Chairaan, if I could have a 

17 exhibit nu.be·r for Mr . Gillan's exhibita. 

18 COMMISSIONER KIESLING: Yes. They will be 

19 identified ••· coapoalte Exhibit No. 36. 

20 Q (By Ms. Kaufaan) And with that correction, 

21 are tb ... exh.ibita true and correct to the beat of your 

22 knowledge? 

23 A Yea, they are. 

24 (EXhibit No . 36 marked for identification.) 

25 
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1 I. ln&roduc:tion 

2 Q. 

3 A. ~y Dillie isJOICph Gillan. My business address 1s P.O . Bol 541038, Orlando, Florida. 

.. 32854. 

5 Q. 

6 A. I liD • economist with a consuhing practice specializins in telecommuniwions. My 

7 dieala ~ the full spectrum of interests and have included 1111e public utility 

8 c:ommiuioal, inlereachanJe carriers, local telephone companies. larae business users, 

9 cable television companies. competitive access providers, and consumer advocates. 

10 Q. 

II A. I liD a paduale or the University of Wyoming where I received B.A. (1978) and M.A. 

12 [1979) depea in economics. My graduate program concenarated on lbc econonUCS or 

13 public ulililia and rqulated induscries with course work cmphasizina price theory and 

IS In 1980, I joined the Illinois Conunerce Conunission where I prcpa~ed policy 

16 arpmenu for Commission filings before the U.S. District Coun and the Federal 

17 CommuniCilioal Commission, and provided staff testimony in various Commission 

18 proceedinp c:oaccmiDa telecommunication" While at the conunission. I served on the 

19 

20 the ltaearch Advisory Council overseeing NARUCs rcscuch ann, the National 

21 lteplllory RaardJ Institute. 

22 From 1985 to the end of 1986. I was employed hy US Switch where I became 

23 its Vice Praidenl of Stratesic Plannmg and Markeung. In 1987, I left US Switch to 

24 beJin my conaultina practice. I have testified in over two dozen proceedinas in sixteen 

25 swa. I have appeared before the teleconunun1cations subconuni«ees of three stale 
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17 
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19 

20 
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24 
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Q. 

A. 

Q. 

A. 

. a 1 

~. and I have been actively involved in several proceedinp before lhe Federal 

Comnunicllioal Commission. 

I curramy serve on the Advisory Council for New Mexico Swe Universily's 

Ceara- for Public Utililies and as oulside faculty for a program on public ulilily issues 

II abe University of Wyomina. A deaailed listing of publit4iiions, testimony and 

quaUficllioal ia provided in Exhibil <JPG· l) 3~ 

011 ..._ ......, are you leldf,U.. Ia tbis procwdlaa? 

IIIII leltifYial 011 behalf the llllerexchange Access Coalition (lAC). This c:oalition is an 

ld hoc poup of •third tier· interexchange carriers fonncd 10 address the local transpon 

iuue in aiUIIber of key states. The members of lAC are: LDDS/Metromedia, Cable 

IDd Wireleu, WiJTel, LCI and US Long Distance. 

WIIM II die pa pwe fll your teldmony? 

TbiJ docket praenll the Conunission wirh a number of policy issues that will defane the 

fulure of telecomaanicalions competilion in Florida. My lestimony focusa on one of 

abe 11101t critical aspecu of lbe proceeding. the proposed restruauriiJI of acccu uanspon 

service. The request by the LECs 10 resrrucrure lranspon rates represents a fundamenlal 

deplnure from the Commission's exisring policy and will influence inlerexchanae 

~ition for years to come. 

The proposed resuucruring of access rranspon service provides the LECs a 

format tlw could be abused to discriminate between inrerexchanae carriers. This 

dilcrimination would seriously damage inrerexchange competilion, thwan the pocentiaJ 

developmall of auc:eM ac:cess transpon competilion. as well as encounae uneconomic 

reconflpn~iona of the LECs' own nelworks 

The opponunity for discriminarion srems from lhe fomw of the proposed 

resaruc:cure which inlroduces separate and distinct prices for different transpon options. 

2 
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Q. 

A. 

Wbicb opdon 1 lona distance company selects will primarily be delcrmined by lhal 

c:arrien' markec share. If the LECs use the new structure to "market-base" the prices of 

dlae opdoal (i.e., by providifll rate relief to some IXCs while denyifll ochers) this 

clilcrimialdon could seriously disrupt long distance competition. 

Aldie OUIIeC I would like to make clear that lAC is not opposina the adoption 

of lbe new IUUCU'e. The new scructure - properly implemented wilh price relacionships 

cbMIIIIICb COIC relalionships- is preferable to lhe way rranspon has been hiscorically 

priced. lui, lbe Commission must also recognize thatlhe new scrucnare brinas with it 

1 aew dlllpr- dilcriminalion - thai must be prevented for any benefit to be realized. 

The purpose of my testimony, plain and simple, is to show lhll the race levels 

propoeed by the LECI are discriminatory. inherently favorina laraer ilftrexchanae 

carriers over lllllller ones, and laraer metropolitan areas over more rural communities. 

The ,...jnder of my caiimony is oraanized into five sections: 

Secaion 0 dacribes the basic components of access transpon and the formal of 

the new suuc:cure for acceu trllllpOn rates. The section also compares the new structure 

to abe lnDipOft policy thai the FJorida Conunission has embraced since divestiture. 

Section m explains the imponance of establishing cost-bued race relalionahips 

11110111 lbe ICCeU options. Because lhe transport options relate to traffic volume, failifll 

to estlblisb COit-blled race relacionships under the new structure is tanwnouna to 

IIIICtionial dilcriminalion becween interexchange carrier customers. 1be section 

reconnends 1 two-prona policy that would combine cost-based rate differentials wilh the 

conainued recovery of c:onlribution in a competitively neutral manner. 

Section IV uses cost infonnation supplied by BeiiSouth to establish cost-bucd 

raaa. These rata are compared to lhe prices proposed by Southern Bell to expose the 
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I level of dilcrimination that would occur if their approach were adopted. 

2 Secdon V addresses a variety of miscellaneous, ya importanl, issues. Firsa, it 

3 dilcul• a aiq)lifaed approach to establish transpon prices where decailed cosc 

4 iDfOIIIIIIioa ia DOC available. Second, it discusses the need to modify the Commission's 

5 policies wbic:b pem LEe-provided coli services -- · imputation· and •interLEC access· 

6 lila - 10 reftea the revised access transpon s1ruc1ure. And finally it addresses the 

7 lllempu by some LECs to use · reconfigured demand· to estimate lrUISpon revenues. 

8 Secbon VJ summarizes and concludes the leslimony. 

9 D. IMic Priadples of Tnaspott 

10 Q. ,._. •• aiN dlt bMk ...._. olacass .,_port .mce. 

II A. Tl'llllpOft il cbe portion of access service lhat carries calls to/from the nerworks of 

12 illlcracburp c:arrien to the end-offices that serve the subscriber. The other c:.omponeru 

13 of IWitched acc:eu service are the local loop lhat connects the end-user and the local 

14 switch cbll proc:eua the call. , .. 

15 A dar discuuion of access transpon service requires Ul undenlaadiaa of two 

16 ~ COiieepCI: (a) tbe distinction between enuance facilities and iDteroffice 

17 lriDipOn, IDd (b) the disdnction between lhe three interoffice transpon opcions: tandem-

18 switched, dediclled DSI , and dedicated DSJ. 

19 Q. 

20 A. Allboulb historically priced u a single service. transpon more aa:urately consisu of two 

21 clisctece c:omponenll: 

22 a) ~ F.Wdel which connect a specific IXC's necworlt 10 tbe 

23 LEC's nawork, and 

24 b) ~ Tra.port which provides transpon between LEC offices 

25 over the shared-use LEC network. 
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Q. 

A. 

Q. 

A. 

c: 4 

Ealnnce facililia are typically IUiiqu~ 1o a panicular JXC Jocarion (called a point of 

pn:ICIICC. or POP). At the LECs' ceNral office. the JXCs' rraffiCicircuirs are combined 

willa odlen on the LEes • interoffice nerwork for rranspon 1o distanl end-offices . 

IDd IOU tnftic:. 

o.• ... 1nri Jl anien ..e tbr lalfi'OIIb network tbe ..ae way? 

No. Tnmpon OYer the interoffice nerwork to a distant end-office can take lwo fonns: 

iC CID eicber be dedic:lled or tandem-switched. 

D••~IIIil U1D1p011 reserves specific transmission capacity for the exclusive use 

of a sqle iJUracbanae carrier. Under this confiJUration. the circuit uliliwion (i.e .• 

,.._ per circuit) il conlrolled by the imerexchange carrier. 

Altemllively. an imerexchanse carrier can request taDdem .. wttcbed rranspon 

duouP ID ilannediale switch (called a randem) which provides temporary c:onnectiont 

to allllilber of "IUbtendina" end-oft:ices. Under this confiJUration, circuits between lhe 

end-oflice and tbe landern can be used by any interexctw~ae carrier when idle, and lbe 

circuits which c:onnec:t abe tandem to lhe interexchange carrier can be used more 

eftic:ien&ly. 

It lbouJd be noced dill dedic:aaed rranspon users lypically rely on Wldem-swirc:hed 

ll'lnlpOft for overflow needs. By usina the randem as a second roure, tht.se interexc:hanae 

carriers can achieve biah traffac: loadings on their dcdic:aaed circuirs. 

1be Florida Commiuion has Ions recosniz.ed rhe inrerrelationship between ac:uss policy. 

interex.c:hanae c:ompecilion and the (porentiall)') disparale incenliva thai could eJtist ro 

serve leu dense markcu. 

In 1983, the Florida Conunission broke from the federal access sysrem to 
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2S Q. 

allblilb ·equ~~ ICCCIS eachanac areas· (EAEAs) . The Commission adopled a flat rate. 

non-dilclnce .-itive rate, for aJI access traffic within the EAEA to encourqc carriers 

to .w bocb'larae and small conununities. lmponamly. the EAEAJ were developed to 

IDIICb lbe (dieD apected) configuration of access tandems to cncourqe carriers ao usc 

.......... for lrlfriC aurqaaion. 

AJ ~y 11 1990, the Commission reiterated its comm.itmenl &o uaina an 

avenpd UllllpOn charae to encourqc inaerelchanse compclition: 

Our decision lo establish EAEAs was a result of diswisfaaio.n 

widllbe way equalacuss and imerelchanse competition were beina 

handled • the federal level . 

We focused on the ability of all end users to access aJI available 

IXC.. 1bc primary tool the Commission chose for this purpose wu the 

implcmaurion of a swewidc ave rase loul aranspon rate. An averqe 

nae removed the incenaive for an IXC to connect direaly to an 

individual end office in a hiJh volume aru and to avoid low volwne 

dil&anl offica in an effon to avoid transpon charses. 

(Order 23540, Docket 880812-TP. pases 17 and 18, Juued 10..01-1990.) 

1bc EAEA approach hu effectively outlived irs usefulness and is inconsistent 

widla c:ompelilive environmcna. The policy was elpressly devised to usure dw none 

Of cbe eftliJieerina CCJII1)1eailies identified ahove - the distinction between entrance 

facilida IDd ialaofi"ICC uanspon. the aranspon confipra&ion, or iu capaciry - effecced 

&be acceu l'llel paid by IXCs. As these new components are illlroduced into lhc rate 

suuccure, however, lhc critical lest becomes whether relative rate relationships reflect 

Dilly cost differences so that the correcr incenrives result. 

How are lbe l'lllel propaMd to be restnactllftd'! 
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A. 

Q. 

A COIIIpMilon of the proposed 1ranspon strucrure and the EAEA struaurc that it replaces 

il w..nr.d in Exhibit (JPG-2) ~. As noced earlier. lAC is noc opposiJia Ibis new 

IUUCIUI'e, but is vilally c:oncemed that the relarive rate levels properly reflect costs. 

Tbae arc three fundamental differences between the · EAEA • llructure and 

propoiOd NIIIUCQirc. 

Fine, esr~~~ee facilities are unbundled. Under the equal charae scruaurc. the 

COlt of lbele canier-specifac: facilities were averascd into the inlerofface uanspon raac. 

Now, acpll'lle cbarpa will apply depend ina upon the interface ordered by the carrier. 

Typically, imerflcel will be diaital, operating at either I.S44 Mbps (kDown in the 

indulay • a DSI llld from which 24 voice arade circuits an be derived), or 45 Mbps 

(taowa • a DS3111d wbidl can be demultiple1cd to 672 voice arade circuits). 

Second, tbcrc will be three choices for interoffice transpon. each with ill own 

price. Carrien will be lble to request: 

(1) Taadan-twildled tnnspon (TST) which will be priced on a UIIIC buis 

wilb 11pU11e charles for transmission and tandem switchina. 

(2) Dediclled uanspon at 1 DS I level priced on a flat rate buis, and 

(3) Dedic:lled uanspon at 1 DS3 level priced on a flat rate buis. (Dedicaled 

1r1D1p0n will also be offered ar the DSO level, i.e. 1 sm,le voice 

equivaleal circuit. Demand for this option is noc upected to be areat. 

llld tbcrcforc it will be dropped from funher discussion). 

Tbird, a NpariiC nae element called the residual interconnection tharae (RIC) 

is propoled 10 mailll.lin LEC lrlnlpOft revenues at current levels. This tharae is applied 

apinlt ...,e measured by the loc:al telephone companies' switch. 

m. Tile ......,._. el CGI&·IMed Tnaspon Prius 

Wlllt palkJ ...... f1111aa die Ca••••oa•s EA£A poUcy? 
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A. 

Q. 

A. 

The pidiDa policy should be the establistunem of cosc-based ra1e difrerenaials combined 

widllbe COIIlbued recovery of coruribulion in a compecicively neulral manner. The cerm 

•coalribution• il used here to refer to amounl embedded in transpon prices, over and 

above lbe direct incremenlal cost of che service, used as "comribution· 10 the local 

tdepbone c:omplll)''l ocher costs and profics. 

Cole-baed n&e differentials are crilical for cwo reasons. First, the ra&e 

diffenaliall will drive the relllive impact on inrereacha.nie carriers and, as 1 result, 

~~ilion. 

Sec:oad, it il rellaive pric:in, thai determines which uanspon opcion carriers will 

aelecc albey reconftaure their acass servi~ in response 10 the reslnu:ture. So long 

u the aaviap lhe ialerellchanae carrier realizes by moving from one transpon opcion to 

IDOCber IDIICba lhe aaviftas realized by lhe LEC. then optimal reconfiprllion decisions 

will be llllde. However, any distonion in relalive prices (such as the discriminllory 

recovery iD COIIIributioni will lad 10 uneconomic reconfipracion decisions. 

Wily .. ,.,........, ..... tilt dane iaaerolllc:e lnlllport .... lo canten 

., ....... , 
Because lbe choice amona the 1ranspon options is based on a carriers' traffic volwne to 

a end-oftic:c. lqMHwllly, there are substanlially differences in markets share among 

illlerexc:haaae c:arrien. ATAT, with an estimaced 60% of che (incerswe) market is far 

llrJer &baa illclosesc rival MCI (with roughly 18%). Betause of ics size, AT&:T can be 

npec:ced to dilproponionllely favor DS3 dedicaced cranspon. MCI/Sprim (and pertwps 

in Florida, LDDS) will rely relaaively more heavily on DSJ cranspon, while smaller 

inlerelldwJae carricn will be more dependent upon tandem-switched lranspon. 

If the relllive prius for these lranspon options do nol reflecl relalive cosl 

diffcrenca, then 1 system of anificill cost advantages will be imroduud that will 
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1 lrllllllle ialo real compcsitivc diSidvan&a~es in the market. 

2 Q. 

3 ...... , 

4 A. Yea. Evea for AT&T the DS3 transpon opcion will be possible mostly in dense urban 

5 eaviroo.,..l, wbiJc lbc tiDdcnHnnspon opcion will typify the acuss arranaement to 

6 lllllllcr marbu. AI a rault, anifacially incr~ing the price of the tandem transpon 

7 option will iDcrale lbc relative cost to serve less populous ar~. lnflatina the coa to 

8 serve llllllllllllba will ultimately lad to fewer choices in rural areas or possibly lad 

9 to deavenaed rclaiJ niCS. 

10 II il uaeful to apia consider the Conunission's exislinJ EAEA policy. While lhe 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

prldllg ippi'Oidl no loapr makes sense. the goal remains valid. The Commission 

lbould be putic:ularly c:oncemed that the transpon resrructure not be used u an excuse 

to ialroduce uneconomic and unnecessary barriers to serving smaller markets. lAC does 

DOt Me c:oea-blled UUIIpOft rata u nwerially disadvanusinJ secondary markets. The 

paler lbral il from any policy wbicb unctions an unequal recovery of contribution 

wbicb could lad to bipcr ICCCII rates in these ar~ because they lack competitive 

c:boic:a. 

W... pollcJ ...... ...., 1o ncoYery of coalribudoo from tnlllport IInke? 

By definition, the COMribuaion in transpon prices is lhere co recover costs unrelated to 

the provilion of triDipOft lefVic:e. The level of concribution recovered from acuss 

MrYice ila policy decilion, u is the ponion of that contribution that should be recovered 

from cbe U'IDipOI'I coqM)Dell of KUSS service. Whatn·t'r level of conaribution is 

selected, however, the Convniuion should noc allow the LECs to diston inacrexctaanae 

CGq*ition by selectively reducina this level for some interexchange carriers but noc 

othen. Contribution should conlinue to be recovered under an "equal cbarse· approach. 
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Q. 

A. 

II iiiiiCful 10 undmWid that in this respect the currenl policy hu been saddled 

witb an uadaerved reputarion. Adminedly. the EAEA environment had il5 Oaws, but 

il did perform one role ellremely well: contribution was uniformly recovered from 

iiUrac:ballp carrien in a competitively neutral manner. In the post cqual-dw1e 

envirolncnl, this result should continue. 

.... a plllcJ II eqall c:GIIhtbudoa apply Co all semces? 

No, dill would be unnecessary. But access service is unique. Its sole purpose is as an 

iDiermldillc ...,_to the production of long dillacc services by iJWerexdluce carriers. 

Tbe lfltlltMdlll rep1a&ors INISl police discrimination so ti,.,Jy in 6is markec is dw lhe 

QJIIIU9Itllt'a of cliscriminllion are so serious. 

ID reWI markets, awribuaion is frequently shifted 11110111 c:usaomm and markets 

ill rapoa1e to competitive conditions. But. no sinsle customer dominlles dlese markets 

ill lbe way ATAT domiiiiiCS other ~CUSs-purchasers. and ATclT c:an use this dominance 

co pin an artifkialldvlllla8e.over ~ts rivals. Bec:ause acass is a substanlial ponion of 

lbe c:CJIU of providina inlerelchanie service. even relatively small aa:eu-coscldvlllll8es 

can UIDIWe to very real competitive disadvantages. 

There can be no justific:arion for a pricing policy which allows the conuibution 

euncaed from a customer lhrouah il5 Ions distance prices to vary acxordina ao which 

carrier the customer chooses. Why should a call carried by ATclT make a. smaller 

COIIIribution to lbe LEes' c:onunon cosl5 than an identical c:all, from the very same 

CUICOIIIer, dlll..-. MCI, Sprint ... or any other long distance company? 

Furcher, all inlerelchanae carriers ultimately compete in the same martec for the 

reWI cnffic: of end-users. This fact carries an imponant Implication for the recovery of 

differenr conlribution levels from different interexchange carriers. Benuse IXCs 

asencially compecc for the same customer base. altempting to impose a hiaher 
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c:onaribution burden on AT &t T • s rivals cannot be sustained. Ultinwely lhac c:arrien will 

lole market share as customers shift to AT&T and, in the ellreme, the LEC would 

receive reduced contribution from llll traffic •• but only because incerexchange 
. l r 

compccition would have become a memory. 

Tbe LECs should not be penniued to selectively shift the comribution burden 

1m0111 inlerexthanae caniers to satisfy their own strateaic objectives. To do so is 

tancamouN to platina the LECs in control of the shape of the lona distance industry. 

This conccm is panicularly acute aiven the pocential for federalieplaion that could 

allow Southern Bell to once aaain offer these services with suona inccnlives to favor 

lheir own products. If it is unacceptable for Southern Bell to favor its own products 

tomorrow, why should it be acceptable for them to favor ATAT today? 

Ia wllldl I'IIU ....... lbould "II'IIDiport's coatribudoll" be namnd? 

One consequence of the transpon restructure is that ic divides transpon revenues between 

•faciliU..rellled· me elements and the "residual interconnection c:barae·. Sipifac:antly, 

lbiJ diltinction parallels a division between elements thai are subject to (poecMiaJ) 

compccitive preuura and a RIC that is effectively protected. 

Auumina thai the Commission allows intrastate collocation, CAP networks could 

be used by IXCI to rcac:b the central office in.citead of dedicated transpon. AI a result. 

the pric:a for the facilities-related components ·· in panicular. entrance facilities and 

dldiRted inleroffiCC transport - ate (al least potentially) competicive. To avoid the RIC, 

however, c:arricn would have to avoid LEC switched access in ils entirely by connectina 

direcdy with the end-user. The cranspon rescruccure only tanaenlially chanaes the 

economic:s of this choice and che concribution in the RIC is subject to no more 

c:ompetitive pressure with the inuoduction of npanded interconnection than it is today 

under the existm,struc:ture. 

II 
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'lberefore. the Commission faces two policy choices with respect to concribution. 
2 Tbe finl il wbecber to continue historic levels of contribution or reduce them. The 
3 leCOIId ..Uon the Conunission must decide is how much of the connibution from 
4 lr..,oa't i1 will proceca (i .e., place in the RIC) or subject to competitive challenge (by 

5 rec:overiJta it in the ICCUII prices for transpon service). 

6 Tbe imponaal condition is to assure that this decision not diston interclchanae 

7 c:ompedtion. Apin, wltal~r level of contribution the Commission decides to retain m 

8 cbe facilities prka for uanspon service. this contribution nuul be reflected to the same 
9 depee in cbe pric:a of each uanspon option. 

10 Q. An ...... til .. ,.._ MUlnUty" aad "equal-contrtbudoa" Uabd? 

11 A. Yes. ID atystem where the LEC is guaranteed the same revenues, any price discounl 

12 pallled one carrier 111111 be recovered from some other. If the price diJc:ounl is noc 
13 dearly juslified by a cost differential. then revenue neutrality simply shifts this 
14 c:oalribution burden 10 other competitors. 

., 
15 ' CombiniJrl discriminatory races (such as an unjustified volume disc:ouna) with 

16 LEC revenue aeulrality aives rise to a competitive ·double jeopardy". Fint, smaller 
17 c:arrien are placed II a c:ompetilive disadvantage as larger IXCs enjoy reduced Kc:as 

18 COlli diM are deaied them. Second, however. these carriers are then asked to fund Ibis 

19 dilctiminllion 10 thai the LEC remains · revenue neutral". 

20 Tbe bouom line is this: The m way that a Commission can reasonably 
21 inlroduce l'eiUUCIUnd local aranspon races JUd satisfy the LECs' desire to remain revenue 
22 neuaal ilto fine auure that relative race differences are CQSI·bascd· 

23 Q. WIB die LECI be .... to CIOIDpete UDder a ~-baed nae s)'ltllll IUdl • you ban 
24 propanll1 

25 A. CcnaiDly. The LEC.a would still be free to reduce the contribution they recover in their 

12 



J ' ) .. 

I fldlicia-rdlled pric:a 10 compeae wiah other vendors. Whal: the LECs will not be able 

2 10 do il Mlecdvely reduce the conlriburion for only some access cusaomer(s), while 

3 llllinlainiaa hiJhcr levels on aptive inlerexchange carriers lha1 have no (or less) choice. 

4 It il inlponaM to recopUz.e thai there will be fundamental differences in the dqree of 

5 c:ompclition IIDODithe three crampon optioru. DSJ service will be the most ~itive 

6 since it reprciCID bip c:oncenarations of traffic heaween 1wo (or more) set poinu. DSI 

7 service will be lal10. Tllldcm-swilchcd 1rampon. by comparison. represents 1 hiJhly 

8 UIICOIICCNrlled demand thai requires conneclions 1o every end-office and represents 1 

9 re&llively 1111111 ponion of the marker. As a result. this opcion will see ~irion lw. 

10 if •Ill. 

11 AI DOled, nodlifta in this policy prevents rate reduclions. Whal the LEC is not 

'12 permiaed, however, is to conlinue to recover higher levels of contribution from capcive 

13 c:ustomen. Suc:b 1 requirement ·· lhe essence of discriminalion proceaion- should not 

· 14 unfairly disadYIMIIC thl LECs in their competilion with lhe CAPs. After all, the CAPs 

15 have no Clplive c:usaomcrs 10 disproponionately recover comribulion from, and with the 

16 LEC1 pnc:cic:iJia non-disc:riminaaion. the CAPs will not be able 10 either. 

17 FiDally, tbe cost-based rales thai I advocate are ~ than the disc:riminaaory 

18 ra&es soupa by tbe LECs. Thus, their abilily lo compete is ac1ually bener under 1 COSI· 

19 bued sysaem. 

20 Q. 

21 ~ ....... 

22 A. 1be nne is thai dlsc:riminalory access raaes could have a dranwic impact on 

23 iDicre&c:haiJic compccition. A'"" service is frequenaly the larJesl variable cost 

24 c:omponen1 of providm,lona disrance service. and arans~"'" 1ypically represems arleasl 

25 1 third of an IXC's aa:as cos1. Am access rate-differenaial which is no1 justified by 1 
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coa-diffenalial confen an unfair advamqe on some interelchanae carriers at the 

ape111e of odlen. 

Second, is the effect lhal discriminatory rranspon rates would have on smaller 

communilia and rural areas. The Florida Corrunission has been especially concerned 

IIIII abe bcaefiu of competition-- lower prices. improved choices and imovation --are 

enjoyed by Ill rqionl, noc just those residences and businesses lowed in metropoli1an 

araa. For Ibis ,oil to be raliud. the ~s cost to reach less dense and isolared 

marbU 111111t noc be anific:ially inflared. 

Finally, the effecl on network desiJn. Access transpon rate mllionlhips provide 

iaceadvea for inlcrelc:hanac carriers to reconfigure their acc:ess services co minimize cost. 

If - IIIII abe imponanl word here is if - prices reflect costs properly, eben network 

c:bqea will be economic and efficient ; any non-<:ost differential, however, will 

enc:ounp aeiWork rec:onfiprations that arc irrational. increasana costs for Ill users. 

IV. c.c ...... Tra111port Raaesfor Soulbena leU 

Yea. The key 10 el&lbliJhina correct rate relationships beains with the rec:oplicion lhal 

there is 1 sinale, lhued interoffice network . While each interoffice rranapon ope ion -

laDdem swi&cbed, DSI or DS3- may involve sliJhtly diffcrcna c:onfiJUrllions,lbcy each 

are lrlnlpOfted on the same inceroffice network . 

The reaev ... recbnoiOJY for the economic pricins of interoffice uanapon is fiber 

optic:l. For inllanc:e, Southern Bell has derloycd this technoloay in nearly 92 ~ of its 

incerotlk:e necwork in Florida (GTE's deployment is even better) and it is clearly the 

c:boic:e for fulure netWork expansions. lmponantly. in a fiber network Southern Bell will 

provide alltOV'n u pan of a DS3, no mauer which interoffice option is ordered. 

Tbcrefore, the loaical IWting point (or building block) for the cost of il'llcroffice 

14 



1 UllllpOft lbou1d be the cost of 1 DS-3. 

2 Q. 

3 

4 A. A n•Dalble coauibulion level to establish initial rates is the level embedded in lbe 

5 curreat price of a DS3. By usinslhis as lhe stanins point, the Commission can usure 

6 diM die lillie c:oattibution is reflected in each transpon price. Each interexchanae 

7 

• 
9 

10 

11 

12 

13 

'14 

15 

16 

17 

18 

19 
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24 

25 

Q. 

A. 

Q. 

A. 

carrier's c:oatribulion is effecrively the same and noc distoned by the carrier's size or 

cboice of UllllpOft option. Furthermore. to not use the DS3's contribution u 1 s&aniiiJ 

poa. would requin thM the Conunission eilher sanction discrimiawion, prevenl DS3s 

from beiac offered, or require that these r11es be increased. Adopcifta the DS3's 

COIIIribution level u the baseline is the preferable c:nurse . 

.... ..... ... prb fll..ta tnlllport optioD tbea be ......... ? 

&bibit (JPG-3)~ iJIUSU'IIes the basic approach to arrivins at cost-based l'lles for each 

option where COlt informaaion .is 1va.ilable. It requires thai the price differences amona 

lbe uampon options reflect the underlyins cost differences. So lona u pric:a reflect 

uaderlyial COl& rellaionlhips. the contribution will be equal . 

Haft JOU •' zrted ... CGII..a...ed rate differmces beeweea DS3 IInke 8lld die 

Yes. To identify the cost-based differences between DSI and DS3 service I reviewed 

retioawide COl& IIUdiea dill Bell South most recently used to justify its intenwe DS I and 

DS3 pric:el. WbiJe it is not cleu whelher lhese are LRJC studies, :he studies clearly 

jndirlled cblllhey considered onJy lhe direct costs of the facilities. 

Exhibit (JPG_.) ~ provides details the ~lculation of cost-based DS I ra&es 

usm, BeUSouda's cost studies ao estimate the cost difference belween 1 DSI and DS3. 

Thil WU I CWO stqe process. 
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1 The fine stqe identified the rnst difference between obtainina a DS I individully 

2 and obc•ini"' 1 DS1u pan of a DS3. This cost was estimated usia& BeiiSouth's cost 

3 infOIIDICion for 1 DS3 in a typical interoffice configuration (i.e. , 053 capacity muse be 

4 clanuldplaed 10 DS1 speed for interconnection with the switch) to establish the per unit 

5 (DSl) COil. Thil cost was compared to BellSouth's estimaled cost of a DSI obtained 

6 ICpUIIdy. The difference between these costs ($4.69 per DSI and $0.37 per mile) 

7 lbould be die additional cost that BeiiSouth incurs when providina 1 DSI separauly from 

8 aD$3. 

9 The second stqe of the process then added these additional costs to cbe per unit 

10 price of a DSI obtained as pan of a DSJ to detennine the appropriate price of a DSI 

11 obcained ICpllllely. 

12 ID addition, I hive reviewed Southern Bell's cost for tandem switchin&. Soulhem 

13 . Bell claims dw this cost infonnation is proprietvy (present;.., an obvious impedimenl 

14 10 COlt-baed nae relationships). The cosr-based randem switc:hina nae will be pa-ovidCd 

15 ia a 1cp1n1e exhibit IS soon IS an acceplable arrangemenl for its disclosure can be 11reec1 

16 upon. Usia& the information, however. I have calculated cost-based rata for~ of the 

17 tnnapOn opcions which include the non-discriminatory recovery of the conaribution 

18 

19 Q. 

20 A. 

21 

22 

23 

24 

25 Q. 

embedded in tbe DS3 rate. 

An you ......... dille COlt-studies? 

No. I hive simply applied the results from these studies without condw:tina an 

ill!llcpaldalf review or judgi111 their validity . Before the tranapon restructure is 

implemenred. Southern Bell (and the other l ECs) should be required to file cost studies 

which auppon their rate relationships. These studies should be carefully scrutinized to 

aasure dw relalive cost relationships are accurarely presented. 

flow do JOIW COlt-liMed ntel COIDpart with tboM propoMd by Soucben llell1 
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I A. 

2 

Exhibit (JJIG-5) ~ ~ Southern Bell's proposed prices to cost-based raaes for a 

cypical ttiDipOn mileaae. 

3 Eddbit (JPG5) ~ exposes the discrimination that would be introduced if the 

4 Colllmiuioa were to condone Southern BeJrs proposal. The rares for the rranspon 

S opdoal cbla will11101t frequeNly be used by AT&T's rivals are inflated by between S6% 

6 IIIII 135. lbove COlt. 

7 Tbe reason is lbat the concribution levels imposed on TST and DS I users are 

8 clnmatically iDfllled. Tbe estimated contribution (per voice equivalent circuit) imposed 

9 

10 

11 

12 Q. 

on DS3 users iD the lbove comparison is SS.94 per circuit . DSI conrribution exceeds 

$17/cin:uil, bowever, and the tandem switched transpon users would pay a contribution 

nceedilll s 13/circuit. 

WIIM aa ... C4J •• ' d• aped if it fails to adopt cost-ltalecl na. ID Ibis 

13 ...... •' 

14 A. 

15 

Ablc:al Commiuion dircaion.lhae relationships can be expected to worsen. BeliSouth 

hal recallly filed 11 tbe federal level an additional 21 % reduction in its DS3 mila,e rare 

16 withoulm corrgpopdiDI reciYCJjons in the rates for the other interoffice options- even 

17 

18 Q. 

19 

20 A. 

thouJb ach option is provided as pan of a DS3. 

An yoa r«l •«• tb11 the Commiuton main the curreat lnel ol coabibudoa 

IMIIIm'leiNediDDS31'1118? 

No, DOt nec:atuily. The Commission could decide to reduce DS3 prices towards cost 

21 and cbul reduce the contribution from this service. Ahematively, the Commission could 

22 shift more comribulion from the RIC to the DS3 service. In either event, the price of 

23 the other optiont should be adjusted accordingly 10 reflect the reduced/increased 

24 COIUibulioll. Reprdleta of the comribution level that is recovered from chc facilities-

25 re1aled elements, the principle of non-discrimination must continue to apply . 

17 



I Q. 

3 A. Apia. DOt necessarily. As I noted before, lAC believes lha1 the level of comribution 

4 from tnDSpOn is a policy issue separate from discrimination. Because lAC's proposed 

5 naa c::arefUlly pard qainsc discrimination, no competitive damage would result from 

6 allowinc lhe LEC ro remain revenue neutral by adjusting the RIC to recover existing 

7 COIIIribulion levels. 

8 

9 

10 

II 

12 

13 

·14 

J5 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Q. 

A. 

Tbe Commission may in the future reduce the contribution required from access. 

Altemllively. the Commission may seek (or agree to approve) a different balance in how 

c:oauibucion is recovered between the RIC and the transpon rates. While current levels 

are mainlained, bowever, it is imponant that the burden continue to be shared equally. 

Your ........, ._ aat yet llddnlled bow ealriUice fac:Wda lbauld be priced. Do 

yoa baft a nca•--•ttoa1 

Yes. Tbe same llnlqy lbould be applied to the pricing of entrance facilities where cost 

infonDIIion is available. With appropriate cost information it should be possible ro 

idendfy lhe c:ost difference between a DS I and a DSJ emrance facility. Equal 

c:ontriburion should be added ro these rates to establish a cost-based difference in rhe 

prica for these services. 

..... --, .. tlldmoay rtpi"CHaa Soulbml .... , ,.. •• 

A review of Bel1South provided cost information demonstrates that the observed tale 

differeta~ in Sourhem Bell's transpon wiff stem principally from the discriminatory 

recovery of contribution. 

Trampon is a sinJie serviu, used by interuchange carriers to compete with one 

anocher. A ltrllqy of discriminatory contribution among the different uanspon options 

is equivalent to favorina larae carriers over small. and favoring urban ueas over 

18 



1 

2 

3 

.. 
5 Q. 

6 A. 

7 

8 Q. 

9 A. 

10 

wconclvy marbll. 

To preveal unrasonable discriminalion requires lhal price relarionships ma1ch 

COlt rel.,.,...ipl, wilb an (cffec:dvely) equal recovery of contribution from each opcion. 

v. Otbtr Issues 

An die ...... fll ... adler LEes eolt·bued? 

No. None of die LEes have proposed rales which are cos1-ba.sed or supponed by cost 

informllion. 

C.. till Ca ' <•..,.... tn.port priers without detaUecl eo~t-ttudlls! 

Yes. 1'bere il a NaiOnlbly simple approach thai focuses on the relllive ~ of the 

clilfereal iDreroftk:e tnnlpOft opcions thai swu with the price of a 053 and lhen 

11 invatiJIIel only the cost of the additional equipmenl needed to derive 05 Is. 

12 Eltablilbilrc the COlt of randem switchina. however. would still require COlt analysis. 

13 EUibit (JPG-6) 3iL illustrates this simplified approach to eslimalif18 cost-bued 

14 nlel-for ach opcion. In a fiber environmenl, every option is provided usina a 053 so 

15 the price of this opcion can be the swtina poinl. All thai is neccuary is to add to chis 

16 price for uaderlyinJ U'lftllnilsion the cost of the additionaJ func::tions·used in each opcion. 

17 Tbae funcaio111 are multiplain8 (for 051 service) and landem switc:hina (for tandem 

18 switcbed tl'llllpOit). This approach will assure that the conlribulion recovered in the 

19 price of D$3 ICn'ic:e is reflected in each of the other options. 

20 1bia IPProech minimizes the cosl analys1s 1ha1 muse be performed but should 

21 yield raultl quilc close 10 latina the differences in cos1 from separale cost analysis (used 

22 lbove). ID faa, in cbeory they would be vinually identical. 

23 Q. 

24 

25 A. Yes. IXC. are not the only providers of loll services. locallelephone companies also 
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1 

2 

3 

.. 
5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

provide 1011 acrvica for calls that are inrraLATA. 

The Commiuion hu established policies which govern how ICCCSS charaes aR 

•lpplied• to the 1011 servic::a of local telephone compillllies . These policies are impuwion 

(for lbe LECa' own toll service) and the · access hilling compensation· system (for the 

IOU .nic:a of adler LEes). One of the objectives for these policies is to auure that lhe 

1011 service~ of lbe local telephone companies face the same access ctwae schedules thai 

~pp~y to 10111 dwW. companies. 

To COMia• to •isfy these objectives, lhe accc:u lraJIIPOft restructUre should be 

applied 10 lhe loiiMrVica of local telephone companies as well as inlerexchanp carriers. 

The LECa lbould be required to file modified ·MABC· tariffs and cilia indica&inl the 

networt I'OUiina of rbeir toll traffic to es~blish appropriate impuwion tests. 

.,.., L&CI .. ,. ........ to nmaia rneaue DNinl, lllould tilly be ,......... to 

•a., dlt-..at tl ?lila to project for soaUed rec~? 

No. Fine, 'II'PfOPria&e tr~pon . rate relationships should parallel underlyiDa cost 

relllicabfFI. Coalequenlly. most (if not all) or any reduction in revaue should be 

offset by IAYinp. 

Secoad. rbe LECs are not capable or · reconfigurina· IXC nerworb since tbcy 

do aocmahqjn aatrac cilia to optimally design IXC connections, they are not privy to 

powdl apec:r.Mionl. and do not have the right to arbitrarily establish lhe IXC's 

AI an example of both GTE's i~bihty tu forecast demand and an indictmenl of 

the price aiplla iD lbeir proposed wiff. GTE forecasts an increase in uanspon QP~City 

of more than 50~ to serve the same traffic volumes . Such a •reconfiJUralion· is 

patedly ~. ya this is the ·assumed· ndworlt that underlies lheir filif11. 

General Telephone and United/Centel should be required to Rfile their transpon 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Q. 

A. 

,... widl supponina coa justification and a RIC ~leu Jared to provide revenue neutrality 

(if • all) .,... on lbe uilcifta network. 

VI. Summary 

,._ ··--,..r~~ ... , ............ ,. 
Tbia proceed'• praau lhe Commission with a fundamental policy question: Should 

accaa pric:el be penniUed to discriminate among inrer~.·..r.hanae carriers? How lhc 

Cmni'lioa -wen lhis quescion will have a pronounced impact on inrercxchanae 

COIIIpllitioa.lbe availability of competitive services in rural and MIOODdary markets, and 

lbe way lbe .-wort is daianed and confipred. 

My •imoay recommends a policy where relaaive prices reflect rcl11ive costs, 

IIIII coaaibution il recovered evenly from all interexchanae carriers. Under Ibis system, 

cbe 1&11111 quo (i.e., cbe EAEA structure) can be replaced, the restructure of uanspon 

n1e1 caa IDOYC forward, and disc:riminaaion can be effectively preven&ed. And because 

l'lla cliverp only to cbe extent justified by costs. the Conunission can (if it chooseS) 

Ia eotaa~C, &be prices proposed by ahe LECs would inject ftOIKOit rile 

difreremilll iMo cbe ICCCII Wiff, adversely impact interexchlnae competition and 

unjUidy iDcreMe cbe COli to scrve Jess urban markets. To add insult to injury,lhe LECs 

claire for revenue neutrality would force lho!ie who are disadvuuqcd by its 

discrimination to fund it. 

Tbe LECI' proposed prices are unaccertable. The Conunission should reJect 

L£Ca• proposed naes and restrucaure access cranspon with COII· bucd riles IS 

recotJII!Iellde by my ICICimony. 

Doll .... ~,_....._. tMdmooy? 

Yes. 

21 
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liS. KAUFMAN: Have you prepared a suaaary of 

2 your testiaony, Mr. Gillan? 

3 A Yes, I have. 

4 Q Would you proceed, please. 

5 A Good afternoon. I want to keep this as brief 

6 •• poaaible, both for the hour of the day and the lenqth 

7 of tbe day. 

8 The beat way to start this is basically to 

9 tell you froa our perspective this is a policy docket 

10 about what standard you should apply for the pricing of 

11 acceaa tranaport service. Access tranaport service is a 

12 ca.aodity that interexchange carriers buy froa the local 

13 telephone c~panies to use on their networks to provide 

14 long distance service. 

15 To qive you soae context of it and to allow 

16 you to underatand sort of the relationship between ay 

17 graph• and Mr. Hendrix's graphs, this docket isn't 

18 about, whatever color this is , the carrier coaaon line 

19 charge. And it isn't about local switchinq, the qreen. 

20 What it deals with are these eleaents that sort of qet 

21 ..ushed up here at the top. This is where we're qoinq 

22 to be discuasing. 

23 What I'a coaing to you as i s on behalf of the 

24 Interexchange Access Coalition. Interexchange. our 

25 focus here is not as a coapetitor of southern Bell, not 
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1 •• people vbo want to go into the acceaa buain•••· 

2 .. •re bere aa cuato .. ra, pure, aiaple. our focua ia 

3 tbat of a cuato .. r. 

602 

4 And what we see is that in thia atate there'• 

5 been a policy on how transport aervice haa been priced. 

6 !bat polioy baa N•n around for approxiaately ten yeara. 

7 And by theae tariff filings, the local telephone 

8 co.pani .. are aaking that you change it. If you chanqe 

9 it in a very aignificant way, it's going to have aajor 

10 repercuaaiona, potential repercussion• in our induatry, 

11 perbap. their induatry, perhap• the CAP induatry. And 

12 110 aa I go, the atarting point really ahould be: What 

13 ia your current transport policy? 

14 In 1984, when basically aoat other atatea were 

15 aaying, •we•re aiaply going to adopt what the FCC is 

16 doin~,• thia •tate created a concept called the equal 

17 acceaa exchange area. The purpose of the equal acce:aa 

18 exchange area waa to divide the state up into different 

19 regiona. Each of theae regions is defined by the area 

20 .. rved by a tandea awitch. And the goal waa to 

21 encourage carrier•, long distance companies who provided 

22 .. rvicea in thea• regiona, to not just go into the large 

23 citi .. and not juat focus on the aoat denaely packed 

24 areaa, but to offer aervice throughout theae entire 

25 equal acceaa exchange areas . 

FLORIDA PUBLIC SERVICE COMMISSION 



603 

1 And the way you did it waa adoptinq a 

2 tranaport rate that baaically told the co~niea, •What 

3 ve • d like you to do ia coae to the tande• and .. rve the 

4 entire area. And what we will do to encourage you to 

5 offer your aervicea broadly throughout the exchanqe 

6 area, equal acceaa exchange area, we'll .. ke the 

7 tranaport rate poatalized; so that once you have a 

8 connection inaide one of these areaa, the coat to reach 

9 any cuato.er by any carrier is identical. It doesn't 

10 .. tter if the cuato .. r is located far out; it doean•t 

11 .. tter if the cuato .. r ia located cloae in; it doean•t 

12 .. tter if you're a aaall interexchange carrier; it 

13 doean•t .. tter if you're a large interexchange carrier. 

14 Tbat'a been your policy. Twice reaffir.ed, in 1 86 and 

15 again in 1990. 

16 Tbe tranaport rate restructure propoaea to 

17 cbaft9e that policy. Under the transport rate 

18 r .. tructure, carrier• would pay for the firat ti .. for 
.... .,. 

19 their connection• to the LEC networ~, V.:e ao-called 

20 entrance facilitiea, and then they would pay for the use 

21 of thia network to reach all of the end offices in the 

22 area that aerve end uaera according to an option that 

23 they could aelect. 

24 They could continue to select connecting 

25 tbrougb the tand- avitch to a nuaber of end oft ice•; 
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1 tand .. .witch transport, which is usage -- would be 

2 uaa9• priced, auch like the equal ace••• exchange rate 

3 except there would be a distance co~nenta they could 

4 cbooae to purchaae capacity to a particular end office; 

5 if they have enough traffic, if they are certain of that 

6 traffic coaing fro• that end office, they can buy a 

7 pipe, preaerve that pipe for their ovn excluaive uae 

8 and, then, aa traffic fluctuates throughout the day, 

9 overflow that through the tandea arrangeaent. And if 

10 they are very large, they can purchase it aa a DS-3, 

11 vbicb ia a larger co .. odity of transport. 

12 CHAIRMAN DEASON: Excuse ••· Which chart is 

13 thia that you're referring to nov, do you know where that 

14 ia? Ia it part of soaeone•s exhibit? 

15 WITNESS GILLAN: The equivalent to it ia JPG-2 

16 tbat abova it in a vertical foraat instead of horizontal. 

17 It'• the .... inforaation, but presented vertically. 

18 CHAIRMAN DEASON: Okay. Thank you. 

19 WITNESS GILLAN: Consistency would have been too 

20 siaple a step. I apologize. 

21 A And then finally the rate structure the FCC 

22 adopted recognized that, at the rates that it developed, 

23 tbat it proposed to charge for these facilities zonea, 

24 the thing• you would actually buy, the local telephone 

25 co.paniea would experience a significant revenue 
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1 abortfall. And so the FCC allowed the• to be revenue 

2 neutral and ••tablishad an interconnection charge that 

3 everyone pay• regardless of how you get to the and 

4 office -- whether you use this option or this option, 

5 vbetber you use Bell, or use CAP, it doesn't aatter, you 

6 pay the interconnection charge to create those revenues. 

7 Thi• is the proposal that's before you to 

8 replace the egalitarian concept of once you connect to 

9 tbe network, we take you anywhere. 

10 Nov, I'• not suggesting that you retain the 

11 equal ace••• exchange area. What I a• suggesting, 

12 however, is that under this new structure you•r• going 

13 to have aa.e new probl••• that we want you to deal with. 

14 ~t a• a coapetitor atteapting to destroy Southern 

15 Bell'• aarket, but as a custoaer . 

16 This isn't a co•petitor telling Bell how to 

17 price, it's a cuato .. r asking you to hold the• to a 

18 standard as they propose these prices. And the reason 

19 ve want the •tandard is that this is all about voluae, 

20 period. 

21 These transport options, the tande• switched 

22 tranaport, DS-1 and DS-J, relate back to volUIIe. If you 

23 have lov volu.e to a particular end office, then the 

24 rational choice is to have intermediate switching, 

25 bavint your traffic •bared with other people'• traffic 
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1 to r .. cb there. If you have enough voluae to a location 

2 in order to reserve capacity, in the electric utility 

3 context, put your baseload on those circuits and use the 

4 ~ option a• overflow, that•• your choice. And if 

5 you're lar9e enough to justify DS-3, then high voluae 

6 tranalatea to that. 

7 It'a all about volume. And voluae .. ana two 

8 tbinga: PrOII our perspective -- and I should draw a 

9 line tbat tries to distinguish these as two different 

10 concepta. 

11 Proa our perspective, since these new options 

12 have to do with voluae, then we're concerned that if the 

13 price levels between thea have nothing to do with the 

14 coata, that•a 90incJ to introduce noncoat-baaed 

15 advanta9ea and diaadvantages into this aarket between 

16 aaall interexchanqe carriers, MCI and Sprint aort of in 

17 the aiddle, and AT,T. It's that simple. 

18 AT'T is a whole lot larger than anybody else. 

19 Tbey are certainly a whole lot larger than the largest 

20 of tbe aeabers of the group in lAC. And the concern is 

21 if the rate relationships between these don't reflect 

22 coat relationships, they will have an advantage. 

23 Your concern should actually tie back, I 

24 think, to your BABA policy. The last tiae you 

25 raaffiraed it, you atated about the EAEA policy that the 
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1 avera9e rate re.oved the incentive for an IXC to connect 

2 directly to an individual end office in a high-voluae 

3 area, and to avoid low-voluae di•tant office• in a 

4 effort to avoid tran•port charges. The whole foundation 

5 for your exi•ting policy i• that you want to diecourage 

6 carrier• fraa focu•ing on high-voluae, deneely-packed 

7 aarkata at the expense of other•. 

I Again, we're not ••king you to retain it. 

9 Mbat we're ••king, though, is that the concept of 

10 aarket-baeed pricing be rejected and, in•tead, that you 

11 hold the•e rate• to a standard. 

12 '!be •tanclard that we • re looking for i• tha.t 

13 there are coet differences between these different 

14 tranaport option•. We're asking you to identify thea 

15 ve•ve uaed ooet •tudie• to identify thea -- and then 

16 require that the price differences between the tranaport 

17 option. reflect the co•t differences . Recognizing that 

11 SOUthern Bell i• going to price higher than its costs to 

19 recover •a.e contribution froa these different options, 

20 but that they •houldn't be peraitted to selectively 

21 reduce contribution for soae carriers and not other•. 

22 That if aarket pressures cause price to 

23 decline, ve want to •ee that the price difference 

24 continue or the co•t difference continue to be 

25 reflected in the price difference. I feel it'• 

FLORIDA PUBLIC SERVICE COMMISSION 



608 

1 t.portant for a couple of reasons . 

2 The first reason, obviously, is our fear of 

3 diacriaination. What we see when we look at BellSouth'a 

4 rates --

5 I can give you a coapariaon of these coat 

6 n•...,.ra. 

7 .. ..e a coat difference between the options 

8 of t4.6t. can you see that? Okay. Per DS1 with 37 

t cents per 081 aile. That's the cost difference between 

10 buying capacity at this unit and buying capacity at this 

11 unit u.ing their coat studies. The rate difference 

12 I'll write the rate difference to black -- the rate 

13 difference is $37.48 per DS1 and $18.18 a aile. 

14 Tbe coat difference for tandea switching, 

15 baaed on Mr. Hendrix'• adaission that it vas a certain 

16 percentage of his filed rate, we know that his coat is 

17 aoaewbere below . 00032 cents. We know that his price 

18 difference is about three tiaes that . 

19 Now, what happens in this aarket when the coat 

20 differences are aaall but the price differences are 

21 large? A couple of thinqs . 

22 Wbat it says is that there's excess 

23 contribution built into these rates that interexchange 

24 carriers that are aaall,. or saaller, aust pay, that 

25 larger carrier can avoid. 
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1 In this product aarket this is access. This 

2 i• tbe cc .. odity. This is like the gasoline that 9ets 

3 cold to 9a• •tationa in a town. If you have big price 

4 difference., noncostbaaed price differencesin this 

5 ce .. adity between interexchange carriers, that 

6 translates into coapetitive advantages that large 

7 carrier• experience relative to the aaall carriers 

8 not baving to anything to do with their skills as a long 

9 di8tance ca.pany and not having anything to do with the 

10 coat difference of serving thea, but having solely to do 

11 vith the fact that a lower aaount of contribution is 

12 being recovered fro• their long distance ainutes then 

13 the ... 11 carrier•• long distance ainutes. Disruption 

14 to to interexchanqe coapetition. 

15 Second outcoae as is that as interexchange 

16 carri.. look at this rate relationship, this is the rate 

17 relationship that they are going to aake, that they're 

18 going to look at, vhen they decide which of these 

19 options to purchase. 

20 Here what we see is that there is a very saall 

21 co•t difference between carriers coaing to Southern Bell 

22 and 9ivinq th .. DSla for transport and carriers coaing 

23 to Southern Bell and asking for it in the fora of a DSJ, 

24 aucb ~eater capacity. So baaed on econoaic efficiency 

25 and coat differences, we shouldn't s&~ there'd be very 
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1 .ucb incentive for interexchanqe carriers to .vap so .. 

2 capacity for another type and reconfiqure their network. 

3 When ve see this giant price difference, 

4 tbou9b, that way outweighs any cost difference, suddenly 

5 there ~s an incentive to switch fro• one for. of 

6 tranaport to another, not because it's less costly to 

7 provide, not because the network beco .. • .ore efficient, 

8 it•a at.ply because, •Hey, we'll get less contribution 

9 fro. you over here if you co•e buy this product.• It's 

10 typically talked about in the context of a croasover 

11 point. 

12 SOuthern Bell indicates that their crossover 

13 point vas 15-to-1. What that ••ant vas that as soon as 

14 I had 16 D81s -- or 15 DS1s , rather, I think in their 

15 rounding, it beca .. cheaper for •e to actually buy a 

16 unit of capacity that has 28 DS1s in it. 

17 In other words, they're telling •• as a 

18 carrier that as soon as I have 15 of these and I can 

19 roughly fill this up by 60' or keep 40' e•pty, I should 

20 deaand that larger quantity. It's not going to yield 

21 network efficiency • 

22 .. ... this relationship in the prices. We 

23 certainly .. e this relationship in GTE's prices where 

24 their own estt.ate of reconfigured de•and shoved that 

25 they expected interexchanqe carriers to go out and 
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1 require 50t aore circuits just to do the aa .. job they 

2 do today. 

3 Tbe only way to prevent uneconoaic 

4 reconfiguration ia to require that price differences 

5 -tell tbe underlying coat differences. The only 

6 •tandard tbat we're asking tor. 

7 Mr. Hendrix pointed out that under our 

8 pr~al our proposed rates for tandea transport and DSl 

t would be lover. And it is part of our propoaal that 

10 we're not oppo•ed to thea being able to increase their 

11 interconnection charge to reaain revenue neu~ral it the 

12 quid pro quo ia that we get nondiacriainatory rates. It 

13 wa• cbaracteriaed that we were recoaaending to do that. 

14 our firat recoaaendation, of course, ia that 

15 they not be beld revenue neutral, that we get the rate 

16 reduction. After all, again, going to the colora on 

17 Kr. Hendrix'• chart, I aa talking about this range here, 

18 and I'a tocu•ing on the yellow and the blue -- I haven't 

lt a clue a• to what the naae of that color ia, chartreuse 

20 or •oaethinq? And wht we're asking is that these 

21 relative rates reflect the relative coat differences; 

22 and that if tbe CoaaiaaiDn wants thea to reaain revenue 

23 neutral, they can adjust this blue piece. It'• not 

24 going to have a very large iapact one way or the other 

25 on Southern Bell. 
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1 But tbat, in our view, adopting a policy that 

2 .. Y• tbat tbe local telephone coapany can decide how to 

3 price t.beM vitbout any regard to the coat, that they 

4 can offer AT'T lover access rates than another 

5 interexcbange carrier coapletely independently of any 

6 coet juatification for that preference, is a policy 

7 vbicb tbla ca.aiaalon should reject. 

8 And that concludes ay su .. ary. 

9 KS. KAUPMAN: Mr. Gillan is available for cross 

10 exaainatlon. 

11 CIIAIRIIAII DEASON: Ms. Peed. 

12 CROSS EXAMINATION 

13 BY KS. POD: 

14 Q I juat have two questions, Mr . Gillan, about 

15 JPG-4. 

16 A JPG-4? 

17 Q Ub-hub. It'• entitled, •Establishing A 

18 coat-Baaed Ra.te Relationship Between OS1 and OS3 

19 Decllcated capacl ty, • and I • a interested in the source. 

20 You aay that the direct costa for DS1 local channels and 

21 interoffice transport were provided by BellSouth in FCC 

22 Tranaaittal 140 filed Auqust 31, 1993. For what service 

23 was that? 

24 

25 

A 

Q 

That would have been OS1 special access. 

And the direct coats for 053 local channels 
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and interoffice developed fro• the BellSouth LiqhtGate 

filing, LightGate, what kind of a service ia that? 

A It's listed in your special access tariff. 

Q And when you say •developed,• what do you .. an 

by tbat? 

A Tbat this table shows it broken between fixed 

1 and aileagecl. It ahova your coat presented aa a fixed 

8 rate and a aileaqe rate. If you go to your coat study 

9 for LigbtGate, in order to develop the fixed rate for 

10 LiqbtGate you have to put soae subrate eleaenta together 

11 becaue that tariff ia •ore disagqreqated than aiaply 

12 having a fixed charqe. 

13 Q And the aubrate eleaents, are they clearly 

14 listed in the LiqbtGate filing? 

15 A Yea, they are. 

16 MS. PEED: That's all I have. 

17 

18 

19 

KR. POHS: No questions. 

MS. BRYANT: I have a couple. 

CROSS EXAMINATION 

20 BY MS. BRYAIIT: 

.r 

21 Q Mr. Gillan, good afternoon. Chan Bryant with 

22 Sprint. Are you faailiar with the testiaony of Fred 

23· Rock in this proceeding? 

24 

25 

A 

Q 

Yea, I u. 

Are you fuiliar with the crossover that he 
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1 ha• propo•ed for tbe relationship between a DS1 and DS3, 

2 tbat relationahip beinq 22-to-1? 

3 

4 

A 

Q 

Y-, I-· 
WOUld it be fair to aay that your teati•ony 

5 ba8 90ne beyond that of what Sprint is proposing in thi• 

6 proc••ding? 

7 A ... yond• i~lie• that we're on one aide or the 

8 otber. My teatt.ony provide• a •ore accurate way of 

9 e•tabli8hinq the rate relationship since I used coat 

10 •tudiea directly. 

11 A8 I under•tand Mr. Rock's testi•ony, he used 

12 a abort-cut .. tbod of ju•t aaying the crossover ahould 

13 be around 22-to-1, and that that would be an 

14 approxiaation of tbe coat relationships. 

15 That va• a very large battle at the FCC, 

16 vbetber you could look at a aingle sort of ratio and 

17 juat capture all of thia inatead of having to look at 

18 co•t inforaation. And what I found in looking at the 

19 co•t •tudi- in thi• proceeding is that Mr. Rock's ratio 

20 •till err• on the •ide of favoritism towards large 

21 carrier•, that the actual coat crossovers are aore along 

22 24-to-1 and up. So Mr. Rock's one overestimates the 

23 co•t difference and, •• auch, would tend to disadvantage 

24 ... 11er carrier• and Sprint, actually, relative to AT,T. 

25 It'• too con•ervative. 
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1 COMMISSIONER CLARK: So you're saying the 

2 cro.80VU' point 8bould be 24. 

3 WI~ CILLAN: What I'• sayinq is that you 

4 8bould .. tabli8b price relationships that reflect the cost 

5 ralationabip.. Wbat I've found is that the studies 

6 indicate tbat, in this docket at least, that it'• around 

7 24-to-1 and up, dapendiftCJ on the coapany. 

8 COIM%SSIONER CLARK: And you qet 28 DS1a for 

9 avery one DS3? 

10 WITNISS GILLAN: correct. Correct. All DSla 

11 and DS3a are are the apaada with which you hand the 

12 traffic into the network. Because in a •odern network, it 

13 ian•t like circuits gat bigger; it's they get faster ao 

14 you can alot .ora conversations in between each other. And 

15 that'• really the difference between a DSl and a DSl is 

16 bow faat you•ra banding the traffic, so that you can keep 

17 aequancing thea up and build the• into a byte strea• for 

18 tbe final tranaaiaaion. 

19 That's vhy there•• very little cost difference 

20 between th .. , because all you're really talking about is 

21 .oving a pboton between two points. And there is soae 

22 coat difference in how fast the photon is handed to the 

23 network, but tbara ia not a lot of cost difference. 

24 COMMISSIONER CLARK: Is that what they call 

25 •conditioning the line•? 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

' 
10 

11 

12 

13 

14 

15 

16 

17 

18 

1t 

20 

21 

22 

23 

24 

25 

616 

WITNESS GILLAN: Conditioning the line? 

COMMISSIONER CLARK: What do they do to the line 

to vet it to vo taster? 

WITMUS GILLAN: In a fiberoptic network vhat 

you bave 1• laHrs on either end and that's vhat•s 

dateraininv the speed of the line. The glass .ediua 

itHlf is very passive, all it does is tran••it the light. 

Aa you vet your laser• to be able to blink taster, 

es..atially, then you have the opportunity to sequence 

.ore conversations in in those tiae slots. 

I think what you're talking about is when you 

try and use copper to use digital transaisaion and get 

electrons to .ave in a siailar way where it's digitized, 

and that•• when they condition the line to i•prove -- I 

believe it's to i~rove the transaission capability of 

tbat copper facility to correctly transait that byte 

atr-. 

Q So, Mr. Gillan, would it be fair to say that 

your analysis vas based on actual data and Sprint•• waa 

basad on assu.ptions? 

A Yes. 

Q 

A 

Q 

A 

Would that be a fair --

Yes. 

Thank you. 

And your assuaptions were too conservative is 

FLORIDA PUBLIC SERVICE COMMISSION 



617 

1 baaically what tbe data ahowa. 

2 118. BRYANT: Thank you, Mr. Gillan. I have 

3 notbint further. 

4 CIIAIIDIAII DEASON: Mr. Tye. 

5 CROSS EXAMINATION 

6 BY Jill. TYB: 

7 Q Mr. Gillan, did you participate in the local 

8 transport reatructure proceeding at the FCC? 

t A Y .. , I certainly did. 

10 Q Did you participate on behalf of the 

11 Intarexcbant• Acceas Coalition in that proceeding? 

12 A •o, I did not. 

13 Q Who were you representing in that proceeding? 

14 A I vaa conaulting with the Coapetitive 

15 Telephone Aaaociation, and then I guess later it would 

16 be fair to aay I waa working on behalf of the coalition 

17 of All Interaxchange Carriers that alphabetically fall 

18 below A. RCI, Sprint and all the others all caae 

19 togetber on a co.aon poaition. 

20 Q Did you advocate the same positions in that 

21 proceeding that you've advocated here? 

22 A Yea and no. 

23 Yea, ve advocated that the commission -- that 

24 tbe PCC could adopt a new structure, but that the FCC 

25 bad to aaaure that the rates were cost-based. No, we 
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3 di.oo¥ery, tbey didn't have hearings. We didn't have 

4 aooee• to any of the coat inforaation that ve•re talking 

5 and so as an induatry ve vent 

' to tbe fCC and ba•ically proposed an arrangeaent called 

7 •bencbaarking.• It's very aiailar to the ai•ple 

8 cro.aover analysis that Mr . Rock did. 

9 And tbe idea behind it was telling the 

10 Ca.ai••ion, •Look, ve know in a fiber network what the 

11 differences -- what types of different equip .. nt are 

12 nece• .. ry to 90 between these services. so instead of 

13 worrying about the coat of everything, just look at the 

14 coat difference• and ve can coae up with ao .. pretty 

15 9ood rul .. of tbuab, and you should apply those rules of 

16 tbuab.• 

17 Tbat approach to cost esti aation was not 

18 adopted by the FCC. And I think that's the big 

19 difference betv .. n the position we're advocating here. 

20 We're not aakinq that you do cost estiaation; we had the 

21 coat atudiea; ve vera able to calculate the coat 

22 differencea. In fact, if we had this intoraation at the 

23 FCC, ve could have been able to get the policy 

24 requir..anta of the order , whi ch was the cost-based 

25 ratea, to actually aatcb the prices that were filed. 
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And I apologize, I recognize that waa probably 

lonv•r tban --

Q It aure took the ateaa out of ay water bucket. 

Baaentially, the FCC approved the aaae rates 

and atructure tbat Southern Bell ia proposing here; is 

tbat correct? 

A Well, aorry, you've qot ae so ott track with 

10 •ate .. in a bucket• that I'a not sure what the analoqy 

11 ~t. 

12 The PCC looked for a cost surrogate and 

13 decided they would try as a coat surrogate the existing 

14 apecial acceaa pricea, because we didn't have coat 

15 inforaation and we did not convince the• that our aethod 

16 would be accurate. 

17 But. thia coat data shows actually that our 

18 .. thod vaa very accurate and I look forward to brinqinq 

19 tbat inforaation back to the•. 

20 lell be~• 1• e i •ply aakinq to •irror vbet tbe 

ll fCC .-.1\'*'" \o • QPO'ft4, SQ .t '• no\ •• \t\~ft \n• 

aa Me ..-~ .. , a.l.l. ta ttl.i"t " H~ ~\l ia al-.~ 

23 alrnrlat ••~ tot t1lect there. ~ieh nov that t•ve 

24 aaid it, it doean•t aound like there's such a 

25 distinction, but. 
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1 Q Bxcuae -· Isn't Bell proposinq the sa-

2 ratea bare that have already been approved by the rcc? 

3 A Y-. I guess ay co-ent went to I understood 

4 your queatlon to be that the FCC was aaking a deciaion 

5 aiallar to thia record, and that's what I vas trying to 

6 point out. 

7 KR. TYE: Thank you, Mr . Gillan. I have no 

8 turtber queationa. 

9 CIIAIRIIAN DEASON: Mr. Wiggins. 

10 CROSS EXAMINATION 

11 BY KR. WIGGINS: 

12 Q I alaoat hesitate to ask this,, but I will 
I 

13 anyway, vbat the heck. 

14 I'a confused about one funda•ental concern 

15 that IAC baa with Southern Bell's proposal or even 

16 General Telephone'• proposal . 

17 Why do you care, or why should even Interaedia 

18 care, if tbeae disparities are so great if we can coae 

19 in and aggregate traffic a•ong different carriers and 

20 hook up and get the aaae DS3 that AT'T is getting? 

21 A Well, the problea with these disparate rate 

22 el ... nta ia that there's really no way to effectively 

23 arbitrage th... I .. an, there's always sort of this 

24 discussion caat out, •well, why don't you just get all 

25 ot the little carriers together that have DSls and put 
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1 tb .. together and get a DSJ?" 

2 Q Right. 

3 A .. 11, first of all, there aren't that aany 

4 little carriers with DSls. Secondly, in order for the• 

5 to do tbat, all the circuits have to by necessity be 

6 going fro. tbe .... serving wire center, fro• the •a•e 

7 POP, to the - end office. 

8 •ot all interexchanqe carriers use the .... 

9 network. Obviously, Sprint doesn't want to save •oney 

10 by .aving all of its traffic over to the MCI network and 

11 aggregating tbeir ace•••· We •ay have different 

12 networks, so you can't aqqreqate it in that way. 

13 Really aost s•aller interexchanqe carriers, 

14 the tandaa .vitcbed option is the option that .akes 

15 .. n .. for tb... And as a result, there's no way to 

16 aggregate tand .. switched traffic into a DS1 to get it 

17 to a 083, because it's already by nature spread a•onq a 

18 variety of circuits. 

19 I guess one of the reasons that Inter.edia 

20 should be very concerned about the disparate rate 

21 relationships is particularly when you look at this 

22 crossover -- in a very ai•ple case, this 15-to-1 

23 crossover. What that says ia that a carrier that can 

24 justify 15 DS1a to an end office, they should qo out and 

25 buy 28. That .. ana, basically, 13 of the• are idle. 
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1 Nov, you co .. to this carrier and you try and 

2 .. 11 ~capacity. The arrange .. nt they have with 

3 Bell, tbey bave 13 .-pty DSls that to thea have a zero 

4 co.t. Okay. So that kind of pricinCJ arrang-nt locka 

5 up tbe cu.to.1r not only for the circuits they have 

6 today bQt aleo the next 13 DSla' worth of 9rovth becauae 

7 tboee are eaaentially fr .. until he fills out that unit 

I of capacity. And it•a obviously very difficult to 

9 co.pete a9ainat a fr .. price. 

10 KR. WIGGINS: Well, that answered ay next three 

11 quutiona, eo I have no further questions. Thank you. 

12 CHAIRMAN DEASON: Mr . Poucher . 

13 CROSS EXAMINATION 

14 BY KR. POUCIIBR: 

15 Q Mr. Gillan, Earl Poucher fro• Public Counsel's 

16 Office. On Pa9e 2 and also on PaCJe 5 of your testiaony 

17 you atated that you a~ee with the concept of zone 

18 pricin9; ia tbat correct? 

19 A That•• correct. In the context of r ules that 

20 protect a9ainat diacriaination inside each zone, that's 

21 correct. 

22 Q Tell .. vhy you think that zone pricinCJ ia 

23 nondiacriainatory. 

24 A Well, aone pricing, as I envision it, was the 

25 recognition that in a particular reC)i on costs ai9ht be 
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1 lower tban in aa.e less dense region. That'• factually 

2 correct. 

3 SO long as all of the carriers inside that 

4 region bave the .... nondiscriainatory rate 

5 relationabips, then if the LEC is able to have different 

• pricea in different geographic areas, it'• able to a .eet 

7 ~tition and it'• able to reflect its underlying 

8 costa without being forced to discriainate. 

9 The problea with this is that the only way 

10 tbey can 8bov lover costs in a de~se area is by having a 

11 very lov DS3 price. The problea is - - Taapa is a great 

12 exawple of this. In Taapa, AT'T aight be -- we're a.ll 

13 on the .... DS3 network,. but AT'T is large enough in 

14 Taapa to buy a DS3 and take advantage of that very low 

15 price. IUt the aaall carriers, even in Taapa, would be 

16 on tand8a avitcbed transport, which would be 

17 artificially priced auch higher and they would not be 

18 able to ca.pete. 

19 SO aa long aa, like, in Tampa, if you're going 

20 to aay the costa are lov in Taapa, everyone has the same 

21 lov rate or the .... opportunity with just cost 

22 difference•, it doesn't discriainate. 

23 Q And that•• because Tampa you would consider to 

24 be a high density area. 

25 A The Taapa .. tropolitan area, yes, coapared 
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Q Are you faailiar with the separations aade by 

United, GTB and southern Bell between their Zor.•• 1, 2 

6 and 3? 

7 A I'• 9enerally faailiar with thea. I'• 

8 faailiar vith the proce•• that wa• used and of the 

9 debate tbat occurred at the FCC. 

10 Q An4 Zone 1 i• the high density? 

11 A That•• correct. 

12 Q Did you hear the southern Bell witness state 

13 tbat tbay bad 17 offices that they would classify as 

14 lone 1, and 60 offices as Zone 2, and another 136 

15 office• a• zone 3? 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A 

Q 

Ye•. 

Would you please characterize the acce•• 

aarket a• you know it in Zone 3 in ter.s of co•petition? 

A I'• not aware of any competitions in Zone 3, 

Zone 2, and in ao•t of the areas of Zone 1 for aost of 

tbe product• we're describing. 

Q Without 9etting into a debate about effective 

coapetition or all of those issues, would you agree that 

tho .. target central offices located in zone 1 will 

contain .a.t of the potential for access line 
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co.petition, to the extent that it develops? 

A Y .. , but I'd use the phrase •access line.• I 

tblnk it's .ore t.portant to refer to access tranaport, 

particularly DS3 and DSl. 

Q J atancl corrected. 

A ~t•a really one of the other fears ve have 

ia tbat becauae ea.petition vill co .. last to the ~andea 

avitcbed .arket, if at all, ve•re effectively captive 

cuata.rra. ~ia ia aore akin to you -- typically, I'• 

aura you•re uaed to ua being here being concerned with 

Bell'• prioea •• ea.petitora because that's how we 

frequently appear before you. But in this context ve•re 

cuata.era and the iaaue ve•re presenting ia the classic 

captive cuata.er/noneaptive euatoller concern vith the 

added and i~rtant wrinkle that these custoaera, these 

interexebange carriers are coapeting against each other. 

And any kind of distortion in the prices to thea is 

going to affect their ability to coapete aaongat each 

other. 

Q And the battleground for that aarket is going 

to center in tbia Zone 1 office; is that correct? 

A I would expect that to be the case, yea . 

MR. POUCHER: That'• all the questions I have . 

24 Tbank you. 

2 5 aiAIIIIIAII DIUON: Staff. 
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1 CROSS EXAMINATI ON 

2 BY 118. CAIIIAIIO: 

3 Q Good afternoon, Mr. Gillan. Should all 

4 provider• of •witched acceaa be required to file 

5 tariff•? 

6 A v ... 

7 Q Why i• that? 

8 A There'• a couple of reasons. There'• a very, 

9 very l&r9e and •ignificant danger of discriaination in 

10 tbi• .arket, and the only tool that you have to detect 

11 and prevent di•criaination is tariffing. That'• how we 

12 know vbat tbe .. rvice is being offered for; that'• how 

13 ve can review teraa and conditions; that'• how we can 

14 bave a ~n ground of purchasing it. 

15 Every •inqle provider in this rooa today files 

16 tariff• for their services. Long distance co•panies 

17 file tariff• for all their services. The ones I can 

18 tbink of off the top of •Y head -- and the CAPS even, 

19 the new acce•• providers, are required to file tariff• 

20 for their •ervice• at the interstate level, where •oat 

21 of the .. arranqe-nta exi•t. 

22 The only place where we have this unu•ual 

23 exception i• for nonincuabent AAVs providing service in 

24 tbia .. rket. And to .. , it see•s that if you go down 

25 thi• patb where one provider doesn't have to have a 
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1 tariff but the LEC does, you're ultiaately -- and very 

2 quickly, I predict -- going to coae to a situation where 

3 the new entrant -- where the LEC coa•.•· back to you and 

4 aay•, •aey, I need to offer a special deal to this one 

5 carrier because I have to respond to a special deal fro• 

6 that CAP or that AAV.• I think that's a horrible way to 

7 organi•e tbia .. rket. It is •uch better if they all 

I bring their prices out into the open and they coapete in 

9 a way vbere it drives price levels down for everybody, 

10 not cuata.er-apecific contracts and discriaination. 

11 COMMISSIONER CLARK: Do you do that? I aean do 

12 your clients --

13 WITNESS GILLAN: Gillan Associates? What, are 

14 you nuta? 

15 COMMXSSIONER CLARK: Well, yea, let's start with 

16 Gillan Aaaociatea. 

17 WITNISS GILLAN: I have a governaent rate and 

18 that's it. You know, seriously, I aean, I don•t. 

19 Do ay clients? 

20 COMMISSIONER CLARK: Would they, aa providers of 

21 caapetitive long distance services, do they all have to 

22 file tariffs? 

23 WITNISS GILLAN: My understand is yea, that all 

24 their long distance products need to be tariffed -- I 

25 should be .ore faailiar with your rules, but I'• not 
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1 actually aa f ,-iliar as I should be. I know at the 

2 federal level, the issue of tariffing baa been reaolved. 

3 Tbey need to have tariffs on file and I believe they'd 

4 bava to have tariffs on file here as well. 

5 COMMISSIONER KIESLING: Well, ao .. ti .. a thoae 

6 tariff• provide for flexibility that allow• you to quote a 

7 price tbat von•t be known to anybody elae. Do you know if 

a they do tbat? 

' WITNESS GILLAN: I don't recall that their 

10 tariff• allow you to do that other than you can have soae 

11 individual caH baaia contracts but I believe that you 

12 bave to publi•b the general ter•s of those contracts. 

13 But, you know, those are used when thing• are 

14 very apecialiaed and unique. This is a co-ocUty. This 

15 ia a tranaport ca.aodity; this is a, •Give it a digital 

16 bit atr.- here and haul it to that end office out 

17 there.• And that•• real what my concern is. 

18 Thia ia aort of a foundation for long distance 

lt ca.petition. Thia ia what we all buy; and because there 

20 ia no diacri•ination a.ang interexchange carrier• at 

21 thia foundation level, we're able to compete as long 

22 diatance ca.paniea unfavored and unfettered by any 

23 favoriti .. in acce•• pricing. 

24 It'• aaa&ift9 to •e that in 1984 I lived 

25 through and tbe reaaon we had divestiture was because 
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1 AT6T owned tb... local telephone co•paniea and the fear 

2 vaa that tbe local telephone coapanies would provide 

3 AT6T an advantage becauae of that ownership. I don•t 

4 ... a vbole lot of difference between that aituation and 

5 tbe aituation where AT6T has, at the interatate level 

' vbere tbe .. fitur•• are published, 60' of the aarket and 

7 a local telepbone coapany want• to establiah a lonq-tera 

8 atrategic relationahip and decides that favoritiaa in 

9 that arena .ak .. co ... rcial business sense to thea. 

10 Tbat kind of favoritisa does aake co ... rcial 

11 buaineaa .enae, that•• why I think regulatory policies 

12 have to atep in and prevent it. 

13 Q (By Mr. Canzano) Mr. Gillan, are you aware of 

14 current Ca.aiaaion ace••• i•putation guidelines? 

15 A Yea. 

1' Q If the co .. iaaion determines that the iaaue of 

17 t.putation guideline• ahould be considered after the 

18 reat of the deciaiona are aade with respect to local 

19 transport, would you object to the use of existing local 

20 tranaport rate• until changes to imputation calculations 

21 are aade? 

22 A No. 

23 Q Are you auggeating that there should be a 

24 .. parate proceeding devoted to access imputation? 

25 A Well, under the scenario you just gave ae 
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1 vbere you aaked ae if we had one, could we uae the 

2 exiating rate in the interia, the an•wer i• ye•. And in 

3 tbat, I - aaauaing that we're qoinq to have that other 

4 docket. 

5 Q Riqbt nov plea•e refer to what ha• been aa.rkec:l 

6 for identification a• Exhibit No. 18. 

7 A An exhibit that one would expect ae to have, 

8 wouldn' t one? 

g Q And did you prepare this exhibit? 

10' A Yea, I did. 

11 Q And are there any corrections to be aade to 

12 tbia exhibit? 

13 A Yea. Unfortunately, we tried to qet thi• done 

14 in a hurry; and a• with anythinq else that one atteapts 

15 ina burry, one get• to coae back and do again. 

16 Q What are the corrections? , . 
17 Or the nonconfidential portions, could you •ay 

18 tboae for the record? 

19 MS. KAUFMAN : Could I interrupt? 

20 MS. CAHZAJfO: Go ahead. 

21 MS. KAUFMAN: Because there are part• of this 

22 tbat are .. naitive and confidential, I don't think anybody 

23 would object to Mr. Gillan correcting the nonconfidential 

24 portiona and we will file another one with the corrected 

25 confidential inforaation if that's satisfactory. 
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1 MS. CASWELL: Can I aake one coaaent? I don't 

2 tbink we bave any nonconfidential portion• to thi• 

3 abibit. 

4 MS. CANZANO: It should have been di•tributed --

5 ob, for Gl'B. 

6 MS. CAStiZLL: Ye•, talking about GTE. 

7 MB. CANZANO: That • s correct. 

8 CHAIRMAN DEASON: You're sugge•ting that the 

9 correction. be aade on a confidential exhibit, and that it 

10 will be bandled confidentially? 

11 KS. KAUFMAN: Mr. Chairaan, portion• of the 

12 exhibit are not confidential and Mr. Gillan can correct 

13 thoae on the record. 

14 CIIAIRIIAII DEASON: Right. But if there are 

15 correction• to the confidential portion, that will have to 

16 handle with the nece•aary process. 

17 MS. KAUPMAN: Exactly. And we will refile a 

18 redacted veraion. 

19 COMMISSIONER CLARK: You'll refile a redacted 

20 veraion that baa the correction to confidential 

21 inforaation? 

22 KS. KAUFMAN: No, that's right. No, we're not 

23 going to do that. What ve•re going to do is refile t .he 

24 correct confidential ver•ion under the appropriate 

25 confidentiality procedure•. 
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1 MS. CASWELL: I'• sorry, I just want to aake 

2 clear tbat botb ..ctiona of this exhibit for GTE are 

3 confidential. And ve know that he'• got so .. corrections 

4 tbat are •~le .. tb corrections, we've got no objection 

5 to tbo.e correctiona. 

6 

7 

CRAJ...- DIABON: Is that clear? 

~~GILLAN: I'• the only one in thi• roo• 

8 vbo evidentially i• confused, because you all look so 

9 expectant. 

10 

11 •illple. 

12 

13 

MS. CANZANO: Okay. All right. We'll aake this 

MS. CASWELL: Juet don't say the nuabera. 

~~ GILLAN: All right, for GTE but say the 

14 nullber• for united? 

15 KR. PONS: That'• fine. United has no objection 

16 on the bottoa half of the exhibit; but the top half, no, 

17 ve vould object. 

18 ~TNBSS GILLAN: On the United exhibit there 

19 vill have to be corrections to the top portion that are 

20 confidential. On the bottoa, which is derived fro• the 

21 changes on the top, the United nuaber should read $8.83 

22 instead of $9.33. 

23 MS. CASWELL: I can revise ay position . The 

24 second half i• now not confidential, so we aay go on. 

25 ~TMISS GILLAN: Boy, does that make ay life 
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1 eaaier. 

2 ~ chang•• for GTE on the fixed and th.ey 

3 only appear in the nonconfidential portion on the 

• bottaa, tbe fixed charqe would be $9.89. The aileaqe 

5 cbar9e would be 0.06, or 6 cents a aile. And then ao 

6 

7 

• 
9 

10 

11 

12 

13 

1. 
15 

16 

17 

18 

19 

20 

21 

22 

23 

2. 

25 

thoae are the coat differences, subject to the footnote, 

between thoae .. rvice cateqoriea -- those optiona, 

rather • 

Q (By Ma. Canzano) Please refer to Footnote 1 

on tbat exhibit, pleaae. could you please explain why 

the 3-to-1 aultiplexer ia excluded fro• GTE and United's 

data? 

A I did not have a aultiplexer cost for GTE. 

'l'be reaaon thi• need• to be included is that well, 

vbat I'a eatabliahinq ia the cost difference between a 

D83 and a 081. And a DS3 needa to be •ultiplexed down 

to a 081 to interface with a switch; so I don't include 

that coat in the coat of a DS3. I'm not recognizinq 

tbat they have to do that atep at the end. It's 

aoaething that would need to be in any switched 

tranaport oo•t •tudy that wouldn't need to be in the 

coat atudiea they uaed. 

I didn't have the inforaation for United and 

GTE, ao what thia analyaia would need to be aore 

accurate waa the incluaion of that cost, but we did not 
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14 
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get it provided to ua in the ti~e fra•e that ve had to 

prepare tbi• exhibit. 

Q If you vera to have that •ultiflexer coat, a• 

I correct in reading thia footnote that you would 

include it in the OS3 nuaber? 

A Tbat ia correct. 

Q Then to calculate the nu•bers on the bottoa, 

the by 

28, and then •ubtract the difference to get the 

difference? 

A Y••· 

Q Then wouldn't that instead be an undereatiaate 

rather than an overeatiaate? 

The .. nuabera would shrink. When you add the 

15 coat into the 083, these nu•bera would shrink becau•e 

16 the 083 coat per unit i• actually below the OS1 cost 

17 vben you•re -- (Pauae) What we have prepared here is the 

18 081 coat and a 083 coat -- for Bell, we had the 

19 inforaation, ao Bell includes the fact that you have to 

20 do that .ultiplexing in an office, all right? 

21 Por the other companies, you'd have to 

22 increaae the nuabera ahown in our cost study by a saall 

23 fraction to reflect thia new step and, by doing so, you 

24 would •brink the difference. So by not having it in 

25 there, the difference ia overestimated. This shouldn't 
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1 be a .. jor thing. It waa included for Bell because 

their co.t atudy enable• it. 2 

3 

• 
5 

Q To .aka it clear, could you just work through 

an ex•aple u.ing, aay, $100, for a OSJ? or whatever 

n•mbar• Mke it eaay for you to do the aath. 

6 

7 

A say a 083 coat ia $280 and a os1 coat is $32. 

Okay? And Vben I'• looking at when I say the 053 cost 

8 ia that a.ount, thi• ia the fixed co•ponent. That 

9 reflect• a aituation where I give the local telephone 

10 co.pany 083 on one end and on the other end he provides 

11 the 083 out. 

12 In thia -- and thia is the IXC on this end; 

13 thia ia the and office. 

14 In thia environ.ent, though, we know becauae 

15 of the way the awitchea are built you can't really uae 

16 thi• 083 ~ having it co .. out aa a OS3; it has to do a 

17 conver•ion to the 28 D81a to plug it into the switch. 

18 And ao, therefore, when I'• comparing the cost. of giving 

19 th .. a 081 and taking out a DS1 at the switch and giving 

20 th .. a D83 and connecting it to the switch, I need to 

21 add the coat of thia additional activity because the 053 

22 coat atudy wouldn't otherwiae consider it . 

23 Nov, aaau.e that the •ultiplexer is $10. 

24 Before the answer waa the 081 -- buying a OSl 

25 individually froa a local telephone coapany to proviaion 
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1 it individually coata $32. If I give thea enough of 

2 th- tbat they packaCJe it in a DS3 fir•t, the per-unit 

3 coat would be $10, riCJht? And ao the coat difference in 

4 tbat exaaple would be $22. Obviously, I've CJOt the 

5 -C)nitud- goofed up. 

6 Doing it .ore correctly, the DS1 would atill 

7 be $32. Thia would be now $290 divided by 28, which 

8 ia -- well, it'• $290 divided by 28, and so the 

9 difference would be ao .. thing somewhat saaller. And if 

10 you had a calculator there, you can tell ae what $290 

11 divided by 28 ia, 10.4-aoaething? 

12 Q 10.36, or ao .. thing like that. 

13 A 10.4. That'• pretty good . $10.40, •o that 

14 the difference would be 21. Now the cost difference is 

15 21.60. That'• the only idea. RecOCJnizing that in 

16 avitcbed acce•• they don't aake switches for connection 

17 at the DS3 apeed, it baa to be broken down into the 

18 operation for the DS1. And that was a step I was able 

19 to do with Bell but I didn't have what I felt to be 

20 conaiatent inforaation for the other two . 

21 Q Ia it your poaition that the cost fiCJUrea in 

22 thia exhibit abould be uaed as the basis for 

23 eatabliahing ratea, which would then be deemed 

24 coat-baaed? 

25 A Yea. Becauae then the price difference• would 
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1 .. tcb tbe coat differences. And so a carrier that could 

2 buy DS3a -- and I uae the phrase •could• becauae 

3 Mr.~Rendrix vaa ri9ht, typically people don't buy thea 

4 today because tbere•a really no reason to buy DS3 versus 

5 giving tbe local telephone company DSla. There•• only 

6 sort of a auperficial coat aavin9a so it hasn't been 

7 induatry practice. But under the new environ.ent, only 
,-

8 certain carriers will have the opportunity in the 

9 traffic volu.ea to take advantage of those and ao it'• 

10 t.portant to .ate aure that the price differences 

11 reflect coat difference•. 

12 Q SO once you had these costa, would your next 

13 atap be to develop would be to determine the 

14 appropriate ..aunt of contribution and apply that aa•e 

15 level of contribution to each rate? 

16 You can do it that vay, or aatheaatically the 

17 .... thift9 ia to just add that cost difference into the 

18 083 price divided by 28. And that way the contribution 

19 -- vbatever is eabedded in DSJ service today flows 

20 through to the other options automatically. And 

21 .. tb..atically the .. are identical exercises. 

22 Q Do you ... n DS3 price or DSJ coat? 

23 In that context, I aeant the DSJ price. 

24 Becau .. what ve•ve identified is the -- (Pause) This is the 

25 coat difference, correct? Or this is the cost difference. 
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1 ~e 083 price ia broken into i ta coat and ita 

2 contribution. If I juat add the coat -- I can do thia 

3 one of tvo way•: I can just add the coat difference to 

4 tbe price of a 083 and get the •tep function. And it 

5 give. .. tbe equal contribution and exactly parallels 

6 tbe co•t difference between the options. You can do it 

7 either way. ..th-tically they are equivalent, 

8 vbicbever one .at .. it ea•ier for you to visualize, 

9 adding the coat difference on the price of a DS3 or 

10 finding out Vbat the contribution is on a DS3 and then 

11 adding it to the coat of the other options. It would be 

12 the .... thing. 

13 COMMISSIONER CLARK: I think you should have 

14 juat -id y .. to tbat que•tion. (Laughter) 

15 A Ye8. 

16 Q (By Ma. canzano) You do not provide coat for 

17 Centel in your exhibit. Could you please explain why? 

18 A We got coat infor.ation from United; and I 

19 would have to review the data request to be certain on 

20 thi•, but I believe they indicated that the coat for 

21 Centel would be coaparable. Mr. Fona is cor recting ae, 

22 ao perbape we 

23 KR. PONS: Centel didn't have any coat data . 

24 Q (By Ma. canzano) Okay. We were going to ask 

25 for two late-filed exhibits, one would be Mr. Gillan•• work 
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1 paper•, and the other one, we just •iqht want to wait until 

2 tbe .orninq after we figure out what it ia we're qoinq to be 

3 aakinq for with all the parties. And al•o we would like to 

4 .ark for identification at this ti•e two other exhibit•; one 

5 would be tbe depo•ition transcript and the other would be 

6 raaponaa8 to .staff interrogatories. 

7 Kr. Gillan, have you reviewed tho•• docu.ents? 

8 I don't knoW if you have copies of the• or not? 

9 A I have reviewed the interrogatories. 

10 Q Were those prepared by you? 

11 A I believe the answers were actually prepared 

12 by -- the anaver• were actually collated by the law fira 

13 repr ... ntin9 IAC. 

14 Q Are you apon•orinq them? 

15 A Ye•, I had •ufficient discussions with the•. 

16 I f .. l ca.fortable aponsorinq them. 

17 

18 

Q 

A 

Are they accurate to your knowledqe? 

Y••· 
19 CHAIRMAN DEASON: The deposition tran•cript will 

20 be identified a• Exhibit 37, and the Responses to Staff 

21 Interrogator!•• will be identified as Exhibit 38. 

22 (Exhibit Nos. 37 and 38 •arked for 

23 identification.) 

24 KS. CANZANO: And could we have lAC work papers 

25 for LBC DS1 and DS3 costa identified as a late-filed 
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1 eXhibit? 

2 CHAIRMAN DEASON: Yes, that vill be identified 

3 aa Late-Piled Exhibit No. 39. 

4 KS. KAUFMAN: Excuae ae, Ma. Canzano, can I have 

5 .a.e clarification about vhat No. 39 ia, late-filed? Are 

6 tboee tbe .... vork paper• that ve•ve been diacuaaing? 

7 118. CANZANO: Yes . 

8 118. JtAUFMAN: Thank you. 

9 118. CANZANO: Which ve'll probably continue to 

10 talk about. 

11 (Late-Piled Exhibit No . 39 identified.) 

12 118. CANZANO: Staff would like to aak for a 

13 clarification on the nuabers, startinq with 37, I believe. 

14 BXhibit nuabera, Mr. Chairaan, I don't know, I think we're 

15 getting confu~ on our --

16 CHAIRMAN DEASON: Well, the depoaition tranaport 

17 vae identified aa 37, and the response• to etaff 

18 interrogator!•• vae identified as 38. And then you 

19 requeated a late-filed, which vas i dentified aa 39. 

20 118. CANZANO: Thank you. 

21 CIIAIRJIAN DEASON: And 36 va.i. . . the prefiled 

22 eXhibit• to the teatiaony, conaistinq of JPG-1 throuqh 6. 

23 MS. CANZANO: Okay. Thank you very auch. Staff 

24 hae no further queations. 

25 CIIA,IRIIAN DEASON: CoiDJiissioners? Redirect? 
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5 adaitted. 

Kl. IAUPMAN: I have no redirect. 

CHAIRMAK DIASON: Exhibits? 
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Kl. KAUPMAN: IAC would aove Exhibit No. 36. 

CHAIRMAK DIASON: Without objection, 36 i• 

6 Kl. ca.IAIO: Staff aove• 37 and 38. 

7 

8 

CBAIRKAK DEASON: Without objection 

Kl. ca.IAIO: And also 18. 

9 CHAIRMAN DEASON: Without objection, Exhibits 

10 18, 37 and 38 are adllitted. 

11 IIR. FOilS: 

12 like at thia point. 

13 that correct? 

I'• not •ure what 18 really look• 

Tbi• ia •till to be corrected; i• 

14 MS. CANZANO: Ye•, it is. So should we wait on 

15 .oving that into the record? 

16 IIR. PONS: I would prefer that all of the 

17 partie• have an opportunity to see the corrgcted before it 

18 be adaitted into evidence. 

19 Kl. CANZANO: That' • fair. 

20 CHAIRMAN DEASON: Very well. Show that 18 i• 

21 not yet adaitted, that it i• subject to correction and 

22 that those corrections have not yet been provided. 

23 liS. DUPIIAII: Mr. Chairaan, I don't aean to 

24 belabor 18, but all of the corrections to the bottoa half 

25 have been aade now on the record and there are no 
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1 correctiona to GTE'• nuabers on the top. The only 

2 correctiona are the nuabers that Mr. Fons provided to ae, 

3 if tbat 9ivea hia any coafort. 

.. MR. PONS: I would still like to see the 

5 corrected veraion before we adait it. 

6 (Bxbibit No•. 36 through 38 received into 

7 evidence. ) 

8 CHAIRMAN DEASON: Very well. That concludes Mr. 

9 Gillan•• teati110ny. 

10 (Witne•a Gillan excused . ) 

11 CIIAIRIIAN DEASON: Very well . This appear• to be 

12 a 9ood breaking point. 

13 Ia there anything we need to discuss before we 

14 break for the evening? 

15 

16 

MS. CANZANO: Not that I'm aware of. 

CHAIIUIAII DEASON: Okay. We will break for the 

17 evening. We will reconvene tomorrow at 9:00 a.m. Not 

18 9:30, 9:00. 

19 (Thereupon, the hearing adjourned at 5:00 

20 p.a., to reconvene at 9:00 a.m., Wednesday, Auqust 24, 

21 1994, at the .... addreas.) 

22 (Tranacript continues in sequence in Voluae 

23 6 . ) 

24 - ----
25 
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