
• 

• 

134 

l PLOIIDA fUILIC IIRYICI COMMISSION 

3 In n& lxpandecl InterooMeotion ) DOCKIT NO. 131014•TP 
DOCKIT NO. I~OIII•TL 
DOCKET NO. 140014-TL 
DOCKET NO. 940030-TL 
DOCKET NO. 931196-TL 
DOCKET NO. 940190-TL 

PbaH II and Local Tranaport ) 
4 -tructure ) 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

____________________________ ) 

PROCEEDDIGS: 

BBPORB: 

DATE: 

PUCE: 

REPORTED BY: 

APPEARANCES: 

THIRD DAY - AFTERNOON SESSION 

VOWME 7 

PAGES 834 through 1020 

HEARING 

J. TERRY DEASON, CHAIRMAN 
SUSAN F. CLARK, COMMISSIONER 
JULIA L. JOHNSON, COMMISSIONER 

Wednesday, August 24, 1994 

FPSC Hearing Room 106 
101 East Gaine• street 
Tallahassee, Florida 

LISA GIROD JONES, RPR, CM 

(Aa heretofore noted.) 

• 25 

DOCUMENT NUHBER·OATE 

09237 SEP-71 
FPSC-RECOROS/REPORTUII 



• 

• 

• 

1 

2 

3 

4 

5 

6 

7 

8 

I N D E X ·-; 
IIID GUBDEL 

Direct Bxaaination by Ms. Tye 
Prefiled Rebuttal Testimony inserted 
Crees Bxaaination by Ms. Peed 
cro.s Bxaaination by Mr. Adams 
ero.s Bxaaination by Ms . caswell 

EDWARD C. BEAUVAIS 

Direct Bxaaination by Ms . caswell 
Prefiled Rebuttal Testimony inserted 

9 R. Dltlt LEE . ' .. -
10 Direct Exaaination by Ms . caswell 

Prefiled Rebuttal Testimony inserted 
11 croea Exaaination by Ms. Kaufman 

cross zxaaination by Mr. Tye 
12 cross Exaaination by Ms. Kurlin 

Redirect Bxaaination by Ms . caswell 
13 

14 

15 

16 

17 

18 

DAVID B. DDTON 

Prefiled Rebuttal Testimony inserted 

JDRY D. IIDDRIX 

Prefiled Rebuttal Testimony inserted 
Direot Bxaaination by Ms. Peed 
croas Bxaaination by Mr. Hoffman 
cro.s Bxaaination by Mr. Wiggins 

19 JOSEPH P. GILLAH 

20 

21 

22 

23 

24 

25 

Prefiled Rebuttal Testimony inserted 
Direct Exaaination by Ms. Kau fman 
cross &xaaination by Ms. Peed 
Cross &xaaination by Mr. Fons 
cro.s &xaaination by Ms. Bryant 
ero.s ballination by Mr . Tye 
cross IXaaination by Mr. Wiggins 

835 

Page No. 

840 
848 
862 
864 
865 

866 
868 

881 
883 
912 
918 
920 
921 

925 

934 
951 
954 
955 

961 
974 
980 
984 
992 
994 
995 



• 

• 

• 

1 IHDIX - Continued 

2 •••: 

3 PRBO I. ROCK 

4 Prefiled Rebuttal Te•tiaony inserted 

5 STBVBII C. AIIOltEASSI 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Prafiled aabuttal Te•tiaony inserted 
Direot Jxaaination by Mr. Hoffaan 
eroaa Bxaaination by Ms. Peed 

836 

ha• Ho. 

1004 

1011 
1016 
1017 



• 

• 

• 

837 

1 EXHIBITS 
lhlllber: Identified Adaitted 

2 

3 53 - (Late-filed) (Gillan) IAC's 
... ponaea to Southern Bell's First set 

4 of Interrogatories, Nos. 16 ' 17; and 
5 (Confidential) ' 10 (Confidential) 959 959 

5 
54 - (Gillan) JPG-7 974 

6 
55 - (Late-filed) (Gillan) Mr. Gillan's 

7 ... ponae to the LECs' cost-based 
rates 1001 

8 

' 
10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1002 



• 

• 

• 

PROCEEDINGS 

(Hearing reconvened at 1:30 p.m. ) 
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1 

2 

3 

4 

(Tran•cript continues in sequence from Volume 6.) 

CRAXRMAN DEASON: Call the hearing back to 

5 order. Kr. Tye, I believe your witness is next. 

6 MS. PEED: Mr. Chairman, I'm sorry, I just hav.e 

7 one i••ue I would like to bring up as far as the order of 

8 vitn ..... for rebuttal. Earlier in the proceeding we had 

9 rearranged the order of witnesses to accommodate 

10 Kr. Gillan'• •chedule, and Mr. Gillan has been here 

11 throughout ya•tarday and today, and I believe he's not 

12 leaving until later on this evening, and so I would 

13 propo•• that we go back to the way that the witneases we.re 

14 8chedulad before. Al•o, this would give an opportunity 

15 for -- •• in the direct testimony, Mr. Gillan had an 

16 opportunity to li•ten to all of the LEC witnesses and then 

17 pre•ent hi• ta•tiaony in this way. It would give an 

18 oppo•ite effect of the LEC witnesses having the 

19 opportunity to go laat to support their tariffs. 

20 CHAIRMAN DEASON: You're proposing that he would 

21 follow Mr. Lee a• contemplated in the 

22 MS. PEED: That he would go before Mr. Lee. In 

23 between Kr. Baauvai• -- I mean after Mr. Beauvais. 

CHAIRMAN DEASON: Ms. Kaufman?"' 24 

25 MS. KAUFMAN: Mr. Chairman, we would object to 
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1 that. Aa I atated yesterday, I thought th• order of 

2 vitneaaea had been discussed yesterday. We believe it'• 

3 .ore appropriate for Mr. Gillan not to appear in the 

4 aiddle of the LEC witnesses' case, but to follow thea. 

5 And we would request that he be permitted, as you ruled 

6 y .. terday, to follow Mr. Hendrix. 

7 CHAIRMAN DEASON: Let me ask you thia, is he 

8 going to be available tomorrow? 

9 MS. KAUFMAN: He can be available tomorrow. 

10 CHAIRMAN DEASON: Okay. We'll just stay with 

11 the order as I have it, and that would be Guedel, 

12 Beauvais, Lee, Denton, Hendrix, Gillan, Rock, Andreassi • 

13 And I understand that Mr. Andreassi is not available 

14 toaorrovJ i• that correct? 

15 MR. HOFFMAN: Mr. Chairman, he is available 

16 toaorrov if the hearing goes into tomorrow. It's our 

17 preference to try and get him out of here today, but he is 

18 available toaorrow. 

19 CHAIRMAN DEASON: Okay. I would like to 

20 conclude all witneasea today. But I don't know if that's 

21 poaaible. Okay, llr. Tye. 

22 KR. TYBz Yea, air, we'll recall Mr. Guedel, 

23 Mr. Cbairaan. 

24 

25 
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1 MIKE GUEDEL 

2 vaa recalled aa a witness on behalf of AT,T, and having 

3 been duly sworn, testified as follows: 

4 DIRECT EXAMINATION 

5 BY IIR. TYB: 

6 Q Kr. Guedel, you've previously testified in this 

7 procaed1ngJ 1• that correct? 

8 A Yea, that is correct. 

9 Q And you're still under oath. Would you please 

10 state your naae and address one more time for the record? 

11 A Yea, ay name is Mike Guedel . My business 

12 addraaa 1a 1200 Peachtree Street, Northeast, Atlanta, 

13 ceorv1a 30309 . 

14 Q Nov, air, have you prepared and caused to be 

15 praf1led in this proceeding rebuttal testimony consisting 

16 of ao .. 14 paqea of questions and answers? 

17 A Yea, I have. 

18 Q And do you have any changes, corrections or 

19 additions to that testimony which you wish to make at this 

20 ti .. ? 

21 A No, I do not. 

22 Q If I asked you the same questions contained in 

23 that testimony here today, would you give me the same 

24 anawera contained therein? 

25 A Yea, I would. 
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1 Q And have you prepared a summary of that 

2 teatiaony? 

3 A Yea, I have. 

4 Q Could you please give us that summary? 

5 A Yea. 

6 Q The purpose of my rebuttal testimony waa three-

7 fold. Firat, I refute the arguments of GTE Witness Lee 

8 regarding the use of a reconfigured network to develop the 

I RIC charge. such a proposal would result in immediate 

10 overrecovery; that ia recovery in excess of revenue 

11 neutrality. And I will also show that it will result in 

12 recovery of revenue in excess of revenue neutrality, even 

13 if carrier• reconfigure as they have predicted. 

14 Second, I rebut Mr. Lee's proposal for switched 

15 ace••• discount plana. While the filing is still 

16 inca.plete, it i• conceptually flawed and would most 

17 likely result in discriminatory pricing. Finally, I will 

18 explain how Mr. Gillan'• proposed pricing structure ia not 

11 a co•t-baaed solution, but rather a return to 

20 ainute-of-uae baaed pricing. 

21 rir•t, the return of the reconfigured network. 

22 We spent aoae ti .. in the last couple or days talking 

23 about how the RIC charge was developed. Basically, the 

24 coapany started out with an amount of revenue that they 

25 were currently receiving from transport services. Fro• 
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1 that total ..ount they subtracted the amount of aoney that 

2 they would nov get from the facility-baaed eleaenta of the 

3 new r .. tructure tranaport. Those facility-baaed eleaenta 

4 are the DS1a, the DS3a and the tandem switching. The 

5 r ... inder, the dollar• left over from that pot, once you 

6 •ubtract out the facility-based revenues, became the RIC 

7 ..aunt. And the per-ainute amount was again obtained by 

8 dividing by the appropriate minutes. 

1 When you uae a reconfigured network, you aaaume 

10 that carriers are going to reconfigure their transport 

11 network, reorder tranaport, if you will, to provide aore 

12 efficient use of the network. In other words, carrier• 

13 are going to reconfigure in order to cut their coata. If 

14 carriers reconfigure to cut their costs, they will 

15 probably purchaae lea• of the facilities than they are 

16 currently purchaaing. If that is the case, the LECs will 

17 recover lea• aoney from the transport from the 

18 facility-baaed eleaenta than they previously would. And 

11 the RIC charge would naturally go up. 

20 Now QTB preaented earlier this week what they 

21 aaid waa an anoaaly to that in Florida where the RIC 

22 charge vaa actually lowe:r if they used reconfigured 

23 network. However, under cross examination Mr. Lee pointed 

24 out that in actuality, the RIC charge became different 

25 becauae they actually used a different demand set in 
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3 relationabipa. That'• not an anomaly, that's a tact. So 

4 I will still aaintain that if you use a reconfigured 

5 network, you are 90ing to inflate the RIC charge, unless 

6 you aa•uae the carriers .are going to reconfigure in a 

7 .anner that would be less efficient. 

8 Nov, what happens been when you use the 

9 reconfiC)Ured network? O.n day 1, before the carriers 

10 reconfigure, you automatically are in a position where you 

11 are recovering in excess of revenue neutrality because you 

12 have aet the RIC charge to recover not only the base, not 

13 only the difference, but also any facilities that aay not 

14 be U8ed in the future as a result of reconfiguration. So 

15 on day 1 you autoaatically overrecover. 

16 What happens o.n day 2? If the carriers do 

17 reconfigure, the cost of the facilities that are now not 

18 being used are being recovered through the RIC charge. 

19 But tbe que•tion then be·comes what happens to those 

20 tacilitie•? Are they put away? Are they hidden? Are 

21 they lost forever, or are they reused? And the answer is 

22 they are aoat probably reused . We are talking about 

23 tand- •witchift9 capacity. We are talking about 

24 tranaaiaaion capacity and we are talking about DSl 

25 aultiplexera that can be used in a variety of services, 
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1 and a• long a• the telecommunications industry continue• 

2 to qrov, and I ••• no reason why it will not continue to 

3 9r0V a• it ba•, tho•• facilities will be reused. And when 

4 tbey are reu•ed, the company will recover the co•t one 

5 .ore ti.. fraa the cu•toaers who purchase the other 

6 •ervica•. So even if carriers reconfigure as the•• 

7 ~ie• have •tated that we will, they will double 

8 recover tho•• co•t• if they use a reconfigured network 

9 when calculating the RIC. Therefore this commission 

10 abould order thoae coapanies that use the reconfigured 

11 network to 90 back and do it right the next tiae. 

12 My •econd point deals with the switched ace••• 

13 di•count plan. And ay point here is the plan is basically 

14 not co•t-ba•ed. Let ae give you an example of how I think 

15 tbe plan is going to work. There aren't a lot of nuaber• 

16 in what they propose, but I have an idea of what they're 

17 doing. For exaaple, let'• take customer A. customer A 

18 deliver• 1 aillion ainutes of use to GTE in a year, Year 

19 1. In Year 2, cu•toaer A commits to deliver 1,050,000 

20 ainute• to GTE. That's approximately a 5' increase. 

21 Under the SADP, the •witched access discount plan, this 

22 custa.er could qualify tor a discount on the 1,050,000 

23 ainut••· 

24 Let'• take a look at customer B. custoaer B 

25 deliver• 100 aillion ainutes of use to GTE in Year 1. In 
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1 Year 2 cuata.er 8 delivers 100 million minutes of uae 

2 avain to GTB. Tbia cuatomer, however, does not receive a 

3 diacount and doea not qualify for a discount under the GTE 

4 plan. •ow, I tbink you can make an argument that volu.e, 

5 in an econo.y of acale world, can result in lower per unit 

6 coata. But I don't aee how you can make an argument that 

7 tbe ca.pany Wbo provide• 1 million minutes can anyway have 

8 leaa coat to provide that 1 million minutes than to aerve 

9 tbe cuatoaer who delivers 100 million minutes, again on a 

10 per ainute of uae baaia. So for these reasons I think the 

11 plan is flawed and I think it should be rejected. 

12 Finally, Kr. Gillan. Mr. Gillan spends a great 

13 deal of tiae in his testimony championing th~· merits of 

14 co•t-ba•ed pricin9. But at the conclusion, his pricing 

15 proposal reverts to a ainute-of-use arrangement very 

16 •iailar to that in the equal charge rule. 

17 Firat, Kr. Gillan supports the proposed pricing 

18 of DS3 service• with whatever markup above cost they 

19 contain. But he then arquea that the additional 

20 facilities or additional coats required to provide DS1 

21 service be •old at incremental cost. The markup that 

22 would noraally be associated with the DSl facilities will 

23 be included in the RZC or some other minute-of-use 

24 aechanisa under Kr. Gillan's plan. This does not preserve 

25 the cost relationship, but merely constitutes or merely 
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1 continue• tbe equal charge rule. 

a Second, Mr. Gillan ignores the balance of 

3 intere•t contained in the FCC prescription. The local 

4 tranaport re•tructure filings that this co .. isaion i• 

5 reviewing generally contain the same rates or the .... 

6 rate relationship for dedicated services as found 

7 rea•onable by the FCC. The FCC did not approve thi• 

8 relationship without •ignificant analysis. The FCC 

9 considered the current pricing of DSl and DSJ dedicated 

10 •ervice•. The rcc recognized several factors that 

11 contributed to coat differences between providing DS1 and 

12 providing an equivalent number of DSls through a DSJ 

13 offering. The PCC ordered BOt of the costs associated 

14 with tandea avitchin9 to be removed and recovered through 

15 tbe RIC. And in direct response to the concerns of 

16 ... 11er IXC8, concern• consistent with the arguments 

17 pre•ented by Mr. Gillan today, the FCC established a 

11 DS1-to-DS3 pricing ratio of 9.6-to-1 as the floor of 

19 •••u.ed rea•onablene••· 

20 Finally, the FCC ordered the preparation of 

21 8hadow billa to determine the impact of the restructure on 

22 all cla• .. s of carriers. The FCC found that the cost of 

23 transport would aost likely increase for small carriers, 

24 but the increase would be minimal, not threatening. And 

25 those co•t• were expected to increase by some margin, 
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1 reoogniaing that theae companies had been protected by the 

2 eqga1 Cbarve rule for the years. The rate• propoaad by 

3 tbe LBCa for dedicated transport in thia proceeding 

4 reflect that .... balance. Therefore, thia comaiaaion 

5 abould approve the pricing of dedicated portion of the 

6 tranaport reatructure as filed by the LECs, recognizing 

7 that the concern• of Mr. Gillan have been incorporated 

1 into the propoaad pricing. This concludes my aumaary. 

9 KR. TYI: Thank you, Mr. Guedel. Mr. Chairaan, 

10 I would aak Kr. Guedel'• rebuttal testimony be copied into 

11 the record aa though given orally. 

12 CHAIRMAN DEASON: Without objection it will be 

13 ao inaerted. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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A. My naae i• Mike Guedel and ay business address is AT,T, 

1200 Paacbtr .. Street, NE, Atlanta, Georgia, 30309. I 

aa e.ployed bf AT'T as Manager-Network Services 

Divi•ion. 

Q. ft.D88 Due&J•8 YOGa IIDVCAIJ'IODL BACKGROVIID UD woaK 

IIDDIDCa. 

A. I received a .. ater of Business Adainistration with a 

concentration in Finance from Kennesaw State College, 

.. rietta, GA in 1994. I received a Bachelor of Science 

deqr .. in Buain••• Adainistration from Miaai 

Vftiveraity, Oxford, Ohio. Over the past years, I have 

attended nu.erou• industry schools and aeainara 

covering a variety of technical and regulatory issues. 

I joined the Rate• and Economics Oepartaent of south 

central Bell in February of 1980. My initial 

aa•i9n.enta included coat analysis of terminal 

equi~t and •pecial aaaeably offerings. In 1982, I 

worked on ace••• charge design and development. Froa 

May of 1113 tbrou9h Septeaber of 1983, as part of an 

AT6T taak force, I developed local transport rates for 
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15 
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20 
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23 

24 

21 

.. , 
tba initial NECA interstate access filing. Post 

divutiture, I r ... ined with South central bell with 

specific responsibility for coat analysis, design, and 

de¥el~t relating to switched access services and 

intraLATA toll . 

In June of 1985, I joined AT,T, assuming responsibility 

for coat analysis of network services including access 

cbar9e i~cts for the five South Central States 

(Alabaaa, Kentucky, Louisiana, Hiaaiaaippi, and 

'l'enneUH) • 

A. Ky current responsibilities include directing 

analytical support activities necessary for intrastate 

co..unicationa services in Florida and other southern 

statu. Tbia includes detailed analysis of access 

cbarqes and other LEC filings to assess their iapact on 

AT'T and ita custoaera. In this capacity, I have 

repr ... nted AT'T through formal testimony before the 

Florida PUblic Service Coamiasion, as well as the 

regulatory ~iaaiona in the states of s~uth carolina 

and Georvia. 

2 
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ua YOU ftll aalla UKB GUBDBL DO riLID Dl~ lf~IIICIIY 

D ftl8 .aoc.Dt• o• IIAY 23, 1114'1 

4 A. Yu. 

I 

' 
7 0· 

• 
9 A. 

10 

-.&If 18 ftll .URI088 or YOUR RBBUTTAL 788~IK0~'1 

The purpoae of •Y rebuttal testimony is threefold. 

11 Firat, I will refute the arguments of Hr. Kirk Lee 

12 tutifying on behalf of GTE Florida Inc. regarding the 

13 u .. of a •reconfigured" network in developing the 

14 Reaidual Interconnection Charge (RIC). Hr. Lee'• 

15 propoaal would ensure an immediate recovery in excess 

16 of revenue neutrality. 

17 

11 second, I will reco ... nd that the Commission reject 

19 GTE'• propoaal for the switched access discount plan 

20 (SADP) a9ain aupported by Hr. Lee. The discount 

21 atructure dou not reflect underlying costs and could 

22 lead to diacri•inatory and anticompetitive pricing. 

23 

2t Third, I will refute Hr. Gillan's extended aupport of 

21 the •equal chAr9e• rule. In adopting the new tranaport 

3 
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atructure and price levels, the FCC struck a balance 

between the deaires of those who souqht to continue the 

•equal charge• application, and those who preferred 

.ov...nt to ratea that •ore accurately reflected coat 

relationabipa. 

J. a.Goaflprecl •etvork - Local 'l'raDsport 

g. Win DO WOO 8&1 ... lOKI COIIPAIIIBS DVB VSBD A 

~~...._.. .llloaK 'fO DBVBLOP HB AIC7 

A. In the •equal charqe• transport environment, there was 

no incentive for carriers to optimally order ace••• 

facilities, because access confiqurations did not 

affect acceaa expense. In the restructured 

environaent, however, some carriers may find that they 

can save aa.a access expense by more efficiently 

utili&in9 tbe LIC ace••• networks. In other words, 

these carriere could deliver the same number of ace••• 

ainutes, uelng a aore efficient access confiquration, 

and pay the LIC less aoney. 

4 
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COnaiderinq the revenue neutral nature of the propoaed 

r .. truoture filing, with the RIC abs9.rbing all revenue ,. 

not .. ti .. ted to be recovered from the facility baaed 

el..anta, the LIC can inflate the level of the RIC by 

a••uaing inatant (hypothetical) reconfiguration to an 

opti.ally efficient network - a network that doe• not 

exi•t today and one that may never exiat. 

Witb tbi• procedure, the LEC would be loading soae of 

the revenue requireaent currently being recovered froa 

the tranaport facility elements (i.e., DSl , DS3, and 

tand .. ) into the RIC. Thus, while the current network 

configuration r ... ina, the LEC will be recovering ita 

network coat• froa both the transport facility charges 

•• well a• the RIC. This methodology would enaure an 

i..ediate recovery of revenue in excess of revenue 

neutrality. 

a. LD 8VMUN at' •acau 1' uo 11 oP Ria 'l'B&'l'IIIOIIY, 

Blat' ft8 ULL LOOa8 IIODY OVD 'l'BB LOIIOZR 'l'BRII II' 1'1' 

DD8L0.8 It'8 Dt'U 8&880 VPO. All BI8TORICAL •lftOU 

CC..ICiaaat'IO.. DO 1'00 &Gall WI'l'B 'l'HAT co•CLU8I0.7 

5 
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No. GTE will not lose •oney if it establishea its 

rat .. based upon a historical network. In fact, the 

uae of the •reconfigured• network will aost likely 

enaure over-recovery even in the longer ter.. 

Firat, the use of the reconfigured network ignores the 

fungability of the underlying plant. It is true that 

aa carrier• reconfigure to find •ore efficient waya of 

utiliaing ace••• aervices, GTE may find itaelf 

providing the .... voluae of access ainutes with less 

aoceaa facilitiea. This aay result in soae decreaae in 

facilitiea transport revenue. However, the foregone 

faciliti .. (basically switching capacity and 

tranaaiaaion equipaent) are generally re-usable. As 

loft9 aa teleco.aunications services continue to grow, 

GTE can uae these facilities to provide additional 

aervicea. Tbeae additional services will generate the 

revenue to recover the cost associated with the 

facilitiea. However, if GTE recovers the cost of these 

facilitiea through an inflated RIC and also through 

ratea for additional services, it will clearly recover 

ita coata twice. 

Second, !be RIC ia a pure contribution element. In 

other worda, the increaental cost of providing an 

6 
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additional ainute of RIC is ~· Thua, if ace••• 

ainutea were to 9row 5' in the next year, GTE would 

receive a 51 increaae in revenue fro• the RIC with no 

aa.ociated increaae in coat. Thla additional revenue 

could off .. t potential loses fro• network 

reconfivurationa. 

0• --~ AC71011 AOVLD H8 COIIIII88IO. 7U8 WID au•acr '1'0 

-·· IACIL ftAIIaJOa!' FILI.G'l 

A. The Ca.aiaaion ahould approve the propoaed atructure 

and all of the rate• except for the RIC. It •hould 

then order GTE to recalculate and refile the RIC baaed 

upon exiating network configurations. Unl••• GTE ha• 

a .. u.ed that carrier• would "reconfigure" into leaa 

efficient (i.e., aore costly) configuration•, thia 

ahould reault in the filing of a lower RIC. 

0• Dft r.c. OI'IID IJ'IIU ft8 V8BD A "RECOIIFIGvaBD" llft'WOU 

'1'0 D~• ~~• atca? 

A. It ia ay underatanding that both centel and United have 

alao uaed a •reconfiqured" network . For the aaae 

7 
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reaaona diacuaaed above with respect to GTE'• filing, 

tho .. coapaniea ahould also be required to refile their 

tranaport ratea reflecting charges based upon exiatinq 

network configuration• • 

11. ~ .. itobe4 ace••• Diacouat PlaD 

Q. D. La 11&8 8VCIGU'fD lfll&'f TH8 COJIIII88IO. CO.SIDD a 

RltGIW accmA DI8COUII'l' PLAII (8&DP) U a P088IaU 

11.....CIMIMI11 'fO LD. IS HIS All APPROPaia'f8 HICIIICI 

&L'f-'fift7 

A. Mo. AT6T cannot aupport the Switched Ace••• Di•count 

Plan propoaed by CTE in thia case because ita Tera and 

Growth Plan optiona are not cost-based . For a monopoly 

acceaa aupplier to discount the price it charges for 

acceaa traffic, without a demonstration that providing 

that acceaa traffic creates a cost savings for the 

aupplier, ia both diacriminatory and potentially anti­

oo.petitive. Abaent competition, such di•count• for 

acceaa aervice cannot be justified. 

8 
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1 Q. 

2 ~ Ja09%8Za.8 OW ~··· DI8COu.r PROPOSAL? 

l 

' A. 
I 

' 

The Tera Plan option of GTE'a switched Ace••• Discount 

Plan i• unacceptable because it is not coat-baaed. 

Under tbe ~ Plan, GTE proposes to discount •witched 

7 ace••• rate. ba•ed on a customer's coaaitaent of a 

a certain percenta9e of ita base period usage to GTE for 

9 a •pecified tera. The percentage of base to be 

10 ca.aitted under the Ter. plan ranges froa eo• to 100,, 

11 and tbe tara of tbe co .. itaent varies froa one to five 

12 

ll 

year•. •o distinction is made under the Plan for 

difference. in the aize of custoaers• base period 

1• u•a9e, nor for any absolute increases in the voluae of 

11 participatift9 cuata.era• access minutes. 

16 

17 

11 Q. 

19 

20 

21 A. 

DOVLD ft8 WIW ~ OHIO. OP G'I'B' 8 8Wit'CIIBD 

Dlacouw ~ •• unovD7 

No. Tbe Growth Plan option of the Switched Access 

22 Discount Plan offers discounts to GTE access cuatoaers 

2l baaed on tba percentage of growth in switched ace••• 

2• uaa9e that th ... individual customers experience. On 

21 the whole, it favors access custo11ers with high growth 

9 
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ratea. under the Growth Plan, the potential exi•t• for 

acce•• cuato.er• with high growth ratea to pay an 

effectively lover rate per minute for •witched ace••• 

tban cuato.er• with equal or even greater overall 

acce•• uaa9e, but lower percentage growth ratea. Thia 

i• econo.ically unju•tified and unreaaonably 

diacriainatory. 

111. Squal Cbarge Rule 

Q• D. GILLU 8VGGD!f8 A!' PAGB 3, LIIIBS I !'llltOUGJI 7, or 

D8 D~ ~DIOIIY ftiA!' lr !'BB liD !'aAII8POR!' 

8ft~ 18 "PaGPDLY IKPLEIIBIITED," PRICB 

a8La!'I~P8 8BOVLD KA!'CB COST RBLATI0.8BIP8. DO .. 

D. GILLU' 8 ftOPOaBD PRICIIIG KBTBODOLOGY PRUDVII ftB 

a.D.aLYI.. 008!' RBLA!'I0.8BIP8? 

A. No. Mr. Gillan'• proposed methodology preserves ~he 

equal charge rule. 

Mr. Gillan auggeata that a cost-based price tor os-1 

facilitie• could be determined by adding the 

incr..,ntal coat ot the os-J to os-1 multiplexing to 

10 
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one twenty-eighth of the proposed price of DS-3 

faciliti... However, in mixing the •price• (which 

included coat plus aark-up) of the DS-3 with the •coat• 

(increaental coat without any mark-up) of the DS-1, Mr • 

Cillan distorts the coat relationship between the two 

.arvicea. Under, his proposal, purchasers of DS-3a 

would be required to pay the cost of providing the DS-3 

plua ao.e aark-up (contribution) above that coat. 

Purchasers of DS-1, however, would only have to pay the 

inareaental coat associated with the additional 

facilities required in providing os-1 service. The 

aark-up that would be associated with the additional 

DS-1 facilities (aark-up that is included in proposed 

LBC rates) would be aoved to the RIC (or soae other 

•equal charge• recovery mechanism) . However, because 

the RIC is paid on a minute of use basis by all 

purcbaaera of transport, the DS-3 customer would be 

bearing a portion of the aark-up that is included in 

the LBC'a proposed os-1 rates . This does not represent 

coat baaed pricing; it aiaply represents a acheae to 

perpetuate the non-coat-based advantage inherent in the 

equal charge rule. 

11 
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0• DID Bm .CO cc:.8JDD ftl8 KIIID8 or UGUIDift'8 t'DI' D. 

8JLLall :ra ~~- n:roa lfO oJlDa:r•o ftl8 ..,.~ aiiD 

DR aa.&Ua.8al.8 OJ' '1'118 LOCAL 'l'RAII8toal' aUDUc-rua.'l 

A. Y... The rcc received coaments from over titty 

oo.pani.. or or9anizationa and reply co .. enta froa over 

forty coapani .. or organizations during ita 

inv .. ti9ation of local transport restructure. Theae 

expr .. aed concern• were weighed in the developaent of 

tbe final order. 

Por exaaple, tbe PCC placed the majority of the 

contribution •••ociated with transport in the RIC. The 

RIC i• billed on a ainute of use basis consistent with 

the equal char9e rule. The FCC loaded 80' of the 

revenue require .. nt •••ociated with the tandem 

avitcbing ele .. nt into the RIC to lighten the iapact of 

r .. tructure on tbo .. carriers utilizing tandea 

avitcbing. By placing this revenue requirement in the 

RIC, it too wa• recovered consistent with the equal 

cba~e rule. Finally, the FCC established pricing 

relationships between the direct trucking eleaenta 

ba8ed upon historical private line relationships. 

12 
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To anaure tbe rea•onablene•• of its deci•ion•, the FCC 

reviewed •abadow bill•• created by the local exchange 

co.pani•• to evaluate the impact of the propo•ed 

r .. tructure on various situated carrier•. The 

ca.proai- order aay not be perfect in all eye•. 

Indeed tbe PCC con•idered it •interim,• recognizing the 

need for ongoin9 review. However, the order att .. pted 

to •trike a balance between the competing intere•t• 

vbile .oving toward co•t-based pricing. 

0• ULL ·~C8 t'O &vaaL UDa IM ~LORIDA aa DUD BY na 

UncwaL tW ftl. t'UIR U IIR. GILLAII 8UGGU'I'. A'l' •u• 
t tW 111• lfD'I'IIIOIIY7 

A. •o. Rural area• will continue to be served by a 

coabination of dedicated DSl transport and tandea 

avitcbed transport, ju•t as they are today. AT'T 

-rve• all area• of Florida, including the most reaote 

rural areas, utilizing a combination of dedicated and 

tand .. switched facilities. Any IXC that desires to 

-rve rural area• will pay the same rate for the saae 

type of transport a• AT'T and will, therefore, not be 

disadvanta9ed. 

13 
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1 

2 

3 

MR. TYE: Mr. Guedel is available for crosa. 

CHAIRMAN DEASON: Ms. Peed. 

MS. PEED: Mr. Chairman, I have just a few 

4 questiona. 

5 

6 BY liS. PEED: 

... 
CROSS EXAMINATION 

7 Q Mr. Guedel, in your summary you mentioned that 

8 the FCC deterained that the impact of local transport 

9 reatructure would be ainimal. Is that correct? 

10 A Yea, that'• correct. 

11 Q Were you here yesterday when Mr. Gillan 

12 preaented hia direct testimony? 

13 A Yea, I waa. 

14 Q Do you recall the chart that he presented which 

15 appeared to depict a aignificant difference in the charges 

16 applied to different interexchange carriers? 

17 A Yea, I believe he had a bar chart here which 

i8 ahoved the difference in pricing of DSls, DS3s and tandem 

19 avitchin;, tandea awitching being extremely high per 

20 ainute of uae and DS3a being extremely low per minute of 

21 uae. 

22 Q And laatly, could you reconcile the apparent 

23 difference• between the FCC's view and Mr. Gillan's view 

24 regardift9 the iapact? 

25 A Well, I believe the presentation of Mr. Gillan 
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1 indicated that only the large -- and I'll say •the• large, 

2 according to Kr. Gillan -- interexchange carrier, would be 

3 able to uae DS3. Other carriers of medium size would use 

~ DS1a, and carriers ot small size would use tandea 

5 avitcbinq. Baaically that's not true. All of ua use a 

6 aix of those kinds of services. Admittedly, AT'T aay have 

7 aore DS3a than anybody else. We probably also have aore 

8 DS1a than anybody else and more tandem-switched ainutea 

9 than anybody else. 

10 So in order to look at things in pruportion to 

11 see exactly how carriers are affected, you have to look at 

12 tbe aix of facilities that they use, and it you look at 

13 the aix of facilities, you'll find that that sloping line 

1~ ia not nearly aa steep as the one that Mr. Gillan had 

15 presented, but ia relatively flat. Admittedly, the small 

16 carrier• will receive an increase under the restructure, 

17 and that's aiaply because -- not that all of a sudden the 

18 big carriers are getting an advantage, but simply because 

19 the ... 11 carrier• have been given a significant advantage 

20 under the equal charge rule for many, many years, and 

21 we're juat starting to equalize that. But the slope of 

22 the actual difference is much more much leas steep than 

23 that wbicb Kr. Gillan presented. 

2~ Q Thank you. That's all I have. 

25 CHAIRMAN DEASON: Ms. Kaufman? 
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IIR. ADA.IIIS: Just a couple of question•. 

BY IIR. ADUIS: 

Q llr. Guedel. 

A Y•• 

CROSS EXAMINATION 

Q You were criticizing the GTE plan a minute ago 

for not being coat based. Is it AT'T's position that 

local exchange carrier access services should be coat 

baHd? 

A Yea. AT'T supports cost-based pricing, 

abaolutely. 

Q Have you been present for the testimony of the 

13 local exchange carrier witnesses here? 

14 A Yea, I have. 

15 Q And did you hear all of them say that their 

16 rate• are aarket baaed, not cost based? 

17 A Yea. And that's something I probably should 

18 addre••· We are not aupporting the LECs' filing because 

19 of the a~nt• that they put behind them. I am not 

20 •upporting aarket-baaed pricing. I think that's 

21 coapletely inappropriate for companies who possess an 

22 ab•olute aonopoly, aa the LECs do. We are supporting the 

23 filing• of the LIC• because the rates they are filing in 

24 thia juri8diction airror those that have been approved by 

25 the POC. And ve believe that the FCC has struck a balance 
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1 in their restructure filing between the interests of all 

2 partie•, the interexchange carriers, the small ones, the 

3 large ones, and the LEC. So that is why we are supl'Orting 

4 that. I do not support market-based pricing for aonopoly 

5 aervice. 

6 JIR. ADAMS: No further questions. 

1 liS. CASWELL: I just have a couple of questions 

8 11r. Guedel. 

9 CROSS EXAMINATION 

10 BY liS. CASWELL: 

11 Q Baaed on the activity that's gone on so far, 

12 you' re absolutely certain that IXCs wil l reconfigure their 

13 networks: isn't that true? 

14 A I would be surprised if they didn't. If we can 

15 save aoney we will do it. 

16 Q And at the same time you can't be absolutely 

17 certain that the facilities freed up by those 

18 reconfiqurationa will be reused by the LECs, can you? 

19 A I think I can be certain of that as long as the 

20 industry continues to grow as it has grown, and as long as 

21 the LBCa aarket those services and are willing to sell , ..• 

22 th-, I think I can be very, very sure there will be a 

23 aarket for the•. 

24 Q But if the Commission approves expanded 

25 interconnection for switched access, won't that introduce 
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1 .ore aa.petition for the LECs' access servicea? 

2 A It will introduce a platform for the beginnings 

3 of co.petition, or for the beginnings of potential 

4 coapetition. Will that introduce competition overnight? 

5 Ab•olutely not. 

' 
7 

8 

9 

10 

11 

12 

liS. CASWELL: Thank you. 

liS. BRYANT: No questions. 

liS. JaJRLIN: No questions. 

liS. CANZANO: Staff has no questions. 

CHAIRMAN DEASON: Commissioners? Redirect? 

KR. TYB: No redirect. 

CHAIRMAN DEASON: And we have no exhibita. 

13 '1'bank you, llr. Guedel. 

14 CHAIRMAN DEASON: Ms. Caswell? 

15 MS. CASWELL: GTE calls Mr. Beauvais to the 

16 .tanct. 
17 EDWARD C. BEAUVAIS 

18 vas called as a witness on behalf of GTE Florida, and 

19 having bean duly sworn, testified as follows: 

20 DIRECT EXAMINATION 

21 BY liB. CASWELL: 

22 Q Would you please state your name for the record? 

23 A Ky naae is Edward c. Beauvais. 

24 Q Are you the saae Mr. Beauvais that filed direct 

25 testiaony in this proceeding? 
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1 A Yea, aa'aa. 

2 Q Did you alao file rebuttal testimony in thia 

3 proceedincJ? 

4 A I did. 

5 Q Do you have any additions or corrections to that 

6 teatiaony? 

7 A I don't. 

8 Q If I aaked you those same questions today, would 

9 your anavera r ... in the aame? 

10 A Yea, they would. 

11 KS. CASWBLL: llr. Chairman, I would ask that 

12 Kr. Beauvaia' teatiaony be inserted into the record as 

13 tb0U9b read. 

14 CHAIRMAN DEASON: Without objection, it will be 

15 so inaerted. 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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-.... ft&ft YOGa Dim AIID 8081-8 ADIJPM8. 

My na.e i• Edward c. Beauvais; ay buain••• addr••• 

i• 600 Hidden Ridge, I r ving, TX 75038. I aa .. -

ployed by GTE Telephone Operations as Senior Econo­

aiat in the Regulatory Planning and Policy Depart­

..nt. 

DID .,., n.YIOV8LY ftMD'l' 'fU'f%110111' UD .Uial'f8 

ft !'1118 CGIIII88101f 1• '1'1118 DOCK8'1'7 

Yea, I pre•ented direct testiaony and exhibit• 

previoualy in thi• docket, both in Pha•e I, dealing 

with Bxpanded Interconnection for Special Ace••• 

Tranaport, anct in Phase II in which the co .. ia•ion 

i• considering eiailar issues as•ociated with 

SWitched Acce•• Transport . I also pre•ented Sup­

ple..ntal Direct Te•tiaony in Phase II, in which I 

addreaaed the iaplications for this co .. i••ion ot 

tbe recent Court ot Appeals reversal of the FCC's 

phyaical collocation aandate . 

WD9 18 ftll nuo.• or YOoa !'UifiiiOIIY IJ'ODAY'I 

My t .. tiaony today responds to assertion in certain 

partie•' te•tiaony and focuses on the public policy 

aepect• of thi• c•••· To the extent that •pecitic 

i••u .. ari .. with respect to the transport r••truc­

ture, Mr. Kirk Lee will address them. 
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on June 17, 1994, the U.S. Supr... Court 

ruled that the FCC acted without lef)al authority 

vben it aoved to relieve "non-doainant• carriers 

troa the responsibility of filin9 tariffs. While I 

do not believe that this decision baa any l4t9al 

t.plicationa for the Florida Public Service Co .. ia­

aion in thia docket, I do think that it baa iapli­

cationa tor the correct public policy to be pursued 

aa to vbat entities should be required to file 

tariff• vith this co .. ission. 

Q. 1111&~ U8 ,_,.. IDLICAlfl0.8 roa coma881011 .OLI~ 

aaz•~ nc..,.. o.a. aua- cooatt D8CI810117 

&. Taritta can Hrva both as a re9ulatory aechaniaa 

and an inforaation source for consuaers. New 

entrant• to the aarketplace arisin9 fro• the adop­

tion of expanded interconnection, or tor any other 

r-aon, abould be subject to the aaae type of 

tariffing requiraaents as established carriers. 

Tbia ia .ore than aiaply a "level playinq field" 

arvu-ent and baa very little to do with arquaenta 

about relative possession of aarket power by a 

fira. It is fundaaenta 11 y a consuaer aafe9Uard 

2 
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arfJUIIeJlt and an arCJuaent proaotinCJ the efficient 

functioning of a aarket. The efficient functioning 

of a .. rketplace relies on the flow of inforaation 

to cu.to.era relative to the availability of ••r­

vioee, u well a• the price and quality of those 

aervice•. Tariffs filed by all coapaniea at a 

single location clearly facilitate coapariaon 

abopping a.ong consuaers by ainiaizinCJ the ••arch 

costa. Ready access to this inforaation will 

beCOM even 110re iaportant as AAVs and other• bec)in 

to ••rv• aaaller customers. This availability of 

inforaation in turn contributes to a aore efficient 

..rketplace. Thus, those parties opposinCJ the 

filing of tariffs are mistaken fro• a current 

public policy perspective. Any fira offerincJ 

tranaport and/or access services in the aarket 

today abould be required to file tariffs with the 

Plorida CO..ission. 

z• Cft'•L'8 ••o•o••o TAilirra, oo•• GT8rL orra 

...aDD XftDCOIIII.c:!'IO. AlfD COLLOCA'fiO. A'f l'f8 

acca8 DD-1 

v .. , GTEPL proposes to offer such service to all 

partie• not only at our tandea offices, but at our 

end offices where space is available and where the 

faciliti .. are otherwise qualified and capable of 

3 
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offer1D9 •uch functions . 

g. D 818 ,_.,DC*Y, D. UD8au8I 01' I'&~ U8VU 

lf&t' LIIC8 .-ouLD •• OaDDB 1'0 VIIBUIIDU t'&IID-

81-'.t.DM AIID ·-It' ~ftit'IO• 1'08 t'AIID- aovt'IID 

nuw~c. ..... 
&. In Pba .. II of ita CC Docket No. 91-141, the PCC 

r•l-..S an order on May 27, 1994 that require• 

Tier 1 LBC• to provide aignallinq infon~ation to 

any third party collocated within an equal ace••• 

end office •o that tande• awitchinq network• can be 

conatructed to co•pete with LEC tande• avitching 

aervic... Thi• ••ana that if Signalling Sy•tea 7 

(887) •ignallinq i• available in a central office, 

tbe LBC .uat offer a choice of either 557 or •ulti­

frequency (KF) •iqnallinq to coapetinq fin~•. Note 

that tbi• 1• not a requirement to build 557 capa­

bility if it i• not already available at the end 

office. In the •a•e order, the FCC senaibly aban­

doned ita original proposal that SS7 aiqnalling be 

delivered at all end offices. Instead, the FCC 

•pacified that SS7 interconnection ahould tak.e 

place only at Signal Transfer Point• (STPa). 

The PCC al•o deten~ined that by •odifying avitch 

4 
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aoftvare to treat alternative tandeas as if they 

vera tbe LEe's own tandea, it would be possible for 

LBCa to provide signalling in a short aaount of 

ti .. and without large expenditures. However, due 

to tbe aany technical shortcoaings that would 

require large investaents to overcoae, signallinq 

is not required to be delivered to tandea svitchinq 

provider• (TSPa) collocated at LEC tandea loca­

tiona. In addition, LECs are not required to allow 

T8Ps to install their switching equipaent within a 

central office. 

Witb r-pect to Jlr. Andreassi's deaand that LECs be 

required to unbundle tandem signalling, it is not 

clear vbat he is asking for. If he is requesting 

that this Caa.ission simply adopt the FCC standards 
' 

for LBCa, that would appear to ~- an efficient 

approach, given the integrated nature of the switch 

and of the traffic. However, if Teleport is argu­

ing that LBCs aust be ordered to deliver signalling 

toTSPa--poaaibly including Teleport--collocated at 

LBC tand ... , then I aust oppose Teleport's request 

aa a very inefficient approach to the aarketplace. 

WDif a.ovl' D. UDaD88I '8 U8D'l'IO. DA'l' L.C8 1108'1' 

.-Jif ~ftllfl- roa 'l'AIID .. aOU'l'BD ~JC7 
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I would aiaply point out that this is not up to the 

LBC one way or the other. If Teleport wants to 

coapete for such traffic in an exchange where GTEFL 

currently provides traffic, there is nothing that 

GTBPL does which prevents thea froa doing so. 

~leport aiaply needs to aake the inveataenta and 

induce cuatoaera to subscribe to the services it 

provides. It is, indeed, true that under current 

Florida statutes, AAVs such as Teleport are prohib­

ited fro. being in the switched business, but that 

is not aoaething the LEC controls. I would also 

point out that the dedicated hi-cap services of­

fered by AAVs are very much a substitute for tandea 

awitcbing arrang-ents, as the sole function of 

tandea switching in a LEC network is the aggrega­

tion of traffic. For those customers with hi-cap 

faciliti-, such traffic aggregation has already 

been perforaed and the tandem essentially provides 

little additional value. Since Teleport and other 

CAPs are in the special access business, they 

already coapete with the LECs' tandea-routed traf­

fic business. 

~ ~ ftaiJ'__., 8VGGUIJ'8 'l'IIA'l' LBC8 ALaaaDY I'ACa 

... D-D 01' cc.IPftiiJ'IO. I. 'l'BB 8WIIJ'C'IIBD ACCU8 

Jaa71- 0. ~Ia 8V81D81. FVIl'l'BD, I• YOU DIRBC'l' 
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~~~ z• Dl8 ..... , YOU 8DIJ'D t'DIJ' U. C:O.­

IJ'&%8ftZ- cnamrrLY DDIVD ftC. U. ...... .aa!f 0'1 

NltcaaD 8DnCU 8BOVLD BB aUftVcrvaD '1'0 .... .,. 

U. ~IC ..,'IICIIDICY 0'1 'I'IIB IIM&ft7LaC.. Wft & 

~ DD. aY D. GILLUI WOULD ··- '1'0 IDic:&H 

~9 OD&JalaftiO. 8BOVLD BB RBCOVDD VIIDD All 

8QGaL cwue• UROACII. 18 . ......., 
a. I believe that Mr. Gillan is incorrect in a nUIIber 

of bia atat-nt• in this reqard. While llr. Lee 

vill addre•• the details, I can offer ao .. public 

policy 9Uidelinea in this regard. Mr Gillan in 

tbia inatance •ee•• to regard the level of coapeti­

tion a• ao•t fragile in the interexchange aarket­

place--ven cont-plating that interexchanqe coape­

tition vill •becoae a memory" if the co-i••ion 

doe• not adopt lAC's recommendation•. Mr. Gillan 

attribute• the purported fragility of thia aarket­

place to AT'T'• aize relative to that of the other 

player• and to the pricing structure put forward by 

LICa. 

It the foraer ia a problea, then Mr. Gillan and the 

IAC •hould certainly support the entry of firaa 

auch •• CTBFL and Southern Bell back into the 
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interLA~A .. rket, as such action would certainly 

reduce the .. rket power of AT•T. However, I believe 

that llr. Gillan aisstates his caae when he says 

that, •The LICs ahould not be per.itted to selec­

tively abift the contribution burden aaonq inter­

excbange carriers to satisfy their own atrateqic 

objectiv... To do so is para•ount to placing the 

LBCa in control of the shape of the long diatance 

induatry.• 

tered that IAC believes we are that powerful in the 

..rketplace. However, I don't believe it. Even if 

I did, vbat objectives does Mr. Gillan believe that 

~· abould pursue in the marketplace, if not their 

own? If the obj.ective of this co-iaaion ia to 

foater a coapetitive marketplace, then it is necea­

aary to encourage LECs to act on the aa•e incen­

tives as firaa in a non-regulated aarket. The 

price structure proposed by GTEFL si•ply re.coqnizes 

and atteapts to reflect as far as possible the 

econaai .. of scale available to the fir.. This is 

not a .. tter of shifting contribution selectively 

aaong interexchange carriers to benefit one rela­

tive to another. 
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It vill, in fact, be true that some interexchanqe 

carriers vill be in a better position than others 

to take advantage of the more efficient price 

structure that GTEFL has proposed. This price 

structure could be aade even more efficient by 

granting the LECs additional pricing flexibility, 

such as voluae-discounted switched services and 

tera discounts. Each of these actions will once 

aqain result in differential impacts across inter­

exchange carriers, depending upon their custoaers' 

uaaqe profiles. Once again, however, that is not 

tanta.ount to placing the LEes in control of the 

long distance industry. It is a course of action 

vbich aakes one ot the inputs used by the lon9 

distance industry aore efficiently priced. It is 

!.plausible that aaking an input more efficient in 

the aarketplace aakes the overall market structure 

less efficient. 

The optiaal price structure does not necessarily 

result in a uniform level of mark-up of price 

relative to increaental cost . In fact, as I have 

testified previously, an efficient price structure 

would recover contribution in roughly inverse 

proportion to the price elasticity of deaand tor 

9 
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It vill, in fact, be true that ao .. interexchange 

carriers will be in a better position than others 

to take advantage of the aore efficient price 

structure that GTEFL has proposed. This price 

structure could be aade even aore efficient by 

9rantinq the LECs additional pricing flexibility, 

such as volu.e-discounted switched services and 

tara discounts. Each of these actions will once 

avain result in differential iapacta aero•• inter­

exchange carriers, depending upon their custoaera' 

u.ave profiles . Once again, however, that ia not 

tanta.ount to placing the LECa in control of the 

lonv distance industry . It i a a course of action 

which .. kea one of the inputs used by the long 

distance industry aore efficiently priced. It ia 

i~lau•ible that aaking an input aore efficient in 

the aarketplace aakes the overall aarket structure 

le•s efficient. 

The optiaal price structure does not necessarily 

result in a uniform level of mark-up of price 

relative to incremental cost . In fact, aa I have 

t .. tified previously, an efficient price structure 

would recover contribution in roughly inverse 

proportion to the price elasticity ot deaand tor 

9 
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tbat .arvice. Purtheraore, it can be •hovn that 

non-linear tariffs based around the•• inver•• 

eluticity prices are even better at -eting the 

requir-nt• of a coapetitive aarketplace. In 

tbeae tariff•, contribution is certainly not recov­

ered uniforaly, but the degree of contribution on a 

per-ainute basis deere•••• as the quantity deaanded 

increa .. a. Much of the contribution is collected 

fr011 infr-rc)inal unit• of output, rather than the 

aarvinal unit. This allows the aarqinal price of 

tbe aervice to •ore closely approxiaate the .. rqin­

al coat of the service--a very desirable result. 

ZC%'8 U~, DOVGJ.Aa a. llftCALr, IJIDOOCIIIOft •1a 

~~~~ ..._ lfO COJI8TDIII'I'8 PWD 011 a&Va-­

••.czncau.~, IJ'DIJ' t'llft CAJIIfOI1' nono• aWI!'CIID 

8DYICD Ga ftall8~'1' BnwBD .,...ILD~D .n'Z­

~z-. a ~ .,.... co•a'l'llAIIft'a •aBCaVL&'I'ORY 

•aaai-.• DO YOU AG&BB Wlt'll IJ'JIAIJ' CIIUACIJ'DII&­

UGn 

•o. It is incorrect. As this co .. is•ion recoq­

nized in ita AAV order (Docket No. 890183-TL, order 

Mo. 24877, Auqust 2, 1991), these restrictions 

placed on AAVs derive froa Chapter 364. They are 

not •t.ply a .. tter of co .. ission policy, •• Mr. 

Metcalf appears to believe. 

10 

Indeed, in it• AAV 



• 1 

2 

3 

4 

5 

' 
7 

8 

9 

10 

11 

• 12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

878 

order the C01111iaaion recoqnized that: "There i• 

•vr-nt a.ong the parties that AAVa are not 

autboriaed to provide •witched service•. ICI 

•tatea tbat it doe• not intend to~rovide switched 
• 

Ill'S al•o •tated that AAVs •hould be 

prohibited froa providing switched services." (II! 

Pr4tr at 19.) 

0• D0a Bl8 ~YOU RDUftAL !'B8!'JIIOIIY7 

A. Yu, it dou. 

11 
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Q (By Ma. Caswell) Mr. Beauvais, do have a 

au.aary of your teatimony for us today? 

A Yea, I do. 

Q Would you please give that summary? 

1 

2 

3 

4 

5 A In the aummary of my direct testimony on Monday 

6 I .. ntioned the iaportance of LEC price reforms to 

7 cuato..ra. Tbe optiaal price structure does not, however, 

I reault in a unifora level of markup of price, relative to 

9 incr ... ntal coat across all products as Mr. Gillan 

10 auggeata. In fact, such a uniform level of contribution 

11 ia likely to be rather inefficient, especially if the 

12 LECa' coat functions exhibit economies of scope and 

13 a~le. Certainly an efficient price structure must take 

14 into account both coat and demand characteristics; that is 

15 pricing decisions across products must consider customer 

16 reactions, their tastes and preferences for producta, not 

17 just the coat to the LEC in supplying such goods. 

18 In other words, real cost-based pricing 

19 consider• both aupply and demand conditions. I believe 

20 the concern of aany of the IXCs is that they not be 

21 diaadvantaged relative to each other from the adoption of 

22 expanded interconnection in a new transport rate 

23 structure. Certainly their concern is understandable. 

24 However, I also believe the new transport structure, as 

25 proposed by GTB and other LECs complementing expanded 
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1 interconnection, ia a more efficient rate atructure than 

2 the for.er equal charge rule . While it is undoubtedly 

3 true that aoae carriers are in a better position than 

4 otban to take advantage of the new LTR structure, I don't 

5 believe tbat the LIC8 ahould be required to be the 

6 balancing act to co~naate for differences aaong IXCa. 

7 GTBFL will be coapeting with other providera, auch aa ICX, 

8 and it .uat be poaaible for GTE to reflect ita econoaiea 

9 of acope and acale, aa well as the customers' demand• it 

10 facea in ita pricea. 

11 Finally, it'• true that markets are changing 

12 very rapidly in thia industry. As recently as the AAV 

13 docket, approxiaately three years ago , MFS, for exaaple, 

14 atatecl tbat tbay weren't all that interested in providing 

15 awitched aervlcea. Yet in several states that co•pany has 

16 nov filed to becoae an alternative local exchange carrier, 

17 at leaat for .. lected companies. Now my point here ia 

18 that vbile we're only talking about transported 

19 interconnection narrowly defined in this docket, it ia but 

20 the tip of a very big iceberg of local exchange 

21 co.petition and awitched access competition. 

22 Q Thank you. Mr. Beauvais is available for crosa 

23 exaaination. 

24 CHAIRMAN DEASON: Questions? Staff? 

25 liS. CANZANO: Staff has no questions. 
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1 CHAIRMAN DEASON: Commissioners? Asauae there'• 

2 no redirect. 

3 

4 

5 

6 exawple? 

7 

I 

' 
10 vitna••· 

11 

12 atand. 

13 

liS. CASWELL: No redirect. 

CHAIRMAN DEASON: I think maybe Mr. Poag -­

WITNESS BEAUVAIS: Can I follow Mr. Poag'• 

(Witne•• Beauvais excused.) 

* * * 
CHAIRMAN DEASON: Okay. You may call your next 

liS. CASWELL: GTE calls Mr. Kirk Lee to the 

R. KIRX LEE 

14 waa called •• a witness on behalf of GTE Florida, and 

15 havin; been duly •worn, testified as follow•: 

16 COMMISSIONER CLARK: Mr. Chairman, if people 

17 don't have queation•, we can stipulate some of thi• 

18 teatiaony into the record. 

11 liS. CASWELL: We would be agreeable to that. 

20 CHAIRMAN DEASON: Are there any partie• that 
,~ .. 

21 have queationa for Mr. Lee? 

22 liS. KAUFMAN: I have questions, Mr. Chairman. 

23 DIRECT EXAMINATION 

24 BY liS. CASWELL: 

25 Q Plea•e •tate your name. 
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A Ky name is R. Rirk Lee. 

Q Did you file direct testimony in thia 

proceeding? 

A Yea, I did. 

882 
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Q And you're the same Kirk Lee that filed that 

10 

11 

12 

13 

tutilaony? 

A 

Q 

Yea, I am. 

Did you also file rebuttal testimony? 

A Yea, I have. 

Q Do you have any additions or correction• to that 

tutilaony? 

A No, I do not. 

Q So that if I asked you those same queations 

14 today, your anawera would remain the same? 

15 A Yu, they would. 

16 liS. CASWELL: Mr. Chairman, I would ask that 

17 Kr. Lee'• teatiaony be inserted into the record. 

18 CHAIRMAN DEASON: Without objection it will be 

19 •o in•ert~. 

20 

21 

22 

23 

24 

25 
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PLEASE STATE YOUR NAME AND BUSIHUS ADDRESS. 

Jly na-. ia R. Kirk Lee . My buaineaa addreaa ia 600 

Hidden Ridge, Irving, Texaa 75031. 

RlVZ YOU PREVIOUSLY FILED TISTIMONY IN TRXS 

PROCEEDING? 

r... I filed direct teatiaony in tbia proceeding 

addreaaing iaauea related to pricing flexibility 

and the local transport restructure (LTR). 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

!be purpoae of my rebuttal teatiaony ia to reapond 

to iaauea rai•ed by •everal partie• in thia c ... , 

includiDCJ AT'T witneaa Mike Gueclel, IAC witneaa 

Joseph Gillan, Sprint witness Fred Rock, Teleport 

vitneaa Steven Andreassi, and ICI witneaa Douglaa 

Metcalf. Tbeae iaaues include (1) the appropriate 

policy baaia for pricing •witched tranaport 

aervicea, (2) the use of reconfigured cl-nd for 

the Coapany'a LTR filing, and (3) the level of 

pricing flexibility needed by LECs. 

THE INTBRIXCHANGE ACCESS COALITION (IAC) ADVOCATES 

THE ESTABLISHMENT OF COST-BASED RATE DIFFERENTIALS 

COIIBIIIED WITH THE RECOVERY OF CONTRIBUTION IN A 

1 
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COMPETITIVELY NEUTRAL MANNER. WHAT EXACTLY DOES 

THIS 11DH AND HOW WAS THIS ISSUE ADDRESSED BY THE 

PCC? 

A. Ea88fttially, the IAC proposal appears to be the 

.... propoaal that certain saall IXCa advocated at 

tbe federal level. This proposal, basically a 28-

to-1 DS1-to-DS3 crossover ratio, with sa.. •inor 

.odifications, was considered and rejected by the 

PCC. It appears that the lAC has, in an att.-pt to 

uke it aore palatable, repackaged pravious 

arvuaents without providing any additional evidence 

tbat tbey would be harmed by the LECs' LTR rates. 

Tbe rcc addressed these arCJWDents in its Report and 

Order and Further Notice of Proposed Rul ... kinq in 

Docket No. 91-213 (Transport Order), released 

october 16, 1992 , and found that the record did not 

aupport the arguments of the small and •ediua IXCa 

that 081 rates should be based on a si•plistic 

translation fro• DSJ rates. The FCC noted that: 

•Tbe interoffice network does not consist 

entirely of facilities capable of 

providing DSJ service. (Footnote 

oaitted.] The record indicates that tbe 

interoffice segment of the access network 

2 
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ie a aix of fiber, copper, and aicrovave 

facilitiee. [Footnote oaitted.) Copper 

facilitiea in particular cannot be Ueed 

to provide DS3 aervicea in the 

interoffice network. In aany inatancea, 

a given interoffice route uy actually 

uae a coabination of tacilitiea uaiiUJ 

different technoloqiea. Tbua, it would 

not be poaaible to set DSl rate• on the 

baaia of DSJ ratee without iqnorinq the 

hi9her coata aeeociated with copper 

facilitiea, or att-ptinq to allocate 

.ucb coata on a route-by-route baaia.• 

(Jranappr% or4•r at para. 47.) 

Tbe PCC explained that even if it were to baee DS1 

rataa on DS3 pricea, the appropriate relationabip 

would OAt be 28-to-1. The FCC qave three priaary 

reaaone why auch a ratio waa inappropriate: 

are coats aaaociated with 

providinq 051 circuits over a 053 fiber 

facility that are not incurred when a 

full DS3 facility ia provided to the 

euato.er. Firat, in order to carry an 

IXC'a D81 level traffic over a DS3 

facility in the interoffice network, the 

J 
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DS1 circuit auat be aultiplexed up to a 

DS3 at the (SWC) and back down to a DS1 

at the end office. [Footnote o.ittecl.] 

Tbe additional multiplexing coata at the 

awe are properly included in the 

nondiatance-aenaitive charge of the DSl 

interoffice rate. Second, if DSl direct­

trunked traffic ia routed through an 

interaediate office where •o- of the 

traffic bein9 carried on the DS3 circuit 

i• dropped off, LECa have to aul tip lex 

the circuit• down to the DS1 level in 

order to atrip off traffic, and then up 

avain to the DSJ level to continue 

tbrough the interoffice network. 

[Footnote oaitted.) To accoapliah thia 

J1Ultiplexin9, the LEC auat convert an 

optical aignal to an electrical aignal 

and then back to an optical aiqnal by 

uainq the appropriate optical line 

terainatinq circuit equipaent. Tbeae 

.ultiplexin9 and optical circuit 

equi~nt coata are now recovered throuqh 

the aileaqe coaponent of DSl apecial 

ace••• interoffice ratea . Third, DSl 

4 
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circuits ridinq on a DSl facility will 

generally not fill the DS3 facility. 

Tbere will often be fewer than 21 DS1a in 

uae on the DSl • 

purchaae a DSl facility pay tor the full 

capacity ot the DSJ, DS1 ratea are aet to 

recover on average the full coat of the 

DSJ apread aaonq all DS1a, even when it 

ia not tully utilized by DSl cuatoaera. 

[Footnote oai tted. ) For all of theae 

raaaona, we reject the arquaent that DSl 

ratea ahould be bas.ed on 1/28 of 053 

ratea." 

('l'riMPQrt order at para. 48) 

Q. 

A. 

THE FCC ESTABLISHED A BENCHMARK CROSSOVER RATIO OF 

9.6-T0-1 FOR DS1-TO-DS3 RATES. PLEASE EXPLAIN YOUR 

UNDERSTANDING OF THE FCC'S RATIONALE IN DETERMINING 

THIS WAS THE MOST APPROPRIATE RATIO FOR THE INITIAL 

LTR PILING. 

Tbe FCC found that there was no evidence on the 

record aupportinq the eatablishment of a specific 

rate relationship between DS1 and DS3 aervices. 

While the FCC could have undertaken a coat 

inva•ti9ation to determine a DS3-to-DS1 rate 
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ralationabip, it found that a lenqthy inveatiqation 

vitb continuance of the equal charge rule would not 

be in the public intereat. The FCC believed that 

because of coat difference• between the LECa, any 

aandated fixed ratio would be inaccurate and would 

bava to be adjuated over tiae. 

concluded tbat: 

•a LEC'a initial DSl and DSJ tranaport 

ratea, baaed on special acceaa rate• aa 

of Septeaber 1, 1992, shoul~ be preauaed 
.· 

rea•onable if they satisfy a ~~1chaark 

analyai•. [Footnote oaitted.]" 

13 (Jrt~ Or4tr at para. 50.) 

14 Tbe PCC eatabliabed ita benchaark ratio by finding 

15 tbat. aoat of the LECs offering DSJ aervice were 

16 

17 

11 

19 

20 

21 

22 

23 

24 

25 

cluatered between 9.6-to-1 and 15-to-1 ratioa. 

Becauae the FCC waa concerned with unreaaonably 

diaadvantaqinq aaaller IXCs, rates reflecting 

ratio• below 9. 6-to-1, in the abaence of 

aatiafactory juatification, were to be auapended 

and inveati9ated, while rate ratio• above 9.6-to-1 

were detenained to be presumptively lawful and 

reaaonable. 

The FCC further found that special ace••• ratea 

6 



1 were a reasonable basis to use in setting LTR rates 

2 because the aaae underlying facilities are uaed to 

3 provide both special acceaa and avitcbed tranaport 

4 services. The FCC noted that: 

5 •[a)llowing the LECa to uaa a greater 

6 range of high capo~ity aervicaa in their 

7 direct-trunked transport ratu racognizu 

1 that, as with special acceaa, there are 

9 efficiencies to be gained through high 

10 voluae usage. We note that today, aaall 

11 IXCs that would otherwise take DS1s can 

12 aggregate their traffic tOCJether on a 

13 DSJ, and take advantage of DSJ rates, and 

14 thia •Y be an al tarnati ve for the ... 11 

15 IXCa.• 

16 (txanapprt 0r4er at para . SO . ) 

17 GTEPL ia already aware of soae IXC cuatoaers in 

18 Florida who are selling excess capacity on their 

19 networks to saaller IXCs in order to aggregate 

20 traffic and reduce access costa. 

21 

22 

23 

24 

25 

Q. 

A. 

DO GTEFL' S COMPETITORS AND CUSTOMERS SUPPORT LTR 

PRICES BASED UPON EQUIVALENT SPECIAL ACCESS 

SERVICES? 

Yu. Teleport witness Andreassi , repreaentinq a 

7 
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c011petitor for GTEFL's transport services, provided 

teati.ony which supports usirnJ special access rates 

u a basis for settinCJ switched dedicated rates. 

Por exaaple, at paqe 18 of his testi.ony, he 

states: 

•Different rate levels for interstate and 

intrastate transport are appropriate only 

to the extent that different interstate 

and intrastate tariff rates apply for 

equivalent DS1 and DS3 special access 

services." 

Mr. Andreassi's testiaony d .. onstrates the appeal 

of .arket-based pricinCJ to diverse interests. 

AT'T witn .. s Guedel, representinq GTEFL's larqest 

custo .. r, also supports the Coapany's LTR proposal 

at page 11 of his testiaony: 

•tbe couiaaion should approve tbe 

proposed rate structure as filed. This 

structure will aore accurately reflect 

tbe underlying costs associated with the 

provision of transport services." 

DOES GTU'L AGREE WITH THE FCC's BENCIDIARJC RATIO OF 

t.6-T0-1? 
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Hot entirely. Although the FCC'• goal of 

preventinq the aaall IXCa froa being unreasonably 

41Advantaged is important, broader public interest 

factors should taka precedence. Aa I stated in ay 

direct teatiaony, GTEFL believes that crossover 

ratios should not be pre-set, but should be a!lovecl 

to,_ driven by aarket factors which deteraine what 

prices are ultiaately charged for a given service • 

Tbe d ... nd for a service and the nuaber of 

available substitutes for that service are exaaplu 

of such aarket factors. Use of aarket-baaed rates 

will create an environaent where coapetition can 

tlouriab and the public will benefit .are overall 

u rates are driven closer to true econoaic coats. 

Witb expanded interconnection for switched access, 

the potential for a LEC competitor to provide 

alternative transport servi ces will increase. A 

nn•Mz' of witnesses indicated in direct teatiaony 

that, even vithout expanded interconnection, 

special ace••• and dedicated private line transport 

services are fully coapetitiva today in Florida. 

It a LIC'a prices for OSl or OS3 transport services 

are not aarket-based, the LEC will be forced to 

correct tb.. or risk losing cuatoaera to 
~-· 

9 



• 1 

2 

3 

.. 
5 

6 

7 

I 

' 
10 

11 

12 

13 

• 14 

15 

16 

17 

11 

1t 

20 

21 

22 

23 

24 

25 

Q. 

8t2 

alternative ace••• providera. Allowing the aarket 

to aet transport prices will help prevent potential 

uneconoaic bypaas and help k .. p traffic on the 

LICa' network• while allowing the public to benefit 

froa the increaaed level of coapetition. To 

accoapliah thia, croaaover ratio• aould be 

flexible and should be deterained by aarket price• 

for exiatinq special accesa servicea. 

Given the incr•••ingly competitive nature of local 

tranaport aervicea, it ia DRt appropriate to 

eatat»liah a pre-set level of contribution to be 

provided by each aervice aa the IAC advocatea. 

aate• for local transport service• ahould be aet 

above long run incremental coat, aa a price floor, 

and at a level which will contribute to the 

recovery of the Company's common overhead expenaea. 

Tbe apecific rates for each type of aervice ahould 

avain, however, be baaed on aarket factora, 

including aarket demand and competitive preaaurea. 

DID T8B FCC ALLOW THE SMALL IXCa AJfD OTHER PARTIES 

TO ITS TRANSPORT RESTRUCTURE DOCKET THE OPPORTUNITY 

TO CIPTJ·EMGE THE LECa' LTR RATES, EVEN THOUGH THE 

RATES WERE PRESUMED REASONABLE? 

10 
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Yea. FCC policy statea that partiea aeeking 

auapenaion of ratea that are preauaed reaaonal>le 

.uat deaonatrate: (1) a hi9h probability tbat the 

tarirf would be found unlawful after inveatiqation; 

(2) that auapenaion would not aubatantially hara 

otber intereated partie•; ( 3) tbat irreparable 

injury would reault if auapenaion did not iaaue; 

and (4) that suapenaion would not otherviae be 

contrary to the public interest. 

Any party oppoaing a LEC's LTR rate• ia required to 

autlllit evidence to the FCC on the four point• above 

aupportinc) their claim. To GTEFL'a knovled9e, none 

of tbe aaall IXCa or any other party waa able to 

cl..oft8trate to the FCC that GTEFL'• tariff waa 

unlawful or that any irreparable injury vaa 

incurred due to GTEFL' a local tranaport ratea. 

Tbe coapany's ratea met all require-nta to be 

preau.ed reaaonable by the FCC and were allowed to 

90 into effect on December 30, 1993. 

ARE GTIPL'S LTR RATES NON-DISCRIMINATORY? 

Y... A8 .antioned above, the Coapany met all of 

the PCC'• criteria for lawful ratea. 

Diacriaination, in the co-on carrier context, 

11 
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-... tbat different rates are bein9 charged to 

at.ilarly aituatad cuatoaera for the .... service. 

Tbia ia not the case with GTEFL'a LTR rates. With 

tbe authorized exception of Contract Service 

Ald:bority (CSA) and Individual Case Baaia (ICB) 

applications, GTEFL char9•• each cuato.er the .... 

tariff rata• for ita DS1 service. The Coapany also 

c:barfJu each of ita cuatoaera the .... tariff rates 

for D83 services. The Coapany does not have 

different aeta of rates for different cuatoaara for 

tbe - MrVice. Moreover, 1 t ia iaportant to 

~bar tbat DSl and DS3 transport are different 

tr.....,ort aervicaa with different aarketa for .. ch. 

Tbey are not the •••• service. 

Tbia does not .. an that so•• IXCa will not 

axparianca increases and soaa will not experience 

decrease• in their access coats as a reault of LTR. 

However, these increases and deer••••• are not the 

r .. ult of diacri•inatory rates. The coapany does 

not and cannot differentiate between ita cuato .. ra 

when aellinq a tariffed service. Tbe coat 

differences to the IXCa are priaarily due to the 

aix of transport services each IXC purchases. 

Tb- coat differences are also due in part to 

12 
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eltaination of subaidiea that were inherent in the .. ~ 
previously uaed equal charge per-•inute pricing 

8Cb .... 

Tbaae t.pacta on the IXCa were fully anticipated by 

tbe FCC in ita inveatigation of LTR. However, the 

FCC atill found eli•ination of the equal cbarcJ• 

rule to be in the public intereat • 

WHAT OIHD FACTORS ARE IMPORTANT IN CONSIDERING THE 

IAC'a PROPOSED DS1-TO-DS3 RATIOS? 

'fbe IAC'a propoaal iaolatea only the interoffice 

t.runkincJ rate el-ents and faila to take into 

account the ratea for entrance facilitiea in 

calculatinq their croaaover ratioa. The FCC 

apecified in ita Tranaport Order that the rate 

relationship co•par ison between DS1 and DS3 

aervicea ahould include a channel taraination rate 

el ... nt, which ia the special acceaa equivalent of 

an entrance facility. The rate relationahipa of 

tbe different services need to be exa•ined in 

total, not on a rate ele•ent baaia. To do 

otberviae i9norea rate elements which are needed to 

tully proviaion the service. 

13 
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1 In addition, the lAC's proposal takes away aoat of 

2 the incentive tor an IXC to optiaize ita network 

3 and reduce costa because it aakea the rates tor DSl 

4 transport, 081 transport, and Tand- Switched 

5 transport essentially the saae. Tbia is contrary 

6 to tbe FCC's objectives in eliainating tbe equal 

7 cbar9e rule. The FCC found that: 

I •the equal charge rate structure cannot 

t r ... in in place if custoaera are to 

10 receive the benefits of switched 

11 transport co•petition." 

12 (fttnpprt order at para. 2 • ) 

13 It further noted that: 

14 •Tbe current rate structure, under the 

15 •equal cbarge" rule, has proaoted 

16 significant inefficient use of the local 

17 exchange carrier (LEC) networks by 

11 interexchange carriers (IXCs) and other 

11 access custoaers. The uneconoaic pricing 

20 sitnals created by the equal charge rule 

21 have caused wasteful use of LEC 

22 facilitiea and hiqher rates for 

23 ratepayers. For this reason, it is 

24 critical that we adopt a new ra.te 

25 atructure that will better aatch LEC 
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transport rates and coats." 

(T£•n•~ Qrdtr at para. 1.) 

Tba IAC' • proposal is siaply another way to r•-

1.-pl-..t tht effects of tht tqUal char1Je rule. As 

such, the co.aission •hould rejtct it. 

Tba LAC proposal would also potentially shift aore 

dollars to be recovered by the Residual 

Interconnection Charqe (RIC) . This further 

coapounds the equal charqe aspect of their propo-1 

ai.Dce all parties are required to pay the uc, 

regardless of which tran•port option they buy fro. 

a LBC. 

A 28-to-1 crossover ratio is essentially a rate 

relationship based solely on the equivalent 

capacity of each type of circuit, since thtrt a~e 

28 081 circuits available on a DSJ facility. This 

ratio bas nothinq to do with the undtrlyinq coats 

of providinq tho•• facilities, as the FCC correctly 

concluded. 

Q. DO TilE IXCs THEMSELVES ADHERE TO A 28-T0-1 RATE 

RBLATIOIISHIP IN PRICING THEIR OWN HIGH CAPACITY 

SERVICES? 

15 
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No. Aa GTE pointed out before the FCC, the rate• 

cbar9ed by both IXCa and Alternative Ace••• Vendor• 

(AAVa) exhibit crosaovera conaiatent with those 

found in local exchange carrier ratea, including 

tbcNie of GTEFL. Aa ex-plea, ratu quoted for 

Teleport and Jon•• Liqhtwave abowed cro•aover• 

occurrinq in a range fro• 9.7-to-1 to 13.7-to-1. 

AT'T and NCI had croaaovera ranqinCJ froa 5.8-to-1 

to 12.9-to-1. 

Tbe underlying coat relationahip between DS1 and 

Dl3 .-rvicea i• apparently not anywhere cloae to 

21-to-1 aince we have not obaerved any coapetitive 

carrier• cbarqinCJ such rates in the non-requlated 

aarketplace. The co .. ission ahould view aucb 

propo .. la (28-to-1 or coat-baaed differential•) 

with akepticiaa if parties which have no regulatory 

constraint• on their rates are not pricing in thia 

aanner. ,.· ·· 

WILL GTEFL' a PROPOSED LTR RATES AFFECT COMPETITION 

IN LESS POPULATED MARKETS? 

lfo. Mr. Gillan, on page 9 of hia teatiaony, 

t.pliea that GTEFL's LTR rates will ultiaately lead 

to fewer cuatoaer choices in rural areas or 

16 
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sao-aibly l .. d to deaveraged retail ratea. Thia 

illpllcation ia incorrect. Under today'• equal 

c:bar9• rule, rural cuatoaara already bave 

relatively fever choice• of toll carriera. An 

IXC'a deciaion to provide toll service in an area 

ia baaed on cuatoaer denaity and revenue potential 

110re tban any other factora. An urban cuato.r 

today (pre-LTR) haa aore choice• than a rural 

cuata.er becauae aaaller IXCa find it .are 

profitable to operate where the aajority of 

cuata.ara are cluatered. 

Alao, it ia unlikely that LTR interoffice tranaport 

rat- will cauae any retail toll ratea to be 

daavara9ed. In GTEFL's LTR propoaal, 1••• than 7t 

of tbe total transport revenues are 9enerated by 

ratea for theae interoffice tranaport options. 

other factora, such as widely varying ace••• rates 

between LECa, put much more preaaure on toll 

providers to deaverage their rates. 

THE SUGGESTION HAS BEEN MADE THAT ANY POTENTIAL 

DICRBASE TO DSl RATES THAT MIGHT RESULT FROM THIS 

PROCEEDING CAN SIMPLY BE RECOVERED BY INCREASING 

TH1 RESIDUAL INTERCONNECTION CHARGE (RIC) SO THAT 

17 
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TilE LBC RBIIAINS REVENUE NEUTRAL. PLEASE DISCUSS. 

Tbe RIC vaa d .. iqned to be a reaidual rate el ... nt 

vbicb would keep the LECa revenue neutral to their 

current tranaport revenue levela. Tbia rate 

el..ant ia not aupported by any readily 

iclentif iable inveatment coat on a lonv run 

~1 coat baaia and, aa a reault, uy not be 

a viable el ... nt in the lonq run. It vaa intended 

only to enaure ahort-tera tranaport revenue 

neutrality. The FCC recognized thia fact and haa 

indicated ita intention to review thia rate 

el...nt, and there ia the potential that it .. y be 

Jlllaaed down or eliainated altogether. 'ftle I'PSC .. y 

alao take action on the intraatate RIC aa a reault 

of tb .. e proceedinqs. Given theae circu.atancea, 

abiftinc) .ore aoney to the RIC nov .. y lead to a 

larvar burden placed on local ratepayer• once the 

RIC ia pbaaed down or eliminated and the L!Ca auat 

look elaewhere to replace this revenue atreaa. 

AT'T A1fD THE IAC BOTH ARGUE AGAINST GTEFL' S USE OF 

RECOifFIGURED DDIAND TO DEVELOP THE RIC. AT'T 

lfiTIIBSS GUEDEL, ON PAGE 9 OF HIS TESTIMONY, IMPLIES 

THAT LICS HAVE INCENTIVES TO INFLATE THE RIC AND 

THAT RECONFIGURED DEMAND IS TOO DIFFICULT TO 

18 
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EVaLUATE. PLEASE RESPOND. 

A. Tbaae criticisas are unfounded and unaupported by 

any evidence in this proceeding. 

above, tba RIC ia not a viable lon9-tera rata 

el..ant. Aa a result, it ia unclear why GTE would 

bave any incentive to artificially inflate a rate 

el~t tbat aay ultiaately be eliainated or pbaaed 

down. To help CJUard against any perception of evan 

unintentional inflation of the RIC, GTEFL used a 

reconfiquration methodology that resulted in a 

conaarvativa 75' reconfigured demand eatiaate. The 

ca.pany believes thia partial raconfiguration 

.. tt.ate 9ivea it a reasonable chance of ensuring 

avenue neutrality in the near term. 

Regarding Mr. Cuadel's aecond point, evaluation of 

reconfitured deaand ia not the complex process he 

would have ua believe. As I mentioned in ay direct 

teatiaony, GTEFL used a simple econoaic choice 

IIOdel to evaluate the moat likely transport choices 

an IXC would aake for a given route, baaed on ita 

currant traffic voluaes and dedicated facilities. 

Tbere ia no C)rovth factored into the modal results. 

Given tb .. e choices in the real world, aoat 

rational aa.paniea would also make the d ... nd 

19 
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cboicea which yield the lowest coat to tb... IXCa, 

baift9 no different, actively aeek cheaper foraa of 

acca8a in the aarketplace baaed upon LECa' acceaa 

rata.. lteconfiquration is one vay an IXC can 

purcbaae chuper ace•••. 

Aa I previously indicated in •Y direct teatt.ony, 

tbe uae of historical deaand vill cause the C08p&ny 

to under-recover its transport revenuea if any 

reconfiquration does occur. Therefore, the Co.pany 

baa uaed a conaervati ve esti .. te of reconf iqured 

~ to give it a better chance of r-ininq 

~e neutral . There is no doubt that IXCs vill 

actually reconfigure. The Coapany be9an racaivinq 

L~-related orders fro• the IXCa vall prior to the 

ettective date of interstate LTR. The Coapany 

expects reconfi9Uration activity to increase over 

tt.e, eapecially since AT'T has asked GTE to extend 

ita nonrecurrin9 charge (NRC) waiver through the 

end of 1tt4. It is GTEFL's understandinCJ that 

AT6T'• r .. ources to optiaize its network are tied 

up vitb the RBOCa' territoriea and that GTE ia 

prioritized after the RBOCs. It is also our 

underatancliftCJ that AT'T plans to use hubbinq and 

abared uae arranqa .. nts in the future, which vill 

20 
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al•o require reconfiquration. 

Q . 'l'BLDOilT WITNESS ANDREASSI ARGUES THAT THE LEC• 

S110U1.D 110'1' Bl GIVEN PRICING FLEXIBILITY, OTHER THAll 

WHAT 'nil PCC HAS GRANTED. DO YOU AGREE? 

A. 10. Ptr.t, it •bould be noted that tbe avitcbed 

accea• pripinq flexibility granted by the rcc for 
t 

volu.e/teradi•count• puta aiqnificant re•triction• 

and a burden of proof on the LECa which rendered 

tbie type of pricinq flexibility unworkable for the 

1108t part. The FCC required LECa to d-on•trate 

tbat 100 DS1 equivalent croaaconnect• had been 

parcbaaad by interconnectora before voluaa/tara 

diecounta could be iaple•ented. In addition, tbe 

tariff review period for a voluae/tera diacount 

filing vae extended fro• 45 to 120 daya. In abort, 

tba PCC pricinq flexibility that Mr. Andreaaai aaya 

i• adequate ia really not available. 

llr. Andraaa•i further claim• that "an order in thia 

docket will only open up a fraction of the 

intra•tate avi tched acce•• market [ tranaport) to 

co.patition. Because of thia, the LECa will not 

loea eiCJilificant revenue• and should not receive 

axceaeive pricinq flexibility . " Thia atat ... nt 
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ivnor .. the existing co•petition LEes face today, 

a• well a• the loss of switched u-9• fro. the 

LBCe' network due to the use of cheaper special 

acce•s alternatives. As I have previoaly noted in 

ay direct testi•ony, and as ICI witn .. • lletcalf 

a9r ... , there is already a substantial ..aunt of 

aa..-.ition allowed in the Florida intra•tate 

aoceaa aarket in the for. of dedicated or special 

aoceaa. 

Further, special ace••• is a substitute service for 

Mlitcbed ace••• for certain cuato-ra. When an ci"Ml 

uaar 9eneratea a lar9• volwae of traffic fr011 a 

•iftCJ'l• location, it is often aore coat-effective 

fw an IXC to carry the traffic fro. the cuatcmer'• 

location tbe IXC's POP over special aceeaa, as 

opposed to switched access. These cheaper special 

accaaa circuits can be provided by the LZC ~r by an 

AAV, such as Teleport or ICI. The result is that 

switched usage, which provides a hi9her 

contribution than special access, i• raaoved fraa 

the LEC'a network. If an AAV provides the special 

access, all contribution is lost. 

Lar9• blocks of switched usage can be r .. oved fro. 
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tba network by converting relatively few larqe 

buaU... cuato.era to apecial ace••• or private 

network alternative•. R••oving thia uaaCJ• froa the 

network affect. ~ than juat tranaport revanuea 

aince otbar .witched ace••• rate el ... nta aucb aa 

'Tbia 

l .. v .. tba averaCJ• ratepayer, who CJaneratea little 

aaave, left to pay the fixed coat• of the network, 

vbich have now increaaed on a per-unit baaia due to 

tba lower overall uaage r ... ining. 

ror t:be .. r .. aona, it ia critical to allow the LEC• 

additional .witched ace••• pricing flexibility ao 
..~ 

tbay can ca.pete with alternative aourcea of 

acceaa. Sprint vi tn••• Rock, for exaaple, 

reoovnizea the need for a zone pricing ach... for 

awit:cbed ace•••· The additional pricing 

flexibility ia needed today, however, not •oaa tiae 

in the future aa Mr . Metcalf suggests. By delaying 

t.pl,~tation of flexible pricing options, eroaion 

of LBC revenues will continue and LECa will not be 

able to recoup these losses once they occur. This, 

in turn, will place upward pressure on the rate• of 

other aervices, including local ratea, to aake up 

the difference. 
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PLDSE SUIDIARIZE YOUR REBUTTAL TESTIMONY. 

Aa I bave indicated above, the FCC baa conducted a 

tbor0U9h inve•tiCJation of LTR i••u•• and found 

dUL'• LTR ratea to be juat, reaaonable, and 

lawful. Theae are the aaae rate• that the Ca.pany 

baa airrorect for ita intraatate ace••• tariff, vith 

tbe exception of the RIC. Further, aa the PCC 

concluded, there i• no •upport for uae of DS1-to­

DI3 ratio of 21-to-1. The FCC haa recognized that 

80118 carrier• will experience change• in their 

aoceaa coata re•ultinCJ froa LTR. Neverthelea•, it 

found tbat eliainating the equal charge rule and 

t.pl..-ntift9 tbe LEC•' LTR rate• waa in the public 

intereat. 

The Ca.aiaaion •hould approve GTEFL'a propo•ed LTR 

ratea and ita propo•ed enhanceaent• to LTR, 

includift9 the uae of pricing flexibility and 

reconfigured deaand. The co .. i•aion ahould allow 

the Ccmpany to iapleaent the•e enhanceaenta in 

conjunction with ita LTR filinCJ. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yea, it doea. 
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1 Q (By ... caawell) If you .have a suJDJDary of your 

2 teatt.ony, plea•• 9ive that to us now. 

3 A Yu, I do have a aUJDJDary. The purpose of ay 

4 rebuttal testiaony is to re•pond to the testimony of 

5 varioua parti.. in this docket regarding the appropriate 

6 policy baais for setting switched transport rate•, the u•e 

7 of reconfigured deaand to aet the RIC rate, and al•o the 

a need for increaaed pricing flexibility for switched ace••• 

9 ••rvicea. 

10 Tbe appropriate policy for setting transport 

11 rates needs to be baaed primarily on market factor•. The 

12 need tor tbis type of pricing is here today. A number of 

13 vitna•••• in this docket have confirmed the proliferation 

14 of coapetitive alternative• that exist in Florida today 

15 already. The aaount of competition that we face will only 

16 further increase as a re•ult of expanded interconnection. 

17 GTE needs to be able to aake a competitive response to 

18 these alternatives where needed, or risk losing 

19 contribution wbich helps support lower basic exchange 

20 rat•• today. 

21 The coapany'a rates -- existing rates and 

22 propoaed rates -- are coat based in the traditional 

23 definition of coat-baaed standard used in Florida. That 

24 is, GTE's proposed rates are above its long-run 

25 incr ... ntal costa, and no matter this in docket is 
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1 di•putin9 that fact. The lAC's definition of cost-based 

2 pricinw i• not the .... as this standard that's in place 

3 in Plorida today. We need to be careful not to confuse 

4 the two. Tbere i• a difference in what they're 

5 propoein;. Tbe lAC believes that cost should be the only 

6 factor u•ed to deter.ine prices. 

1 Purtber, tbe lAC proposal would inflate the RIC, 

8 vbiab i• contrary to it• own proposal for true cost-based 

9 pricing, •inca the RIC itself has no cost basis, or very 

10 little. And contrary to the lAC's arguments, their 

11 proposal will actually hinder competition in the 

12 tel~ications .. rket. The lAC proposal would fix 

13 CTB'• rate• at a level that no other competitor is 

14 required to cbarge. Both AAVs and IXCs would not be 

15 required to charge transport rates this way and therefore 

16 would gain a coapetitive advantage . For GTE to be able to 

17 respond to co.petitive threats, for instance to its DSJ 

18 service, under the IAC proposal, if it lowered its rates 

19 for DS3 •ervice, it would have to unnecessarily lower its 

20 rates for DS1 and tandea-switched transport service, again 

21 reducing tbe contribution received from switched access. 

22 Tbia type of requireaent would clearly 

23 discourage rate ace••• reductions in the future, which in 

24 turn .. ana no benefit for ratepayers through lower toll 

25 rates and stiaulation to the economy. Instead, the lAC 
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1 propoaal will place additional burden on the ratepayer, 

2 •inca it inflate• the RIC, which GTE believe• au•t be 

3 eventually be pha•ed down or eliminated, then recovered 

4 tbrou9h the rate• of other services. 

5 GTE'• proposed LTR rates in Florida were found 

6 to be ru.onable and lawful by the FCC. And in Florida, 

7 tba co.pany ba• e•tiaated a favorable impact to the •aall 

8 and .adiua IXC• a• a result of these rates. Further, 

9 the.. rata• have been in effect for approximately •even 

10 .ontba in the inter•tate jurisdiction, and I think a key 

11 point naecl8 to be aade that the IAC has not pre•ented any 

12 evidence in thi• docket of competitive harm to theaselve•, 

13 nor ha• the IAC pre•ented any evidence of harm to the 

14 consu.er or ratepayers as a result of the company's LTR 

15 rata•. 

16 FUrther, GTE's proposed rates must be in line. 

17 If they're not, competitors will take away the IXC traffic 

18 froa GTE'• •witched network. 

19 Al•o, today the small IXCs can and do aggregate 

20 traffic to take advantage of cheaper transport options. 

21 Aa an axaaple of thi•, WilTel, who is a member of the 

22 Intarexcbanga Ace••• Coalition 

23 MS. KAUFMAN: Excuse me, Mr. Chairman. I hate 

24 to be the one to always interrupt, but I think Mr. Lee i• 

25 •trayinq froa hi• rebuttal testimony . 
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• 1 118. CASWELL: I don't even think we know what 

2 be'• 9oinq to •ay about WilTel. 

3 liS. KAUPIIAH: I don't believe there' • anything 

4 in bi• rebuttal te•tiaony about WilTel. 

5 MS. CASWELL: There's testimony about --

6 CHAIRMAN DEASON: Let's let the attorney• talk 

7 and tben we'll ••• if you can talk. 

I MS. CASWELL: There is testimony about the IAC, 

9 of wbicb WilTel i• a aeaber , so I think it'• relevant to 

10 talk about WilTel. 

11 CHAIRMAN DEASON: Is the term WilTel, doea it 

12 appear anywhere in the testimony? 

• 13 MS. CASWELL: It appears in the interroqatori••· 

14 CHAIRMAN DEASON: I'm talking about in the 

15 prefiled rebuttal te•tiaony. Does that term appear? 

16 liS. KAUFMAN: I don't believe so. 

17 CHAIRMAN DEASON: If it does not appear, I'a not 

18 9oing to allow any •tateaent on WilTel. 

19 WITNESS LEE: I was merely going to provide an 

20 exa.ple of a atat ... nt I aade in my --

21 CHAIRMAN DEASON: If you didn't give the example 

22 in the rebuttal, you're not going to give it on aummary. 

23 WITNESS LEE: Okay. 

24 CHAIRMAN DEASON: Does that conclude your 

• 25 •u.aary? 



• 

• 

• 

911 

1 WITNESS LEE: A little bit aore here. Regarding 

2 the u .. of reconfigured demand, reconfigured deaand 

3 r .. ulta in the beat estimate of how IXCa' networks will 

4 look after i~leaentation of LTR. The coapany'• eatiaate 

5 vaa baaed on a partial reconfiguration which it believe• 

6 provide• the baat opportunity to maintain revenue 

7 neutrality. The IXCs have confirmed that they are 

8 reconfiquring to take advantage of cheaper alternative•, 

9 a• would any rational company. 

10 The uae of a historical demand in the 

11 devel~t of a RIC would, on day 1, keep the coapany 

12 revenue neutral. on day 2, as soon aa an order i• put in 

13 by an IXC that reaulta in a cheaper alternative for thea, 

14 tbat ia loat revenue• to the company that cannot be 

15 recovered. 

16 Finally, regarding addi ti.onal pricing 

17 flexibility, the high level of existing competition 

18 indicate• a algnificant need for LECs to have pricing 

19 flexibility now, and expanded interconnection will expand 

20 the need further. The company has proposed switched 

21 accaaa diacount plan, ita zone pricing plan and 

22 enbanceaenta to the CSA process. The purpoae of thoae 

23 plana ia to provide an alternative today where none exists 

24 in the apectrua of products offered by the company. If 

25 you enviaion price• for switched access today up here and 
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1 special ace••• right here at a lower level, there is no 

2 raft9• or products in between to address coapetitive 

3 alternatives. The company's switched access discount plan 

4 is an alternative that is priced somewhere in between that 

5 upper and lover level and provides an additional option 

6 for cuata.ers to purchase switched access froa the company 
, . 

7 and belp .. intain that additional contribution. 

1 Zone pricing and CSAs were approved in the 

9 Pba.. I order of this docket and should be approved here 

10 also in Pba .. II of this docket to be consistent. Thank 

11 you. 

12 liS. CASWELL: Mr. Lee is available for cross 

13 exaalnatlon. 

14 CHAIRMAN DEASON: Ms. Kaufman? 

15 CROSS EXAMINATION 

16 BY liS. DUPIIAH: 

17 Q Good afternoon,, Mr. Lee. Isn't it true that 

18 under the proposal that GTE has presented to the 

19 Co.al••ion that the rates you proposed are intended to be 

20 revenue neutral? 

21 A That's correct, essentially revenue neutral. 

22 Q And therefore, isn't it true that the rates for 

23 sa.. cuatoaera will rise while the rates for others will 

24 decline? 

25 A That's correct. And GTE provided estimates that 
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aboved tbat declining costs -­

Q Kr. Lea, if you could 

3 A -- ~or the small and medium carriers and 

4 increased costa for the larger carriers. 

5 MS. CASWELL: I believe the witness has an 

6 opportunity to elaborate on 

913 

7 CHAIRMAN DEASON: Obviously the witness is going 

I to be able to elaborate, but the witness does need to give 

9 a ya or no answer. 

10 MS. CASWELL: I think he did. 

11 Q (By M8. Kaufman) I'll move on since he already 

12 9ava hi• an8Var anyway • 

13 Kr. Lee, if you would turn to Page 2 of your 

14 rebuttal tastiaony and look at Lines 11 through 12 and I 

15 want to ... if I understand what you've said there. And 

16 tall .. if I'a correct in understanding the standard that 

17 you are auggeating to the commission for the approval of 

18 the rat .. that you've proposed. And that is that unless a 

19 party can abow har. fro• the rates that you propose, the 

20 CO..iaaion ought to approve them. Is that the standard 

21 you're •U99••ting that the Commission apply in this case? 

22 A I think that that would be a reasonable standard 

23 to expect in tbia caae, given the fact that these rates 

24 have been proved lawful before the FCC prior to this • 

25 Q So is that a yes to my question? 



• 

• 

• 

914 

1 A Y-. 

2 Q Let - aak you this then. Why should GTE be 

3 able to rai .. the rates to some customers without GTE 

4 baving the burden of shoving that it would be haraed 

5 vitbout the increase? In other words, why should the 

6 burden be upon the intervenors to show that they will not 

7 be baraad? And I think you've said that's what you're 

8 •UCJV•tiDCJ. 

9 A We bava filed impacts showing what the iapact ia 

10 to tba carrier, ao I don't understand what your question 

11 

12 

13 

Q MY question ia I think that you agree~ with •• 

that tbe standard you are asking the Commission to apply 

14 to the rates bare ia that unless a party can demonstrate 

15 to the CO..iaaion that they have been harmed or they will 

16 be baraad by your rates, that then the Commission should 

17 approve the rates. And what I am asking you is why should 

18 not the burden be on GTE to demonstrate that if the rates 

19 are not approved, GTE will be harmed? 

20 MS. CASWELL: I'• going to have to object. I 

21 think tbia ia a question that calls for a legal 

22 conclusion. 

23 MS. KAUPMAN: I think --

24 CHAIRMAN DEASON: There's. no need. Objection 

25 overruled. To tba extant the witness has an opinion, he 
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1 -Y exprua it. 

2 BY U. DUI'IIAII: 

3 Q 

5 Q 

Do you need me to ask it one more time? 

Ye•, pleaae, repeat the question. 

I think that you agreed in a previoua anawer 

6 that what you are aaking the commission to do ia look at 

7 your rate•, and if no party to this proceeding can 

8 d..onatrate to the co .. isaion that they have been har.ed, 

9 you're aaking the co .. isaion to approve the rate•; i• that 

10 right? 

11 Tbat'• correct. 

12 Q And -r queation to you is why should not the 

13 burden be on GTB to ahow that it the commission does not 

14 approve the ratea you've auggested, GTE will be haraed? 

15 In -r opinion, I don't believe that that ia 

16 current regulatory procedure. I believe that the 

17 ca.pany'• requireaent for filing a tariff is to show that 

18 it cover• ita co•t• and that's all. 

19 Q So you don't believe that the company has any 
---

20 burden other than that? 

21 I don't believe so, no . 

22 Q I'a •orry, I apologize . What was your answer to 

23 that queation? 

24 I don't believe ao. 

25 Q So ba8ically it would be your view that the 
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1 co.pany can continue to raise rates without liait unless 

2 •oae party is able to come in and demonstrate to the 

3 Caaai••ion that they're being harmed? 

4 A Tbat'• why we have these proceedings, •o that 

5 partie• can intervene and show that they have so.. problea 

6 vitb tboae rate•, ye•. 

So 1• that a yes? That was a yes? 

aepeat the question again . 

7 

I 

9 

Q 

A 

Q My answer -- •Y question is that it's your view 

10 that tba coapany can continue to raise rates to it• 

11 cuataaer• unl .. • •oae party comes in and deaonstrate• to 

12 the Caaai••ion that that party is going to be haraed? 

13 A Tbe coapany can propose to raise rates. 

14 Q And that what the Commission should look at --

15 A In a switched access environment it does not 

16 generally do that, because of the competitive nature of 

17 it, and ve are not proposing to raise any specific rates 

11 in tbi• proc•eding either. 

19 Q IUt you are suggesting a standard that the 

20 caaai••ion apply to your proposal, and I am just asking 

21 you if vbat you're asking them to do is as long as no 

22 party coae• in and shows they're harmed, you think the 

23 Caaai••ion •hould approve the rates? 

24 A I think that proof of harm should be a factor 

25 tbat i• conaidared, not the only standard. 
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1 Q Well, do you have any other standard in this 

2 teatt.ony? And I'a looking at Page 2, Lines 11 to 12 . 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Tbat is tbe standard you're suggesting, isn't it? 

A Tbe other standards that --

Q Kr. Lee, I'a sorry. Do you have any other 

standard in your testimony that you're asking the 

Ca..ission to apply, other than what I've shown you on 

Page 2? 

A Yea, X bel i eve I do. 

Q can you show •• where in your testiaony that is? 

KS. CASWELL: I'm sorry, can you point out where 

on Page 2 you're referring to? 

13 KS. KAUFMAN: Yes, I'm on Page 2. The full 

14 sentence begins at Line 9, and the phrase I'a really 

15 discussing vitb bia is on Lines 11 and 12. (Pause) 

16 WITNESS LEE: In my -- on the last page of my 

17 testiaony on Page 24, in ay summary, I discuss the fact 

18 that the company's rates and -- from its intrastate LTR 

19 tariff -- or interstate LTR tariff, were found to be in 

20 the public interest. And I would carry over that standard 

21 bare as vall. It should be found to be in the public 

22 interest and approved as well. 

23 Q Are you suggesting that the Commission is bound 

24 by the standard that the FCC applies? 

25 A Ho. I aa suggesting that that's a standard that 
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1 they would be viae to look at. 

2 liS. KAUFMAN: I have nothing further, 

3 llr. Cbairun. Thank you. 

4 CHAXRMAN DEASON: Further questions? 

5 liS. KURLIN: Mr. Chairman, if I could. 

6 CHAIRMAN DEASON: I believe, Mr. Tye -- Mr. Tye, 

7 do you have questions? 

8 KR. TYE: Yea, sir, I have just a couple. 

t CHAIRMAN DEASON: You go first, please. 

10 CROSS EXAMINATION 

11 BY KR. TYB: 

12 Q llr. Lee, in response to one of the questions 

13 that ... Kaut.an just asked you, you indicated that the 

14 ratu -- excuae ae, with local transporc rate structure 

15 the coat to aa.e carriers will go up, and the cost to 

16 other carrier• will go down. Is that a correct 

17 characterization of what you said? 

18 A That'• correct. 

11 Q Do you have the document which was identified, 

20 either yuterday or day before, as Exhibit No. 17 over 

21 there with you? 

22 A I do. 

23 Q Would you please turn to Page 23 of that 

24 dOCUIIent? 

25 liS. KAUFMAN: Mr. Tye, could you give us just a 
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1 aecond to pull that out? 

2 MR. TYE: Sure, I'll be qlad to. 

3 liS. KAUFMAN: Okay, thank you. What page? I'• 

4 HIT)'. 

5 

6 Q 

MR. TYE: Page 23. 

(By Kr. Tye) That page is one of GTE Florida's 

7 Reaponaea to the Interexchange Access Coalition'• Firat 

8 Set of Interrogatories; is that correct? 

9 A That's correct. 

10 Q In response to Interrogatory No. 19 there, you 

11 indicate that the estimated impact of the proposed LTR 

12 intrastate rates in Florida on large, medium and small 

13 IXCa are 3.541. Is that an increase? 

14 A That'• correct. 

15 Q So the impact on the large carriers would be a 

16 3.54t increaae, on the medium carriers, it would be a 

17 negative 4.32. That would be a rate decrease? 

11 A Yea, it would. 

1t Q And then on the small IXCs, the impact would be 

20 a decrease of 9.56t? 

21 A Yea. 

22 Q Given those figures -- well, aren't these 

23 figure• contrary to what Mr. Gillan has been arquinq here 

24 today, or yeaterday? 

25 A In ••••nee, yes. 
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1 Q So in essence, GTE's computations show that the 

2 lar9e IXC ia going to bear the brunt of the increased 

3 cbar9es tbat -- resulting from rest.ructure, and the 

4 ... 11 .. t IXC• are going to get the biggest benefit; is 

5 tbat correct? 

6 

1 

A That'• correct. 

MR. TYE: Thank you, sir. I have no further 

8 questiona, llr. Chairman. 

9 CHAIRMAN DEASON: Ms. Kurlin? 

10 CROSS EXAMINATION 

11 BY liS. JtURLIIf: 

12 Q llr. Lee, I'• Pat Kurlin on behalf of 

13 Inter.edia. I juat have a couple questions for you. On 

14 Page 9 of your rebuttal testimony at Lines -- beginning 

15 around Line 18 and 19, you state that a number of 

16 vitneaaea indicated in their direct testimony that special 

17 acc .. a and dedicated private line transport service• are 

18 fully ca.petitive today. And I am not going to ask you to 

19 go back and tell •e which witnesses made those statements, 

20 but f.. that your understanding and belief as well? 

21 A Yea, it is. 

22 Q That private line and special access are fully 

23 co•petitive in Florida today? 

24 A Yea. 

25 Q And on what would you bas.e that assumption? 
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1 A On the basi• of Commission rules which allow 

2 AAVa to provide that service in the state. 

3 Q So by the Commission allowing AAVa to provide 

4 that .. rvice in the state, the service is therefore 

5 co.petitive? 

6 A Yea. I would also add in addition to that, the 

7 nu.ber of thea• coapetitors that exist today in GTE'• 

I aarkat in Plorida. 

g Q To your knowledge, has th.is Commission made any 

10 aort of findiD9 that these services are competitive? 

11 A I aa not aware of any specific ruling to that 

12 effect • 

13 Q '!'bank you. 

14 CHAIRMAN DEASON: Staff? 

15 MS. CANZANO: Staff has no questions. 

16 CHAIRMAN DEASON: Commissioners? Redirect? 

17 REDIRECT EXAMINATION 

18 BY NS. CASWBLL: 

19 Q Kr. Lee, to the extent that you understand this 

20 co.aiaaion'a procedure• and obligations, do you believe 

21 the Co.aiaaion has the responsibility to assess the 

22 effects of ita actiona on both the public and the 

23 induatriea it regulates? 

24 A Yea, I believe so • 

25 Q And will Mr. Gillan's proposed local transport 
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1 pricing acb ... bara conauaers? · 

2 A Kr. Cillan'a proposal will harm consumer• to the 

3 extent that LBCa are unable to tariff competitive pricea. 

4 Tbe reault of tbat vill be that the LEes will lose 

5 buaineaa to coapetitive alternatives to our switched 

6 acceaa aervice. The losa of those -- the loss of those 

7 revenue• vill ultiaately lead to additional burden• being 

8 placed oft local ratepayer• and consumers through the 

9 bavinq to inereaae the pricea of other servi6•• auch aa 

10 baaic local excbaft9e ratea. 

11 Q And do you think his proposal might also chill 

12 rate reduction• for any access services and in turn long 

13 diataftce aervicea? 

14 MS. KAUFMAN: Excuse me. I need to object. I 

15 think abe'a leading the witness, and that's improper 

16 redirect. 

17 

18 

19 

WITNESS LEE: I did state that in my suaaary. 

MS. KURLrN: I withdraw the question. 

CHAIRMAN DEASON: The objection is that you're 

20 leadin9 the vitneaa. 

21 MS. lUBLIN: I'a finished. Thank you. 

22 CHAIRMAN DEASON: And we have no exhibita. 

2 3 Thank you. Kr. Lee. 

24 WITNESS LBBI Thank you . 

25 (Witneaa Lee excused.) 
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1 COMMISSIONER CLARK: Mr . Chairman, can we aak 

2 the partie• with reapect to the remaining witneases who 

3 baa queationa? 

4 CHAIRMAN DEASON: Well, the next scheduled 

5 witneaaea ia Mr. Denton. Are there any quastions tor 

6 Mr. Denton? Staff have questions for Mr . Denton? 

7 liS. CANZANO: No. 

8 CHAIRMAN DEASON: Following Mr . Denton ia 

9 Mr. Hendrix. Any queations for Mr. Hendrix? 

10 KR. WIGGINS: I have one or two. 

11 CHAIRMAN DEASON: At this point I think we 

12 can -- just without objection we can have the pretiled 

13 rebuttal teatt.ony of Mr. Denton inserted into the 

14 record. And there will be no cross examination. 

15 And there is no exhibit to be identified; is 

16 that correct? 

17 MR. CARVER: No exhibits. 

18 CHAIRMAN DEASON: Mr. Denton's pretiled rebuttal 

19 will be inserted into the record. And without objection 

20 we alao will inaert the prefiled rebuttal testimony of 

21 Mr. Hendrix --

22 COMMISSIONER CLARK: Pat has questions. 

23 CHAIRMAN DEASON: I'm j ust speeding things 

24 along. I know you have questions . I'm going to go ahead 

25 and have it inserted • 
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1 COMMISSIONER CLARK: Mr. Chairman, can we ask 

2 tba parti .. with respect to the remaining witnesses who 

3 baa queationa? 

4 CHAIRMAN DEASON: Well, the next scheduled 

5 witnaaaea ia Mr. Denton. Are there any question• for 

6 Mr. Denton? Staff have questions for Mr. Denton? 

7 liS. CANZANO: No. 

I CHAIRMAN DEASON: Following Mr. Denton is 

9 Mr. Hendrix. Any questions for Mr. Hendrix? 

10 MR. WIGGINS: I have one or two. 

11 CHAIRMAN DEASON: At this point I think we 

12 can -- juat without objection we can have the prefiled 

13 rebuttal teatt.ony of Mr. Denton inserted into the 

14 record. And there will be no cross examination. 

15 And there is no exhibit to be identified; is 

16 that correct? 

17 HR. CARVER: No exhibits. 

18 CHAIRMAN DEASON: Mr. Denton's prefiled rebuttal 

1t will be inaerted into the record . And without objection 

20 we alao will inaert the prefiled rebuttal testimony of 

21 Mr. Hendrix --

22 COMMISSIONER CLARX: Pat has questions. 

23 CHAIRMAN DEASON: I'm just speeding things 

24 along. I know you have questions. I'm going to go ahead 

25 and bave it inaerted. 
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MR. WIGGINS: Thank you . 

CHAIRMAN DEASON: I get a feeling here the 

924 

3 co.aissionera want things to speed up, so I'a trying to 

4 speed tb- up. Are there any exhibits to the testiaony of 

5 Kr. Hendrix? Is it necessary to have a aumaary of 

6 Kr. Hendrix' rebuttal testimony? 

7 

8 

t 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

.... 
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1 SOUTBBRH BBLL TELEPHONE AND TELEGRAPH COMPANY 

2 REBUTTAL TESTIMONY OF DAVID B. DENTON 

3 BEFORE THE 

C FLORIDA PUBLIC SERVICE COMMISSION 

5 DOCKET NO. 921074-TP 

6 June 27, 1994 

7 

8 Q. WILL YOU PLBASB STATE YOUR NAME AND BUSINESS 

9 ·ADDRBSS7 

10 

11 A. I AN DAVID B. DENTON. MY BUSINESS ADDRESS IS 675 

12 WBS~ PBACBTRBE STREET, ATLANTA, GEORGIA. 

13 

14 Q. DID YOU PILB DIRECT TESTIMONY IN THIS DOCKET? 

15 

16 A. YBS, I DID. 

17 

18 Q. WBA~ IS ~88 PURPOSB OF YOUR REBUTTAL TESTIMONY? 

19 

20 A. ~81 PURPOSB Or MY REBUTTAL TESTIMONY IS TO REBUT 

21 CBRTAIN POSITIONS TAKEN BY VARIOUS PARTIES IN THIS 

22 DOCKET. 

23 

24 Q. HR. GUBDBL POR AT'T TAKES THE POSITION THAT 

25 COLLOCATORS SHOULD NOT BE REQUIRED SPECIFICALLY 

- 1 -
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1 TO ALLOW THB LECs TO INTERCONNECT WITH THBIR 

2 D!WORIS AND MR. ANDREASSI TAKES THB POSITION ON 

3 BIBALr Or TBLBPORT THAT SINCE ALL THOSB WHO 

t COLLOCATI AT LEC CENTRAL OFFICES ARB NON-DOMINANT 

5 CARRIIRS, THBRB SHOULD BE NO REQUIREMENT TO ALLOW 

6 LICe OR OTHER PARTIES TO INTERCONNECT WITH THEIR 

7 .. !NORIS. DO YOU AGREE WITH THESE POSITIONS? 

8 

9 A. 1101 l DO IIOT. THE PURPOSE OF EXPANDED 

10 l.rBRCOIRICTION IS NOT TO SIMPLY "FACILITATE THB 

11 INTRY Or POTENTIAL COMPETITORS INTO THE MONOPOLY 

12 

13 

lt 

PRISIRVIS Or THE LECs" AS STATED BY MR. GUEDEL FOR 

AT,~. TBB TRUB PURPOSE OF EXPANDED 

INTBRCONNBCTION, AS SET FORTH BY THIS COMMISSION'S 

15 ORDBR OR PRIVATE LINE AND SPECIAL ACCESS 

16 COLLOCATIONS, IS SO THAT: 

17 

18 ••• THB ADOPTION OF A COMPETITIVE 

19 RIGULATORY MODEL FOR PRIVATE LIN! 

20 AND SPECIAL ACCESS SERVICES WILL 

21 BBNBPIT fLORIDA'S LONG TERM 

22 TBLICOMMUNICATIONS INFRASTRUCTURE 

23 

2t 

25 

AND TBB USERS OF TELECOMMUNICATIONS 

SERVICES. EXPANDING COMPETITIVE 

OPPORTUNITIES FOR SPECIAL ACCESS AND 

- 2 -
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• 
5 

6 

7 

8 

' 
10 

11 

12 

13 

1. 

15 

16 

PRIVA~B LINE WILL BENEFIT END USERS 

~BROUGH& 

1. INCREASED CUSTOMER CHOICE; 

2. IRrRODUCTION OF NEW SERVICES AND 

'l'BCHNOLOGIES; 

3. PRICI COMPETITION; 

•• DIVIRSIFICATION AND NETWORK 

RBDUNDANCY; 

•• PRIVATI INVESTMENT IN THE 

FLORIDA INFRASTRUCTURE; 

6. INCREASED SERVICE AND QUALITY; 

7. CR&A~BR R.ESPONSIVENESS TO END 

USBR NIEDS; AND 

8. IMPROVID EFFICIENCY. 

17 ~HI SAKI IS ~RUB FOR SWITCHED ACCESS COLLOCATION. 

927 

18 PUT SIMPLY, ~HIS COMMISSION'S COLLOCATION POLICY IS 

19 THAT COL~TION SHOULD FOSTER COMPETITION TO 

20 BIKIPIT CUS~IRS. IT IS NOT TO BENEFIT 

21 COIIPfti!'ORS. 

22 

23 0• HOW I)() YOU RBSPOND TO MR. GUEDEL' S ALLEGATION THAT 

24 

25 

BY RBQUIRING RECIPROCAL ARRANGEMENTS THE 

DBVILOPNBRT OP COMPETITION WOULD BE FRUSTRATED 

- 3 -
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1 RA~BIR ~BAR ENCOURAGED? 

2 

3 A. mtii.C: COULD, Ill PACT, BB FURTHER FROM RBALI~Y. 

C SOUftiBU DLL BAS HAD, AND WILL CONTINUE TO HAVB, 

5 CUI!OKIRI WBOII RIQUESTS FOR SPECIFIC NETWORK 

6 DIIICIIS RIQUIRI COLLOCATION WITH OTHER 

7 ~LIOONMUIJCA~IOHS SERVICE PROVIDERS. IF ~HIS 

8 CONKISSIOI DBIIRNIHBS THAT RECIPROCAL COLLOCATION 

9 IS .at APPaDPRIA~B, THESE END USER CUSTOMERS COULD 

10 IIAVI ~BIIR taLICOMMUHICATIONS CHOICES ARTIFICIALLY 

11 COIS!RAI .. D BICAUSB THE OTHER TELECOMMUNICATIONS 

12 

13 

14 

15 

16 Q. 

17 

18 

19 

SIRV1CBS PROVIDERS COULD IMPOSE TERMS AND 

CORDI~IOIS POR COLLOCATION WHICH WOULD PRICE 

SOU!'BIRR BBLL' S RESPONSE OUT OF THE MARKET. 

DO YOU AGRBB WITH MR. ANDREASSI'S POSITION THAT A 

RICIPROCAL INriRCONNECTION REQUIREMENT IS 

UIIDCBSSARY? 

20 A. AGAIR, aD. MR. AHDREASSI FROM TELEPORT MAKES THE 

21 ARGUNift ~BA~ THI LECs ARE THE "'MONOPOLY PROVIDERS 

22 

23 

24 

25 

OP ISSINriAL BOTTLENECK FACILITIES" AND THAT THEY 

MUST 81 RBQUIRID TO PROVIDE PHYSICAL COLLOCATION 

POR THIS RBASON. FURTHER, HE STATES THAT NON­

DOMIMAHT, COMPETITIVE CARRIERS SUCH AS AAVs , NEED 

- 4 -
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80 SUCH REQUIREMENT BECAUSE THEY WOULD BE FOOLISH 

to RaJICf COLLOCATION REQUESTS BECAUSB Or THB 

ADDI~Ia.AL RBVBNUES THEY PROVIDE. ON THE SURFACE 

'!IBIS IIAY APPBAR TO DB LOGICAL, BUT IT GLOSSES OVBR 

~BB FACt ~~ WHOEVER CONTROLS A PARTICULAR 

LOCATIOI Or COLLOCATION CAN INDEED LIMIT A 

COIIPftltoa' S ACCESS IF THE TERMS AND CONDITIONS FOR 

COLLOCA~IC* ARB NOT FORMALLY ESTABLISHED. IN OTHER 

..ORDS, UIIDBR HR. ANDREASSI'S APPROACH, AN AAV WULD 

81 PR&I to PRICK COLLOCATION AT PROHIBITIVE RATES, 

IJIBRNS OR CONDITIONS IF IT PERCEIVED THAT ITS 

BUSIDSS WULD 88 SERVED BY DOING SO IN A 

PARTICULAR INSTANCE. THE BETTER APPROACH IS TO 

AVOID THIS POSSIBILITY BY REQUIRING RECIPROCAL 

COLLOCAIJIIOR ON TBE SAME TERMS AND RATES AS 

COLLOCATION IS OFFERED BY TilE LECS. 

IJIBB DIS~IRCTION BETWEEN DOMINANT AND NON-DOMINANT 

CARRIIRS ALSO FAILS BECAUSE THE ENTITY CONTROLLING 

TBB PARTICULAR SPACE DESIRED BY A COLLOCATOR COULD 

USB THAT POSITION TO ITS STRATEGIC ADVANTAGE, NO 

MATTER BOW LARGE OR SMALL THAT ENTITY MAY BE. BY 

DBRYING RBCIPROCAL COLLOCATION AT A GIVEN LOCATION, 

AM AAV, FOR EXAMPLE, COULD DENY THE LEC's PROVISION 

Or SERVICBS AS A CUSTOMER OPTION, REGARDLESS OF THE 

- 5 -



• 

• 

930 

1 AAV'S RILATIVB MARKET SHARE. 

2 

3 AS I UIIDIRSTAHD IT, THE GOAL OF THIS PROCEEDING IS 

C ~ IICRIASB COMPETITION SO AS TO BENEFIT CUSTOMBRS. 

5 UIILBSS BXPAMDBD INTERCONNECTION IS AVAILABLB TO ALL 

6 PAR'l'IBS ON THB SAME TERMS AND CONDITIONS, INCLUDING 

7 THI LIC81 THIN THIS PROCEEDING WILL FALL SHORT OF 

8 ACHIBVING THAT KEY GOAL. MR. METCALF, WITNESS FOR 

9 IRTBRKIDIA COMMUNICATIONS INC., AGREES WITH 

10 

11 

12 

~ &aLL ON THIS POINT. HE STATES IN HIS 

DIRBC'I ftSifiiiONY THAT, "THE MORE COMPBTITIVB 

FLIXIBILift !fRAT BOTH THE LECs AND THE AAV• HAVE, 

13 'ID 8BftBR - PARTICULARLY AS IT RELATES TO 

14 COKPilfiiG WITH VSAT AND MICROWAVE VENDORS". 

15 ALifiiOUGII IIR. MB'l'CALF MADE THIS POINT IN REGARD TO 

16 PRICIBC FLIXIBILITY, IT APPLIES EQUALLY TO 

17 FLIXIBILITY IN PROMOTING COLLOCATION ARRANGEMENTS. 

18 TBBRIPORI, IF THB PRIME BENEFACTORS OF EXPANDED 

19 INfiRCORRICTION ARB TO BE END USER CUSTOMERS, IT IS 

20 NBCBSSARY TO REQUIRE RECIPROCAL COLLOCATION. 

21 

22 Q. 

23 

24 

25 

MR. AMDRBASSI HAS OBJECTED TO SOUTHERN BELL'S 

TARIFF FOR SPICIAL ACCESS INTERCONNECTION BECAUSE 

IT DOBS ROlf PROVIDE FOR INTERCONNECTION AT THB DSO 

LIVBL. COULD YOU PLEASE EXPLAIN SOUTHERN BELL'S 
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POSITION ON INTERCONNECTION AT THE DSO LEVEL? 

~ ULL•S POSITION IS THAT DSO LBVBL 

I~IONS SHOULD BE HANDLED ON A CBNTRAL 

OPPIC. BY CENTRAL OFFICE BASIS. THIS IS DUB TO THE 

POrBRTIAL POR SPACE EXHAUSTION PROBLEMS IF DSO 

LIVBL III'RRCOHHECTION IS REQUIRED IN ALL 

COLLOCATIRG CBNTRAL OFFICES. ADDITIONALLY, SINCE 

TBB COMMISSION HAS ORDERED INTERCONNECTION FOR 

PIBIR OILY DSO FACILITIES FOR SPECIAL ACCESS 
6 •. 

PURPOS.S, THBRB IS A STRONG LIKELIHOOD THAT THERE 

WILL U LiftU OR NO DEMAND FOR DSO INTERCONNECTION 

IR MOST CBNTRAL OFFICES. THERE IS NO REASON THAT 

ANY RBQUBST POR DSO INTERCONNECTIONS COULD NOT BE 

BAIDLBD TO TBB SATISFACTION OF THE COLLOCATORS ON A 

CBITRAL OPPICB BY CENTRAL OFFICE BASIS. HOWEVER, 

IP A DSO LBVBL TARIFF IS REQUIRED, THEN ALL 

RBCBSSARY PRBPARATION AND COST DOCUMENTATION WOULD 

BAVB !0 88 PBRPORMBD TO SUPPORT A DSO TARIFF 

OPPBRIHG BVBN IP THERE ARE FEW OR NO REQUESTS FOR 

THIS SBRVICB. 

SOUTBBRN BBLL BELIEVES STRONGLY IN THE NEED FOR 

CORSISTBNCY WITH THE FCC ON THIS POINT. SOUTHERN 

BBLL SUPPORTS THE FCC'S APPROACH TO HANDLING 
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1 RIQUBS~S FOR "SPECIAL ACCESS SERVICES OTHER THAN 

2 DS1 AND DS3 SERVICE" (WHICH INCLUDES DSO SERVICE). 

3 ~HI lCC BBLD THAT A LEC SHALL FILE A TARIFF "WITHIN 

C C5 DAYS OF RICIIPT OF A BONA FIDE REQUES~ TO 81 

5 BPRC!'IU UPON CS DAYS NOTICE." SOUTHERN BELL 

6 RIQUIS~S ~BAT THIS COMMISSION RESOLVE THIS ISSUI IN 

7 A IL~ !BA~ IS CONSISTENT WITH THE FCC ORDER ON 

8 IR!BRS~A~ COLLOCATION. 

9 

10 Q. D. AIIDUASSI FROM TELEPORT ALSO OBJECTS TO 

11 SOU!BIRN BILL'S SPECIAL ACCESS INTERCONNECTION 

12 

13 

~ARIFF IlCAUSI, BE CONTENDS, THE REQUIREMENT THAT 

AM INTIRCORRICTOR OCCUPY ITS SPACE WITHIN 60 DAYS 

1C IS UNRBASORABLI, AND PERMITS THE LEC TO FORCE 

15 COLLOCA~ION IN ORDER TO "TRIGGER" PRICING 

16 FLEXIBILITY FOR THE LECs. IS THIS VIEW CORRECT? 

17 

18 A. NO, I~ IS NOt. MR. ANDREASSI HAS CONFUSED THE 

19 PCC'S ORDIR CONCERNING HOW PRICING FLEXIBILITY IS 

20 "~RIGCIRID" POR INTERSTATE SPECIAL ACCESS SERVICES 

21 WITH WBA~ WAS ORDERED BY THIS COMMISSION. IN THE 

22 ORDIR ISSUBD MARCH 10, 1994, THIS COMMISSION 

23 GRAlftBD TBB LIC8 "ZONE-PRICING" FLEXIBILITY AND 

2C ORDIRID THB LBC8 TO FILE PLANS AND ACCOMPANYING 

25 TARIFF PROPOSALS. THUS, PENDING COMMISSION 
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APPROVAL OF THEIR TARIFF PROPOSALS, THB LEC8 

ALRIADY HAVB PRICING FLEXIBILITY. THBRI IS NO 

RIAIOI POR THB LECs TO FORCE AN INTERCONNBCTOR TO 

ORDIR COLLOCATION PREMATURELY IN ORDER TO GAIN 

PRICIMG FLEXIBILITY. 

DOIS ~BAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

YIS, I~ DOIS. 
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18 

19 Q. 

20 

21 A. 

22 

23 

24 

25 Q. 

SOUTHERN BELL TELEPHONE COMPANY 

RBBUTTAL TESTIMONY OF JERRY D. HENDRIX 

BEFORE THE 

PLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 921074-TP 

JUNE 27, 1994 

WILL YOU PLEAS! STATE YOUR NAME AND BUSINESS 

ADPRISS? 

YIS. I AM JERRY D. HENDRIX . MY BUSINESS ADDRESS 

IS 675 WIST PEACHTREE STREET, ATLANTA, GEORGIA . 

DID YOU FILl DIRECT TESTIMONY IN THIS DOCKET? 

YBS, I DID. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

THE PURPOSE OF THIS TESTIMONY IS TO REBUT THE 

TESTIMONY OF SEVERAL PARTIES FILED ON MAY 23, 1994 

IN THIS DOCKET. 

WHAT IS YOUR FIRST POINT OF REBUTTAL? 
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IJ'U PIRSIJ' POitrt 01' REBUTTAL IS ONE THAT WILL APPLY 

lfO IIR. GILIM' S TESTIMONY IN GENERAL AND MORB 

SPICIPICALLY tO liS TESTIMONY UNDER "IV. COST-L,SBD 

'IRUIJIOit'l' RAIJ'IS POR SOUTHERN BELL" AND "V. O'l'HER 

ISSUIS". IR 'l'HBSB SECTIONS MR. GILLAN EXPLAINS HOW 

'l'BB PRICI POR IACH TRANSPORT OPTION SHOULD BE 

BSTABLISHBD. 

SIMPLY PUT, MR. GILLAN WANTS THIS COMMISSION TO 

ADOPT TBB IRTEREXCHANGE ACCESS COALITION'S (lAC'S) 

PROPOSAL WHICH BSTABLISHES A MECHANISM FOR 

DETERMINING RATE LEVELS AND THE RELATIONSHIPS 

BBTWBBN RATE LEVELS. IAC' S MEMBERS INCLUDE 

LDDS/MBTROMBDIA, CABLE AND WIRELESS, WILTEL, LCI 

AND US LONG DISTANCE. THIS PROPOSAL BY lAC IS 

'l'OTALLY INAPPROPRIATE. ITS PROPOSAL IS TANTAMOUNT 

TO ONB COMPETITOR TELLING ANOTHER COMPETITOR WHAT 

1'1' SHOULD CHARGE FOR ITS SERVICES. 

SOUTHERN BELL'S PENDING FILING, MADE WITH THE 

COMMISSION ON SEPTEMBER 22, 1993 AND LATER UPDATED 

IN JANUARY, 1994, PROPOSES TO MIRROR THE INTERSTATE 

TRANSPORT STRUCTURE AND RATES THAT BECAME EFFECTIVE 

DECEMBER 30 1 19 93. THE FCC, PH I Oil: '1'0 A I ... LOW I NG 
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1 ~HISB RATES TO BECOME EFFECTIVE, ADDRESSED THE VERY 

2 ARGUNBHTS AND PROPOSALS BEING HADB BY IAC. THBSB 

3 AaGUKIRTS WBRE NOT ACCBPTBD AT THB FCC AND TBBY 

4 IIIOULD ROT 81 ACCBPTED HERE. ADDITIONALLY, TBBSB 

5 SANB ARCUMBNTS HAVE BIEN REJECTED IN PROCBBDINGS IN 

6 IOR!B CAROLINA, SOUTH CAROLINA AND TENNESSEE. THE 

7 LOCAL ~RANSPORT RESTRUCTURE TARIFF WAS APPROVED AS 

8 FILID IN THESE STATES. THE TARIFF FILING WAS ALSO 

9 APPROYID IN ALABAMA AND KENTUCKY. 

10 

11 

12 

13 

14 

15 

IOUfBIRN BILL'S RATES FOR ITS SERVICES COVER ITS 

COSTS AND THE RATES FOR THE DIFFERENT SERVICES AND 

TBI RELATIONSHIPS BETWEEN THE RATES ARE JUST AND 

UASONABLB. 

16 Q. WHAT IS YOUR SECOND POINT OF REBUTTAL FOR MR. 

17 GILLAN? 

18 

19 A. HR. GILLAN'S TESTIMONY CONVENIENTLY AVOIDS THE 

20 IMPACT ON SOUTHERN BELL IF HIS PROPOSED RATES ARE 

21 ADOPTED BY THIS COMMISSION. HIS TESTIMONY FURTHER 

22 IGNORES THAT THE PURPOSE OF THE PROPOSED TARIFF IS 

23 NOT ONLY TO FOSTER FULL AND FAIR INTEREXCHANGE 

24 COMPETITION BUT ALSO TO FOSTER ACCESS COMPETITION 

25 AND EFFICIENT USE OF SOUTHERN BELL'S NETWORK. 
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1 

2 Q. PLBASa &XPLAIH THB IMPACT ON SOUTHERN BELL IF THE 

3 !'RAIIIJIOft RAftS PROPOSID BY IAC ARB ADOPTED • 

.. 
5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

~BI RA!B LBVILS PROPOSED BY IAC COULD HAVE 

SIGRIPICART IMPACTS ON SOUTHERN BELL'S PUBLIC 

SWI'l'CDD DftfORJ(. ADOPTING AN INTRASTATE RATE 

S'l'RUC!'URB AIID RATE LEVELS THAT ARE INCONSISTENT 

WITH !BB IRIBRSTATB JURISDICTION COULD CAUSE 

SIGaiPICANT SHirTS IN ~HE VOLUME OF USAGE OF TANDEM 

SWI'l'CBBD !'RAPPIC. IN OTHER WORDS, IF lAC' S 

PROPOSAL IS ADOPTED, CUSTOMERS THAT ARE CURRENTLY 

USIRS OP DEDICATED TRANSPORT MAY RECONFIGURE TO 

14 TAIIDBM SWITCHED TRANSPORT ON THE PUBLIC SWITCHED 

15 D!NORK. THIS SHirT IN TRAFFIC COULD CREATE 

16 TRAPPIC LOAD PROBLEMS FOR THE PUBLIC SWITCHED 

17 NETWORK REQUIRING SIGNIFICANT NEW NETwORK 

18 IHVIS!MINT. 

19 

20 HAVING THE SAME RATE LEVELS IN BOTH THE INTERSTATE 

21 AND INTRASTATE JURISDICTIONS WILL LESSEN THIS 

22 THRIAT SIGNIFICANTLY AND LESSEN ANY IMPETUS FOR 

23 MISRBPORTING PERCENT INTERSTATE USAGE (PIU). 

24 FURTHER, MIRRORING THE INTERSTATE STRUCTURE AND 

25 RATES WILL ALLOW SOUTHERN BELL TO OPERATE MORE 
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BFFICIBNTLY FROM BOTH AN ADMINISTRATIVE AND BILLING 

S~AHDPOINT. RATE PARITY WITH THE INTBRSTATB 

JURISDJC!JOH WILL REDUCE CUSTOMER CONFUSION AND 

R8DUCI ~BI POSSIBILITY OF BILLING ERRORS. 

ALSO, lAC'S RATE PROPOSAL FAILS TO ADDRESS ROW THE 

BASIC RA~BPAYERS OF THIS STATE COULD BE AFFBCTED. 

SOUtBBRR BELL HAS PROPOSED RATES THAT WILL SERVE AS 

AN INI~IAL STEP TO ALLOWING IT TO COMPETE 

BPPBC!IVILY IN THE MARKETPLACE. THESE RATES WILL 

ALLOW SOUTHERN BELL TO RETAIN INTEREXCHANGE CARRIER 

CUSTONIRS ON THE PUBLIC SWITCHED NETWORK SO THAT 

~88 COMMISSION'S GOALS OF UNIVERSAL SERVICE AND 

SUPPORT OF BASIC EXCHANGE SERVICE CAN CONTINUE TO 

BB ACHIIVBD. THE CRITICAL SUPPORT TO BASIC 

BXCHANGE SERVICE DOES NOT APPEAR TO BE A CONCERN OF 

IAC. 

THE IXCs AND OTHER COMPETITORS HAVE NOT 

DBNONSTRATED CONCERN FOR THE IMPACT ON THE BASIC 

RATBPAYERS. THE COMMISSION IN ORDER NO. 16343, AT 

PAGE 8, RECOGNIZED THAT THEY DO NOT HAVE THE SAME 

RESPONSIBILITY TO THE RATEPAYERS AS THE LECs. THE 

COMMISSION STATED: 
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2. 
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781 IXCs ARB NOT HAMSTRUNG WITH THE 

RISPORSIBILITIES FOR UNIVERSAL TOLL AND 

LOCAL SIRVICB WHICH WE IMPOSE ON THE 

LBCs. 7HIS ALONE ELIMINATES ANY 

SBKBLAHCB OR POSSIBILITY FOR 'TRUE 

CONPBTITION.' AS DISCUSSED EARLIER, 

COMPBTITIVB ENTRY BY THE IXCs WOULD BE 

DIRBCTBD AT LUCRATIVE HIGH-VOLUME TOLL 

ROUTBS AND SPECIFIC LARGE-VOLUME TOLL 

USBRS •••••• TOLL RATES FOR SOME CONSUMERS 

WILL GO DOWN, LOCAL RATES FOR ALL 

CONSUMERS WILL ULTIMATELY GO UP ••••• 

PLIASE ADDRESS THE NEED FOR SOUTHERN BELL TO BE 

ABLE TO COMPETE EFFECTIVELY. 

THB NEED TO BE ABLE TO COMPETE EFFECTIVELY IS 

CRITICAL TO SOUTHERN BELL AND THE RATEPAYERS OF 

'J'B!S STATE BECAUSE PRESENTLY ACCESS SERVICES 

PROVIDE SIGNIFICANT SUPPORT TO BASIC EXCHANGE 

SERVICES. 

MANY PARTIES IN THIS PROCEEDING INCLUDING SOUTHERN 

BILL, SUPPORT INCREASED COMPETITION FOR ACCESS 

SERVICES. SOME HAVE EVEN RECOGNIZED 'fHAT THE 
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MARKETPLACE IS ALREADY COMPETITIVE AND OTHERS WANT 

~BB STATB RESTRICTIONS TO BE ELIMINATED TO ALLOW 

lfiiBN !fO COHPBTB MORE FULLY ON AN INTRASTA!'B BASIS. 

IOUTBBRR BILL SHOULD BE A PLAYER IN THIS 

COIIPfti!'IVB BIIVIRONMENT. IN ORDER TO RESPOND TO 

IICRIASID COMPITITION, SOUTHERN BELL AND OTHIR 

LOCAL IXCHANGB COMPANIES (LECs) SHOULD BE ALLOWED 

tO IS!'ABLISH RATES TO MEET MARKET PRESSURES. 

WHAT IS YOUR OTHER POINT OF REBUTTAL TO MR. 

GILLAN'S TBSTIMONY? 

MR. GILLAN'S TESTIMONY AT PAGE 9 (LINES 4 THROUGH 

17) DOIS NOT PROVIDE AN ACCURATE OR COMPLETE 

PORTRAYAL OF THE IMPACT SOUTHERN BELL'S LOCAL 

TRANSPORT FILING WILL HAVE ON SMALLER MARKETS. 

BB INFERS THAT SOUTHERN BELL'S FILING COULD BE USED 

TO INTRODUCE UNECONOMIC AND UNNECESSARY BARRIERS, 

ENDING IN THE LACK OF COMPETITIVE CHOICES FOR 

SERVING SMALLER MARKETS . ON THE OTHER HAND, MR. 

GILLAN CLAIMS THAT lAC'S PROPOSAL WILL NOT 

MATERIALLY DISADVANTAGE THE SMALLER MARKETS. 

THE FACT IS, UNDER SOUTHERN BELL ' S PROPOSED TARIFF, 
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1 ALL PURCHASERS OF SWITCHED ACCESS WILL CONTINUE TO 

2 PAY THB SAME RATE FOR MORE THAN 95\ OF THBIR 

3 awi!CHID ACCBSS USAGE CHARGES. WITH SWITCHBD 

C ~SPORT INCLUDED, THE DIFFERENCE BETWEEN THE 

5 IIGBBST TRANSPORT RATE (TANDEM SWITCHED) AT $.0C686 

6 PIR ACCBSS MINUTE AND THE LOWEST TRANSPORT RATE 

7 (DIDICATBD DSJ) AT $.04573 PER ACCESS MINUTE IS 

8 

9 

10 

11 

12 Q. 

13 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

2C 

25 

APPROXIMATELY 1/lOTH OF A CENT. HENDRIX EXHIBIT 3 

DBPICTS THIS INSIGNIFICANT RATE IMPACT ON lAC'S 

MBHBBRS. 

PLBASB COMMENT ON THE IMPACT THIS FILING WILL HAVE 

ON SMALLER LESS DENSE MARKETS IN FJ.ORIDA. 

SOUTHERN BELL DOES NOT BELIEVE THAT SMALLER LESS 

DINSE MARKETS IN FLORIDA WILL BE NEGATIVELY 

IMPACTED. IT IS FAIRLY SAFE TO ASSUME THAT AT'T 

WILL CONTINUE TO SERVE THESE MARKET AREAS ALON~ 

WITH OTHER INTEREXCHANGE CARRIERS (IXCs). IN FACT 

IN THB LOCAL TRANSPORT RESTRUCTURE HEARINGS 

CONDUCTED IN OTHER STATES, AT&T'S WITNESS HAS 

STATED THAT IXC SERVING THE RURAL AREAS WOULD ALL 

BB BASICALLY BUYING THE SAME FACILITIES, DS- l'S AND 

TANDEM SWITCHING FACILITIES, AND COMPETITION MAY BE 

INHANCBD RATHER THAN ADVERSELY AFFECTED . 
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1 

2 ADDI~IOKALLY, SOUTHERN BELL WILL CONTINUE TO SERVE 

3 ftl8 IIIALLBR, LBSS DENSB MARKETS AS WELL. AS BAS 

4 81 .. tBB CASB IN THE PAST, THESE CUSTOMERS WILL 88 

5 APPOIDBD TKI SAME QUALITY OF SERVICE AND PERHAPS 

6 NOll CONPR!ITIVI SERVICE OPTIONS AS ENJOYED BY 

1 CUS!ONIRS IN THE MORE URBAN AREAS. 

8 

9 Q. TBLBPORT COMMUNICATIONS GROUP, INC. HAS FILED 

10 

11 

12 

13 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

TBS~INONY IN THIS INSTANT PROCEEDING. DO YOU RAVE 

ANY POlin'S or REBUTTAL TO MR . ANDREASSI 'S 

HSTINONY? 

YES I DO. IT IS OBVIOUS THAT MR. ANDREASSI DOES 

NOT UNDIRSTAND IMPUTATION IN THE CONTEXT OF ISSUE 

23. (HOW SHOULD THE COMMISSION'S IMPUTATION 

GUIDELINES BB MODIFIED TO REFLECT A REVISED 

7RANSPORT STRUCTURE (IF LOCAL TRANSPORT RESTRUCTURE 

IS ADOPTED)?) MR. ANDREASSI'S RESPONSE TO THIS 

ISSUE IS INAPPROPRIATE AND GOES BEYOND THE SCOPE OF 

THE ISSUE AT HAND. 

23 IMPUTATION REQUIREMENTS ARE CONTRARY TO THE INTENT 

24 Or COMPETITION. ONLY A SELECT FEW ARE ASSURED OF 

25 BENEFITING FROM IMPUTATION - IXCs AND OTHER TOLL 
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PROVIDERS. TBBRE IS NO EQUITY IN PLACING THESE 

RBQUIRINBHTS OR ~81 LICs WHILE THE IXCs AND OTHER 

tOLL P.IOYIDBRS BAVI FRBBDOM FROM TRESE ONEROUS AND 

UIIIIBCBSSARY IMPUTATION REQUIREMENTS. IF THE 

DIPUTATIOR RBQUIRBMEHTS ARE TO BE CONTINUED, TRIY 

SHOULD 88 APPLIBD TO ALL TOLL PROVIDERS. lAC'S 

WITHBSS, MR. GILLAN ALSO ADVOCATES THIS POSITION AT 

PAGI 20 OF HIS TBSTIMOHY, LINES 8 AND 9 . HE STATES 

THAT& 

TO CONTINUE TO SATISFY THESE OBJECTIVES, 

TBB ACCESS TRANSPORT RESTRUCTURE SHOULD 

BB APPLIED TO THE TOLL SERVICES OF LOCAL 

TELEPHONE COMPANIES AS WELL AS 

INTBREXCHANGE CARRIERS. 

HOWEVER, AS STATED BY MR. ANDREASSI AND OTHERS IN 

THIS PROCEEDING, THE LOCAL TRANSPORT PORTION OF 

SWITCHED ACCESS IS AND WILL BECOME MORE COMPETITIVE 

ONCE SWITCHED ACCESS INTERCONNECTION IS 

IMPLEMENTED. BECAUSE OF THIS INCREASED 

COMPETITION, THERE SHOULD BE !Q IMPUTATION 

REQUIREMENTS. THE MAR~ET CONDITIONS SHOULD DICTATE 

THE APPROPRIATE RATE LEVEL FOR TOLL SERVI CES. 
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1 Q. AT PAGB 17 OF MR. ANDREASSI'S TESTIMONY AND PAGE 14 

2 OF MR. MB!CALF'S TESTIMONY THEY RESPOND TO THE 

3 ISSUBI SHOULD THE LBCs BE ALLOWED TO · HAVE MORE 

4 PRICIRG FLEXIBILITY? MR. ANDREASSI STATED THAT THE 

5 LIC8 SHOULD ROT BE GRANTED PRICING FLEXIBILITY 

6 BBYOIID WHAT WAS GRANTED BY THE FCC. MR. METCALF IN 

7 •rr&e~ St'AftD THAT ONCE THE AAVs HAVE GAINED ALL 

8 TB. MARKIT SHARE THEY CAN HANDLE, THEN THE 

9 COMMISSION SHOULD ALLOW THE LECs PRICING 

10 FLEXIBILITY. 

11 

12 

13 

14 

WHAT IS YOUR OPINION REGARDING THESE GENTLEMEN'S 

RBCOIOIBNDA'I'IONS? 

15 A. SDUrBERN BELL VIGOROUSLY OPPOSES THE CONCLUSIONS OF 

16 MR. ANDREASSI AND MR. METCALF . IT IS APPARENT THAT 

17 THB MOTIVES FOR THESE RECOMMENDATIONS SELF-SERVING. 

18 

19 PRICING FLEXIBILITY IS NEEDED TO ALLOW SOUTHERN 

20 BELL AND OTHER LECs TO RESPOND COMPETITIVELY IN THE 

21 PROVISION OF ACCESS SERVICES FOR CUSTOMERS. AS 

22 STATED EARLIER, ACCESS SERVICES HAVE TRADITION~LLY 

23 PROVIDED SIGNIFICANT CONTRIBUTION TO THE 

24 

25 

MAINTENANCE OF LOW RESIDENTIAL RATES. IN ORDER TO 

KEEP ACCESS CUSTOMERS, AND THUS CONTINUE SUPPORT TO 
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LOW RBSIDBNTIAL RATES, PRICING FLEXIBILITY IS THE 

IBY TO PROVIDING THE LECs WITH THE ABILITY TO BE 

P~IVB AHD REACTIVE IN THIS COMPETITIVE MARKET • 

SPICIPICALLY, BOW DO YOU RESPOND TO MR. ANDREASSI'S 

ALLICA~IOH THAT ADDITIONAL PRICING FLEXIBILITY WILL 

IICRBASI ~BB RISK OF WHAT HE CALLS "PRICING 

ABUSBS• BY ~HE LECs? 

I STRONGLY DISAGREE WITH HIS ASSERTION. MR. 

ARDREASSI'S THEORY IS BASICALLY THAT GRANTING 

PRICING FLEXIBILITY WILL ENABLE THE LECs TO PRICE 

TRANSPORT SERVICES BELOW THEIR COST FOR SOME 

ANTI-COMPETITIVE PURPOSE. THE PROBLEM WITH THIS 

CONTENTION IS THAT NO POSITION TAKEN BY ANY LEC IN 

THIS PROCEEDING COULD BE CONSTRUED TO EVEN REMOTELY 

SUGGEST AN INTENTION TO PRICE TRANSPORT SERVICES 

BILOW THIIR INCREMENTAL COST. MR. ANDREASSI'S 

POSITION IS, IN EFFECT, THAT LEC PRICES SHOULD BE 

ARTIFICIALLY CONSTRAINED AT A LEVEL THAT WILL 

OBVIOUSLY BENEFIT THE LEC'S COMPETITORS IN ORDER TO 

PRBVINT SOME PRICING ABUSE THAT HE SPECULATES MIGHT 

BECOME A PROBLEM. I BELIEVE HIS CONTENTION ON THIS 

POINT IS TRANSPARENTLY SELF SERVING. 
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BOW DO YOU RESPOND TO MR. METCALF'S CONTENTION 

~BA~, WBILI ADDITIONAL PRICING FLEXIBILITY FOR LECa 

IT SHOULD NOT BE GRANTBD UNtiL SOME 

LAftR DAD? 

I DISAGRBB WITH THIS POSITION ALSO. THE ULTIMATE 

.... PICIARIBS OF COMPETITION SHOULD ALWAYS BB 

CUS!OMBRS. IN ORDER TO ENSURE THAT THE USERS OF 

DLIOOMMUHICATIONS SERVICES ARE, IN FACT, THE ONES 

WHO BBRBPI~, IT IS IMPORTANT TO ALLOW COMPETITION 

~T WILL RESULT IN END USERS BEING ABLE TO OBTAIN 

TBB BBST PRICE FOR A SERVICE FROM THE MOST 

BPPICIBNT COMPETITOR. UNDER MR . METCALF'S 

APPROACH, THE PRICES CHARGED BY LECs WOULD BE 

ARTIFICIALLY CONSTRAINED FOR SOME PERIOD OF TIME 

ADEQUATE TO ALLOW ALTERNATE ACCESS VENDORS TO TAKE 

AWAY SOMB OF THE LECs' MARKET SHARE. WHILE IT IS 

OBVIOUS THAT THIS APPROACH HAS SUBSTANTIAL BENEFIT 

POR ALTIRNATE ACCESS VENDORS, IT IS EQUALLY CLEAR 

THAT IT DEPRIVES END USERS OF THE FULL BENEFIT OF 

COMPETITION BY LIMITING THEIR CHOICES IN THE 

HARKBTPLACB. ON THE OTHER HAND, IF THE LECs ARE 

GRANTED IHMBDIATE PRICING FLEXIBILITY, THEN 

CUSTOMERS WILL HAVE FULL AND IMMEDI ATE ACCESS TO 

THE COMPLETE RANGE OF COMPETITIVE OPTIONS. 
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KR. ROCK BAS PILED TESTIMONY IN THIS PROCEEDING ON 

UIIALP OP SPRift COMMUNICATIONS COMPANY LIMITED 

PAift'IIIUHIP. DO YOU HAVE ANY POINTS OF RBBUftAL IJ'O 

IIR. ROCK'S ftSTIMONY? 

YBS I DO. 

FIRST, KR. ROCK'S ANALYSIS (AT PAGE 3, LINES 1 

THROUGH 7) LACKS LOGIC. AT PAGE 3 OF HIS 

TESTIMONY, MR. ROCK ASSERTS THAT THE 

IIITBRCORNBC'riON CHARGE RATE ELEMENT WILL SERVE TO 

INSURE REVENUE NEUTRALITY FOR THE LECs AS THEY LOSE 

MARKET SHARE IN THE ACCESS SERVICES MARKET. MR. 

ROCK'S ASSERTION IS BUILT UPON SAND RATHER THAN 

ROCK . THE PURPOSE OF THE INTERCONNECTION CHARGE 

WAS 'fO INSURE THAT THE EFFECT OF THE LOCAL 

TRANSPORT RESTRUCTURE, NOT COLLOCATION, WAS REVENUE 

NEUTRAL. TO THE EXTENT THAT THE INTERCONNECTION 

CHARGE RATE LEVEL IS NOT INCREASED AND NO SUCH 

INCREASE IS ALLOWED IN THE INTERSTATE JURISDICTION, 

THE LECI WILL EXPERIENCE A REVENUE LOSS. 

AT PAGES 7 AND 8, MR. ROCK PROPOSES THAT THE 

APPROPRIATE DS3aDS1 PRICE RELATIONSIII P IS 22:1. DO 

- 14 -
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YOU AGREE WITH HIS PROPOSAL? 

.,. lfD PCC, PRIOR TO ALLOWING THESE RATBS !'0 

BBCC»>B BPFBC1'IVB, ADDRESSED THE SAME ARGUMEtrrS AND 

PROPOSALS BBIHG PUT PORTH BY MR. ROCK. 'l'HBY WBRE ... 
ROt ACCIPfiD AT THE PCC AND HAVE NOT BIEN ACCEPTED 

IM SOUTH CAROLINA AND 'l'ENNESSEE. THE FCC IN CC 

DOCK~ RO. 91-213 CONCLUDED THAT ENTRANCE FACILITY 

(SWIIJ'CHBD LOCAL CHANNEL) AND DIRECT TRANSPORT RATES 

WILL BB PRBSUNBD RBASONABLE IF SUCH RATES SA'l'ISFY A 

BIMCIMARK DSl-TO-DSl RATE RELATIONSHIP ABOVE A 9.6 

!'0 1. SOUTHERN BELL'S RATES RESULT IN A 

RELATIONSHIP THAT IS FAR ABOVE THIS BENCHMARK. 

MR. ROCK, LIKE MR. GILLAN, CONVENIENTLY AVOIDS THE 

IMPACT ON ON 'l'HE PUBLIC SWITCHED NETWORK AND LOCAL 

RATES IF THEIR PROPOSALS ARE ADOPTED BY THE 

COMMISSION. FURTHER, THEY IGNORE THAT THE PROPOSED 

TARIFF WAS TO FOSTER FULL ACCESS COHP~TlTlON. 

SOUTHERN BELL'S PRESENT AND FUTURE COMPETITORS WILL 

NOT BE CONSTRAINED BY MR. ROCK'S OR lAC'S PRICING 

PROPOSALS. 

DO YOU HAVE FINAL COMMENTS ON LOCAL TRANSPORT 

RESTRUCTURE? 

- 15 -



• 

• 

• 

949 

1 

· 2 A. YBS. SOU!'DRN BELL ASKS THE COMMISSION TO NOTE 

3 !'BAT !'DU ARB NOltE THAN 100 PURCHASERS OF SWI'ICDD 

4 ACCBSS IR FLORIDA. NO ONE IS OPPOSING SOUTHERN 

5 BBLL'S PROJIOSBD TARIFF STRUCTURE. ONLY THE MBMBERS 

6 OP IAC ARD SPRINT ARE OPPOSED TO ONLY A FEW OF THE 

1 II.......,S IR SOU!'HERN BELL'S RESTRUCTURED TRANSPORT 

8 SBRVICB TARIFF. IT STANDS TO REASON THAT IF 

9 CHANGES WBRB WARRANTED IN THIS FILING MORE PARTIES 

10 WOULD BAVB INTBRVBNED IN THIS DOCKET TO OPPOSE DENY 

11 

12 

13 

SOUTHERN BILL'S TARIFF FILING. THIS HAS NOT 

BAPPBRBD • 

14 GIVEN THAT, SOUTHERN BELL'S PROPOSED RESTRUCTURE OF 

15 SWI'ICBBD ACCESS TRANSPORT SERVICE TARIFF WITH THE 

16 PROPOSED RATES SHOULD BE APPROVED FOR MANY REASONS: 

17 

18 

19 

20 

21 

22 

23 

24 

25 

I. TO MIRROR THE INTERSTATE SWITCHED 

TRANSPORT RATES AND STRUCTURE 

APPROVED BY THE FCC (EXCLUDING THE 

INTERCONNECTION CHARGE); 

II. TO MORE CLOSELY REFLECT THE WAY 

TRANSPORT IS PROVIDED AND COSTS ARE 

INCURRED; 

- 16 -
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III. ~ PROMOTE EFFICIENT USE OF SOUTHERN 

BBLL'S NETWORK; 

IV. !'0 NOVB TOWARD A MORE COMPETITIVE 

INVIRONMINT FOR THE PROVISION OF 

IRTBRBXCHANGE SERVICE; AND 

V. TO FACILITATE THE DEVELOPMENT OF 

ACCESS COMPETITION. 

DOBS THIS COHCLUDI YOUR REBUTTAL TESTIMONY? 

YES. 
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1 CHAXRMAN DEASON: Okay. Mr . Hendrix, you aay 

2 proceed vitb your au.aary. 

3 JERRY D. HENDRIX 

4 vaa recalled as a witness on behalf of southern Bell, and 

·5 baviJMJ bean duly nom, testified as follows: 

6 WXTHESS HENDRIX: Thank you. Good afternoon. 

7 CHAXRKAN DEASON: I believe we know you're 

8 Mr. Hendrix and you ware here and you've been here and 

9 you've been sworn. 

10 WXTHESS HENDRIX: That's correct, and I've been 

11 aarried 19 years. 

12 CQKMISSIONER CLARK: It's important to know 

13 tbat. It's also t.portant to know the date on which you 

14 were aarried. 

15 WXTNESS HENDRIX: That's true. That's why I 

16 keep saying it. I will not forget. 

17 DIRECT EXAMINATION 

18 BY MS. PEED: 

19 Q Mr. Hendrix, please provide a summary of your 

20 rebuttal teati·aony at this time. 

21 A Tbank you. The so-called cost-based proposal 

22 presented by the IAC witness is not appropriat~. If such 

23 a proposal is adopted, Southern Bell and other LECs will 

24 not be able to coapete in the marketplace. The other 

25 coapatitora in the aarkatplace do not set their rates the 
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1 way that ve are being asked to set ours. As a aatter of 

2 fact, in looking at the other carrier rates, the DS1-to-3 

3 ratios range rroa 1.1 to 5 --

4 D.. ADAMS: Mr. Chairman, I'm sorry, but I think 

5 be's outside the scope of his rebuttal teatiaony. 

6 CHAIRMAN DEASON: Is this outside the scope of 

7 your rebuttal teatiaony? 

8 WITNESS HENDRIX: I just finished that point. 

9 CHAIRMAN DEASON: I want to ask you to please 

10 k .. p your aua.ary directly in line with your prefiled 

11 rebuttal. 

12 WITNESS HENDRIX: I will. The arquaents 

13 pre•ented by Sprint, •• well as lAC, were not accepted at 

14 tba federal level, neither were they accepted in the other 

15 BallSouth states, and they should not be accepted here. 

16 Both Mr. Rock and the IAC witness overlooked the impact to 

17 the local co.panies of the rate option that they were 

18 asking ua to use in setting our DSl and DSJ and other 

19 transport rates. Having the same rates in both the inter-

20 and intrastate will eliainate some major problems for the 

21 local CG~~P&niea, aany of the problems that were talked 

22 about earlier. 

23 southern Bell feels as if the impact of its 

24 filin9 ba• been really blown up and presented to be much 

25 9reater than what it actually is . As indicated yesterday, 
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1 •5t of tba aooe8a cbargea will be paid by all custoaera 

2 uaing avitcbed acceaa. Southern Bell does not believe 

3 that tbe rataa in the rural areas would be forced to 

4 increaae, but rather otber carriers and other vendors 

5 would probably co.e in and provide services in those 

6 areaa. If anything, coapetition should actually increase 

7 in tboae rural areaa. 

8 Aa far aa iaputation of access, we do not feel 

9 aa if i~tation ia any longer needed. Things are 

10 changing in tbe .. rketplace, and the benefits of 

11 iaputation, vbicb waa to bring competition to the end 

12 uaera of tbia atate, will not be anymore -- is not 

13 appropriate viven tbe changes in the marketplace. The 

14 t.putation requir ... nta ahould not remain in place. 

15 Purtber, the LECs should be allowed the pricing 

16 flexibility to price their transport $ervices to aeet the 

17 .. rket preaaurea. They ahould not be constrained to set 

18 tbeir price levels as proposed by the other witnesaea in 

19 tbis docket. That concludes my summary. 

20 MS. PEED: Mr. Chairman, the witness is 

21 available for cross. 

22 CHAIRMAN DEASON: Mr. Hoffman? 

23 KR. HOFFMAN: Thank you, Mr. Chairaan. 

24 

25 
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1 CROSS EXAMINATION 

2 BV IIR. HOPFIIAN: 

3 Q Kr. Hendrix, just a couple questions. Do you 

4 undar.tand tbat an AAV will want to collocate to provide 

5 end-to-end .. rvice between a customer and an interexchange 

6 carrier? 

7 A Yea, I do. 

8 Q And in order to do that, isn't it true that a 

t collocator will have to purchase monopoly inputs or 

10 services aucb as the collocation space itself, the cross 

11 connection and aultiplexing service, in order to provide 

12 to tbe end-to-end service? 

13 MS. PEED: I'm sorry, Mr. Chairman, I have to 

14 object. Mr. Hendrix is not the collocation witness for 

15 BellSoutb, nor ia his rebuttal directed at collocation. 

16 CHAIRMAN DEASON: Mr. Hoffman? 

17 IIR. HOFFMAN: Mr . Chairman, if I may respond. 

18 Aa part of bis rebuttal testimony, Mr. Hendrix takes iRsue 

1t vitb tbe atateaents of Mr . Andreassi concerning the issue 

20 of t.putation. In bis testimony on Page 10 he states 

21 that, •aa stated by Mr. Andreassi and others in this 

22 proceedift9, the local transport portion of switched access 

23 ia and will beco .. aore competitive once switched access 

24 interconnection ia i•plemented." Yesterday on cross 

25 exaaination, Mr. Hendrix said, concerning a question on 
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1 i~utation, that there are issues other than tranaport 

2 tbat are relevant to the issue of imputation. He atated 

3 we're talking about other providers providinq the .... 

4 typea of -rvicea. So ay question goes to the aonopoly 

5 input aspect of the iasue of imputation. 

6 CHAIRMAN DEASON: Objection overruled. I will 

7 allow tbe question. 

I WITNESS HENDRIX: Could you repeat the 

t quution? 

10 Q (By Mr. Hoffman) Yes, sir. In order to~~rovide 

11 the end-to-end -rvice between a customer and an 

12 interexcbanqe carrier, isn't it true that a collocator 

13 will have to purchase aonopoly inputs or service• auch aa 

14 the collocation apace, the cross connection and 

15 aultiplexing aervice in order to provide the end-to-end 

16 aervice? 

17 A If he chooaes to collocate in Southern Bell's 

18 office, and that ia a choice that he is going to aake, 

19 tben the answer i• yea. 

20 KR. HOFFMAN: Thank you. I have no further 

21 quutiona. 

22 CHAIRMAN DEASON: Mr. Wiggins. 

23 CROSS EXAMINATION 

24 BY KR. WICGIHS: 

25 Q Good afternoon. 
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1 A Good afternoon. 

2 Q On Page 11 of your rebuttal, Mr. Hendrix, you 

3 addre•• the i••ue of pricing flexibility. 

4 A Ye8, I do. 

5 Q On Line 6, you say, "Mr. Metcalf in effect 

6 •tated tbat once the AAVs have gained all the aarket •hare 

7 they can handle, then the commission should allow the LECs 

8 pricing flexibility.• To save a lot of argument, would 

9 you .. y that it is fair tor me to say that that is your 

10 cbaracteriaatlon of Mr. Metcalf's testimony? 

11 A In a •u..ary fashion, to speed things on, yes. 

12 Q Tben I want to reframe the question and •ee it 

13 your anaver 1• tbe saae. Mr. Metcalf in effect atated 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

that once AAV• have gained a tenable foothold in the 

aarket, then the co .. ission should allow the LECs pricing 

flexibility. What i• your opinion regarding that 

a••ertion? 

A That be would -- that before the LECs are 

afforded pricin; flexibility, they should demonstrate that 

they've lo•t aarket share. I mean when you speak of 

foothold, I'a not sure what else that could actually 

aean. But the aarket is only so big. When other people 

coae into the aarket, •omething has got to leave. 

Q On pa9e -- excuse me, on Line 15 through 17 of 

25 your response, you •ay, •southern Bell vigorously opposes 
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1 tbe concluaion• of Mr. Andreassi and Mr. Metcalf. It is 

2 apparent that the aotives for these recommendations aelf-

3 .. rvin;.• I'a assuming that means •are self-serving.• 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

could you explain to ae bow -- what you mean that 

Mr ... tcalf'a aotivea for asking for delayed flexibility 

are .. lf-.. rving in the terms of his client base -- his 

clients, the large users? 

A Yea. To not allow the LECs in the changing 

aarketplace to have the flexibility and to price ita 

services to ... t aarket pressures, but to require that the 

LICa lose aaae aarket share before being granted that, 

tben it is siaply to allow them to go out and seek other 

aourcea to provide this transport service. He also stated 

in testiaony that vas given Monday, that the AAVs will not 

price tbair services higher than the LEC services. so the 

iapetus or the incentive is there to move to other 

carriers or other vendors to get this service. And so it 

is .. lf-serving to the get very best price he can actually 

get out in the -- out in the marketplace. so they are 

self-serving froa that standpoint, to get the very beat 

price and to hold the LBCa down while he's able to go out 

and venture far and vide to get whatever price is actually 

wanted, or needed, rather. 

IIR. WIGCIII8: Thank you. I have no further 

25 questions. 
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1 CHA%IUIAif DEASON: Staff? 

2 liS. CAHZAHO: No questions. 

3 CHAIRMAN DEASON: Commissioners? Redirect? 

4 liS. PEED: No redirect. 

5 CHA%RMAN DEASON: Thank you, Mr. Hendrix. Are 

6 tbara quaationa for Mr. Gillan? You have some questions, 

7 okay. lla. ICaufllan you aay proceed. 

8 (Witne•• Hendrix excused.) 

9 * * * 

10 liS. PIED: Mr. Chairman, there is one issue --

11 I'a •orry, I ju.t woke up. I have some interrogatory 

12 re•pon.as of lAC'• that I would like to enter into the 
.# 

13 record. I don't need to cross examine Mr. Gillan on the•, 

14 but I would like to have an exhibit number to enter into 

15 tba record lAC'• re•pon••s to Nos. 16 and 17 of Southern 

16 Bell'• Pir•t Sat of Interrogatories, and their 

17 Confidential Responses to Southern Bell's First Set of 

18 Interrogatori•• No. 5 and 10. And as far •• the 

19 confidential responses, I believe that lAC has filed a 

20 notice of intent to request confidential treatment of 

21 tbue tvo ra•ponsas. 

22 CHAIRMAN DEASON: Do you wish to have that 

23 identified •• a ca.posita exhibit? 

24 liS. PBBD: Sura. 

25 CHAIRMAN DEASON: That will be identified as 
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1 Exhibit No. 53. And you do not need to ask queationa if 

2 all partie• can atipulate this information into the 

3 record? 

4 (Exhibit No. 53 marked for identification. ) 

5 118. KAUFMAN: Mr. Chairman, we would like an 

6 opportunity to review them. 

7 CHAIRMAN DEASON: I think now would be a good 

8 tt.e to take e ten-ainute recess anyway. We'll do that 

9 nov. 

10 

11 

12 order • 

13 

(Receaa) 

CHAIRMAN DEASON: Call the hearing back to 

Ka. Kaufaan, did you have an opportunity to 

14 review the exhibit that is to be identified aa Exhibit 54, 

15 I believe? 

16 MS. KAUFMAN: Yes, Mr. Chairman. Is it 54 or 

17 53? 

18 CHAIRMAN DEASON: I'm sorry, it's 53. 

19 MS. KAUFMAN: I did, and we have no objection. 

20 CHAIRMAN DEASON: Okay , Ms . Peed, you're aoving 

21 that into the record at thia time? 

22 118. PEED: Yea. 

23 CHAIRMAN DEASON: Without objection, Exhibit 53 

24 ia adaitted and you aay proceed with your witness now • 

25 (Exhibit No. 53 received into evidence. ) 
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1 MS. KAUFMAN: Would you like ae to eliainate the 

2 praliainariea and just that ask that his testiaony be 

3 inaerted into the record? 

4 CHA%RMAN DEASON: Is there any objection to the 

5 inaertion of Mr. Gillan's rebuttal testimony? Without 

6 objection it will be inserted. 

7 

• 
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23 A. My 1111M II Jollpll OWan. My bualncu lddreu is P.O. Boa 541031, Orlando, 

:u Flarida, 32154. 
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A. 'l1le f111PD11 o~., ....... tadmoay is ID respond ID the testimony of local telep:ione 

~1 (•LIIC') wl11111111 n~~~uestina ldditional pricina flexibility with the advent of 

limilld ca..,.•d• lor lwitdled .cccu transport service. I recommend that a linale 

form ol priciDa flaibWty, 10ne pricina, be aranted for the local telephone complllies 

to JapODd to OGalflddon -IUbj.ect IDa requirement that price reductions apply on a 

~ buil to Ill transport CUSIDmen within a zone. In additio.&, my 

.--.. ol kalll'lalpalt leiW:e should be approved despite the absence of au 

COlt 11J11PG1t llr ...,_. ale levels whicb are disc:riminatory. 

F...Uy, I N..,.id to die LECI' request ID selectively exempt their own toU services 

(to aae dcpee •IDOChcr) from die effect of the transpon structure either by avoidina 

lbe Commilllall'a impuWioa l&lndard, aemptina interLOC (.MABC.) 1011 traffic. 

'l1lcre il • jUidftc:ldon lor aiJowina one LEC 1D discriminalc in the access dwJes 

lpplied to die dlrlffic of IDOtber carrier simply because that carrier is aJso a local 

t:'rpboae ..,..., ia a different put of the saate. 

Q. w., .. ,_......_ ... ,.,_lei for .a. competltloa u beiDa ••lmMed•f 

A. Tbe compedlhe oppodUDity praeated by expanded interconnection is overstat.ed. 

Wbilllbii~VG IIIUII illblcndeaDy possible for interexchanae carriers co ute an 
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alterudw prcMder for their dedicated transport needs, no real competition has yet 

developed. 

NollbiJ, SouiNna Bell bu not received a sin&le request for coUocatian ill Florida -

die .,...lfiaJ• for competition has not translalcd to a •reality• anywhere in the stale. 

Wbile CGIIIp'Aidaa may develop in the future, the Commission should recopize that 

die 1-..ae cledicltld tr1n1p0rt is a relatively small market - only $9 million for 

......... Bell. Tbil is leu than 4 percent of its intrastate switched ICCCSI revenues 

($236 ftlljm for 1993). 

Q. Are ... LECI' nqaU1J for prlclq llnlbWty 1Dappropriate1 

A.. To a llqe ateat, ,a. But the real question is not 'WMthLr the LEC should be 

pnMded pridDa flaibility, Cbe relevant question is what fomt the flexjbility should 

..... 
Tbe 1iaaJe pe111at danpr ia ~CCC~~ pricina is discrimination between ~CCC~~ 

cu..,. - Le., iDfaclcbln&e c:anien. The restructure of loc:al tnnspOit service 

provide~ die U:C. die oppartuDity to discriminate between customers of different size 

by iDtloduciaa DGIH:IOit bued rate relationships between transport options. In a 

aUIIbell, dlil il die 1111 issue bellind the transport debate. Usin& the cloak of mavin& 

toward~._... CDII-t.led naa, the LECs want to introduce non-cost •marJcd-bued• 

-difllw-w 
..., ·- '· 

- 3 -
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I Mella ..-nee il lhe fundamental underlyin& cost of intaacban&e leiVicc. If lhe 

e 2 LSCI me permitted 10 discriminate amona interexchanae c:arrien - ldcctively 

3 Nducinc CGIIIIibulioa for 10111e while denyina equivalent rdid' for odlen - die LEes 

4 will .toualy clilt.alt intaachanae competition throuah acceu pricina. The entire 

5 J11i11 of clivaliture - 10 separate interellchange competition from KCCSS favoritism -

6 will be lolL 

7 

I Q. W.. .,._ tl pddDa llalbWIJ are approprlate1 

9 

10 A. 'l1lc by objective lbould be pricina flexibility which allows the LEC 10 move ita 

11 ICCell lila skrr to Mil in a ooo-discrimjoatory manner for all access customers. 

12 llada elemeD&IIDUit be met. 

• 13 

14 Clluly' tbe praent form of pricina flexibility - the contract service arranaemcnt 

IS (•CSA •) - ilu anathema 10 interexchanae competition because it presupposes 

16 dilcriminalioa on a customer-by-customer basis. This form of flexibility is 

17 complef.e1y ""'f:CeCMible for a service that is intended to be a wholaale input to the 

11 Jaaa disaance industry. Just u the earth's surface reflects the aeological paaem of 

19 plaii:IIDd fauka wbida underlie it, the competitive landscape of the illtaadlanp 

20 marblpllce wW be determined by ita underlyina access cos&a. 

21 

22 Q. W., ........ c-•'on be coaceraecl wllb tbe campetltlweaea ol the 

23 ............................. ace. prldaa pollcJ1 • - 4 -24 
2S 
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A. leclute lbe aaiJ way thaliCCCSI policy benefits cod um is throuah the prism of 

.... ,.,_,. coaptiliaa. Without competition, ICCCSI reductioftl enjoyed by only 

.-ar two canien are unlikdy to now throuah to end-usen and will become 

wiadfallt far dlole companies. And, in an unfortunate Caleb 22, to 1he extcftt 1hat 

depal Mt diJcrimiutory access reductions do res lilt in raae reductions, 1hey will be at 

die apense ol u competition. In either event, 1he public: interest demands that 

ICCIII priciDa DOt distort intaachan&c competition. 

Q. Willa tJpe fll .._.Wt, llaoulcl replace CSA autbority ror IWitdlecl aca. • tlce! 

A. 'l1lc pdllcipll LEC arpmcnt 1PPCU1 to be that &eo&raphic conditions affect cbcir 

COlli llld dill cbaqiDa ID aw~~&ed I'IIC prevents the LECs from cffectivdy 

COIIIJ*ina. nc aaswer is to allow zone pricina. With zone pricin& 1he LECs are 

lble ID Nduc:e prica cJoscr to costs while maintainin& appropriate relationships 

amoaa t11a1pa1t aptioaa ud customen. 1ft this way -- and only in this way - the 

LEC Clll be permitted to respond to competition while customers are protected from 

dilcrimialdaa. Ia dlil reprcll apee with United Witness Poaa, 1he inhercndy 

ctilc:rimialaDI CSA ippi'Oida lbouJd be replaced by non~minatory zone prices. 

Q. 11 - prtdaa flaMMJ adequate ror tile LEO to campete! 

A. Ya. Zoae priciDa aiJowa die I..ECI to reduce rates for all KCCSS customers. The 

LECa do DOt ..a ID ldditionlllbility to discriminate between IXCa to elfectivdy 

- 5 -
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oampete wida AAVt. If die LEC aaablisha non-discriminatory rua, the AAV'a 

,_ IIIUit follow widl 11ta dial are similarly non-discriminatory. 

Q. ••Jd AAV1 ........... to,. tarllrs! 

A. Y& WileN AA Va llaw flcilitia and offer switched access uansport, &hey should 

tlrUr • dill IDJ IXC caD oblaln ICI"Vice on equivalent terms and conditions. 1bc 

AAValbould Mtllave •J IIICft opportunity 1D discriminate between IXCs than die 

Q. Slaoald tM Ca tlrlee'a approYe GTE'a SAm propaul! 

A. No. O'IE'a diacount lllllrix would allow for GTE 10 selectively price vinually every 

combination ot term IDd volume commitment without cost justification. 1bc 

dtrelbold criteria for accea pricina - non-discrimination - cannot be maintained 

UDder tbiJ llnlelule. At tbiJ time, die mdx pricina flellibility that the Commission 

lltould allow ia - pricina. 

Q. Bate J• IWIIwld ... I.&Ca' JUidllcatloa for lllelr propelled traDipOit nlel! 

- 6 -
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Ya. nc LECa have euentia.lly justified their pRJIIOitld rare levels by the araument 

dial if a rare aiJIS in their iniCUtatc tariff, it should be presumed just and reasonable 

by die Fbida Commission. 

Jroaicllly, GI'E....,.. this standard both to justify lids filina ("GTE Florida's prices 

far ita local tnnapon race elements .. . mirror the Compuy'a intcn&ate LTR tariff' -

·Lee Dillrk:t p1p 10), while ~ectin& the standard for future filinp ("lara should 

801 •• rily be mirrored but should be determined by market factors . • • • - Lee 

Dillrict PIP 9). In other words, access shouldn't be reaulated. 

SoulhaD Bclllllal even more heavily on the FCC's decision by quina thallhis 

Coauaiuioa abouJd approve its rates with 1~ claim they will funhcr three &oala: 

I. Encourtp men etracient use of transport facilities; 

2. Pldlillte full aad fair intaachanae competition; and 

3. Allow tbc devclopmcnl of KCCU competition. 

Willie dlae objecthel are worthwhile, the reality is that none will be met under the 

lite Ieveii prclpCieed by Southern Bc11. Radler, Southern 8dl's tariff (and OTE'a and 

United's) lnamduce dilc:riminatory, non-cost based raacs into the accas environment 

• 7-
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• l lbll would llriously disrupt in~lchanae compctilioa lftd cncouraae wuacful 

2 .... .. NCCiftftpralions, all without furtherin& KCCU competilion one bit. 

3 

4 Q. w ............ ....,.of accea tnasport .me. adaleft UJ ot tM ~ 

5 lllrllllld., Saalllena Bell'switaea Mr. Heaclrlx1 

6 

7 A. No. 'l1le .. , way 1hal inlerelchanac carriers will be cncouraaed to order the most 

• elllcilaa COIIIbinalion of network facilities is if the ~ relationsbipsiiiiOftl the line 

.9 111111part opdaas - IIDdcm switched, DS 1 and DS3 - reiJect the undcrlyin& cost 

10 ........... ., tD Soulhcm Bcll. Similarly, fair intcrelchan&c competition requira dw 

11 price lewl diffeNnca 11110111 the transpon options (and, u a consequence, amana the 

• 12 ............ canien) reiJect only cost differences. Finally, access transport 

13 ClOIIIpldliaa will be thwarted by rata which encouraac Jarac aastomcn to order 

14 ac111 Clpldty from Southern Bell, effectively lockin&lhc AA Vs out of this market. 

15 

16 Q. ...... • W .._ daalllle aew llnlcture wW eacounae iDierelclwl&t anlen 

17 ................. • 0oJOUqret1 

18 

19 A. No. Pinl, Sol""'na 8dl is in aror when it implies that ~;~IChaft&e canien did 

20 110t ,_ u.c.dw. tD be efficient under lhc old structure. Evay access circuit muse 

21 CD11D1Ct tD 1D IXCI, and daaliXC circuits must then e1aend to the ne&lat IXC switch 

22 wbae it llqUilwl a port and odler equipment. For each of thae items - transmission 

• 23 

24 -I-

25 
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flcililill, llndallion equipment and switch ports - the IXC incun COI&I and bu an 

iDceadve tD ute boda its and the LEC's access network effiCiently. 

S..lld, IXCI will flee appropriale incentives only if rate relatioalbipt reflect COlts. 

LGP:IIIy, IXCI lbould ue tandem transport where they have low ll'lffic volumes and 

c.'t laid dedicatM circuits very efficiently. As the IXC's traffic volume pow, die 

IXC lllauld be eacounpd to move traffic to dedicaled circuits when the IXC can 

laid.._ c:bcuits effacientJy. Finally, at very hi&h traffic volumes it mi&ht make 

- for lbl IXC to perform DS 1-to-DSJ multiplexin& rather than the LEC, tbaeby 

onleriaa DS3 .uta of capleity inaad of DS 1. Efficient netWOrk incentives ailt 

wbaa lbere are rllioul and consistent cross-over points between the three intaofficc 

updau: 1ST, DS1 and DS3. If the price relationships don't reftec:t cosc 

reladoalhips, lbae incentives will be seriously distoned. 

&bibil (JPG - '7) pnMda lhe c:rouovcr points between lhe TST, DSI and DS3 

~ It two IIIDple milelps: 2 mila and 32 mila. This exhibit shows lhe 

pavene iDceati¥el praenW by lhe Southern Bell rates. In short milap caaditiou, 

cmien • .,......S to •~~ep up• to hi&her capacity options even tbou&b dley 

cunot ftD diem. Atlanpr milaaa, the only •economic• c:hoic:cs are llndem awitdl 

111D1pa1t • DS3 IIW'.,-t - with lhe la!cr oplion 60" idle. While lhe present rate 

llrUCIIft il elfecdvely MYIRI in bow it influences carrier behavior, lhe new non~ 

,. ,.. .............. by Southem Bell COCOUIJIC inefficiency by rewardina it 

-9-
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• 1 Finally, OTE'a own demand projections demonstrale lhe insane inceatives of the ra&es 

it bu propoeed. GTE apects carriers 10 order 55" JDQB capacity to handle lhe 2 

3 .. tlllfic u they •optimize• under its rata. Clearly thae prices CIMOI be said 10 

4 • ......,... a 8a'C cllicient UJe of the network. 

5 

6 Q. Sa llllm W ...,... t1aat lbe Impact of thla plaa II triYial. Pleue f......,.lll. 

7 

I A. Ia tbe CD'IIIpldtive interachanae market, fractions of 1 penny in acceu cost have 

9 sipiftcant illlpiCII on interachanae carrien cost structures, pricina ~ and 

10 pnlfttlbilily. We bave all_. AT&T adveniscments which emphasize that price 

11 OOIIIplddoa ia a matter of only 1 few cents per wl. In 1 market charK&eriled by 

• 12 raa dda ....-., price diiCrimination measured in the •tenths ola cent• in acceu 

13 call Cia laaw a -Jar illll*t on competitive positionin& and profillbility. 

14 

IS FunMr, it ia ialpaltiDI 10 remember thai all inaerexchanae carrien today pay far 

16 aae ID die J..ECa far 111n1p01t than it costs 10 serve them. If the LECs were truly 

17 IDOriea IDWIIdl COil-baed rata, theft every carrier would be lacina 1 reduction. The 

II GDil -- dllt ay carrier will tee aa incrasc from the ratructure il beclnw of 

19 LEC'a dllile ID be •revenue acutraJ•. If LEC's are convinced that a friCtion of 1 

20 call ia 100 small ID be of conc:cm, tbcn they should cap each inraachan&e carrier's 

21 COital tbe aJtd• nde ud abiOib lhe difference. 

22 

• 23 Q. AnJ•nca em=.. tUt die U'.Cs aot be perm~ttec~•rneaue .aeutra~~~y•! 

24 - 10-

25 
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• 1 A. No, but die lllid • • far ~CVC~aue neutrality - not fD mention the introductiaa of 

2 - Jll'ldal- il ~ ra&es. Unlike the FCC, this Commission can 

3 .,.hu• aewlrM•Oit '* levclslhal reflect undcrlyina cost eonclitions hectu• it 

4 Clll ............ 4XIIl information. 

5 

6 Q. An c•• •••d .... crmpdlble wltll mlrroriD&1 

7 

I A. Ya. Saud-11 Bell illelf ft'IC'OIJ'im that the 1tnacturc can be mirrored wilbout acb 

9 life rJrmW' ... kfentinl. arE ldUally recommends that • the 11n1eture be 

10 mimnd. ID r.:t. IIGIIe of the LECs propose that the interconnection charae be the 

11 - ia die ......... iDtruaa&e tariffs. Under either the LEC'1 proposal or cost· 

12 .......... die LBC'I remain ~enuc neutral -- that is, the averaae price for 

13 ...,sport il die ._ a under bolb approaches. Because both approiCba adopt the 

14 imeallldl IIIUCIUie, and both approaches have an identia.l averqe price, they acb 

15 ldbere to 111imJriaa 10 JOUibly the same de&ree. Finally, nodlinJ prevents Soudlem 

16 Bell or O'I'B frum UJi1a tbe flexibility they enjoy under price caps to move &heir 

17 ......... ~ rata toward cost (thereby minorin& the Florida ra&es). 

18 

19 Q. Slaauld tile Ce-lrfee ,..._. willa the restructure? 

20 

21 A. Tbe potendiJ bcaetlta of tbc acw structure for access transport service are entirely 

22 defeltdeal ..,_ rile levels dill nflect underlyin& costs. Without this usurance, tbc 

• 23 llrUCtUie -'oully diJnapla iDteluchanae competition and encourqea wutcfulllld 

24 
. II . 

25 
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U"NC"'UJ MlWOrk NCOnfiprabons. As a result, the new IU'UCtUie can be 

i ......... tild cmiJ io cgmbiDIIjcm with cost-based rate relationships. Becaute the 
LBC'a prica am aot COlt-baled, they should be rejected. 

Q. DwMioaltn'II'Dit l'tltnldure proceed La IJ&bt ol tile U.S. CGart ol Appeala 

A. No. '1111 IDtile UDdapinnina of the (poeential) competition for ~CCeSS transport 

.W. wu die FCC's decision allowina physical collocation. Without tbislbility, 
.._ c:arrien CIIIIIOt .._the LEC central office and, if they can't enter the central 
oftice, dley CIIIIIOt olfer a competitive alternative to the LEC's switched transport 

DltWOrt. 

Tbe U.S. Court ol Appeals decision vacated this critical element of the decision­
efrecdwly reveniDa tbe entire basis for potential access competition. Tbe poccntial 
for ICCell competidaa is DOW back at ~quare one and any claim that the transport 
JeiUUCIUie is .,.,,'Y to rapand to competition is hollow. 'lberefore, &be transport 

Q. ••ld ... Ca 'd•'• MAliC ud lmputatloa staadardl be IIIOdllled1 

- 12 -
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A. Ya. ne C.naiaim should not allow one LEC tD favor the tDillei'Vices of anocbcr 

3 ..._ p;,.,.u,s willa the introduction of the local transport raii'UdUie OD 

4 ' , r 11 c .... Cll'fien, the LECs should incorponte the same elemeDII to the MABC 

5 .... 

6 

7 Pua611-. die Commiuion should aplicidy reject (once apin) Southern Bell's 

1 eftbrla tD lidl lllp the Commission's imputation standards by pnMdina itlelf 

9 swiadlldiCCIIIIIIpiCiaiiCCell prices. The Commission's current policy to limit 

10 die iq •• olipedal ICCell to only those inSW~Ca where a special access line is 

11 .......... aat be cbanpd. 

12 

13 Piaally, die LECs tbauJd be required to impute transpon applyin& rata for the 

14 lllide• IWilebld ialaoftice opcion until such time u they provide data clemonstrltin& 

15 a differ.c .......U COftfiplalion. In addition, the Commission should initiate 

16 WOI•*"' to'""'* (at a minimum) the unavoidable rate elements for collocation to 

17 ldect die ._. COlt cbarpl for the entrance facility component. 

II 

19 Q. .,.. .... c .... , ... rebuttal lestlmoay1 

20 

21 A. Ya. 

22 

• 23 

24 
25 

- 13 -
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1 liS. ICAUFMAN: And Mr . Gillan does have one 

2 exhibit, Mr. Chairman, labeled JPG-7, that I would ask for 

3 a n\Uiber for. 

4 CHAIRMAN DEASON: That will be identified aa 

5 Bxbibi t 54 • 

6 (Exhibit No. 54 marked for identification.) 

7 JOSEPH GILLAN 

8 vaa recalled aa a witness on behalf of Interexchange 

9 Aoce•• Coalition, and having been duly sworn, testified •• 

10 follova: 

11 DIRECT EXAMINATION 

12 BY liS. ICAUPIIAN: 

13 Q Mr. Gillan, do you have a summary or your 

14 teatiaony? 

15 A I, in fact, even have a summary of my summary. 

16 Q Please proceed. 

17 A My rebuttal testimony in main addresses three 

11 points: One, the local telephone companies' requests for 

19 pricing flexibility; two, their claim that the proposed 

20 prices that they've contained in there will make the 

21 network aore efficient; and three, that the impact on 

22 interexchange competition will be trivial. 

23 As to the first point, the pricing flexibility 

24 that the local telephone companies request, perhaps 

25 aurpriaingly, but aa a customer, again, we're not opposed 
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1 to tba local telephone companies having so .. additional 

2 pricing flexibility so long as, A, it's proportionate to 

3 the level of competitive activity; and secondly, that it 

4 ia not diacriainatory. Those are our only two real 

5 requeata. 

6 As far as it being proportionate to the level of 

7 co.petitive activity, we think it is important that 

8 daapite the length of these hearings and the amount of 

9 tt.e ve apent, ve are, in final event, at least BellSouth, 

10 talking about a $9 million market.. That'• what the size .. 
...-

11 of the dedicated transport market in Florida is today for 

12 Southern Bell • 

13 Aa to the second point, give them pricing 

14 flexibility, we're not opposed to it ao lonq as it allows 

15 thea to aove the rates closer to costs and it's not 

16 diacriainatory. In our view that means the Coamission 

17 should allow thea to have zone pricing where they can 

18 reduce their prices in areas and regions to get thea 

lt clo .. r to coat, ao long as they cannot discriminate 

20 between interexchange carriers within those zones. 

21 on the other hand, that also means that the 

22 contract aervice arrangement is a type of pricing 

23 flexibility that'• inappropriate to this marketplace, that 

24 ace••• .. rvice really isn't a service that has unique 

25 characteristics, and the CSA process is not well suited to 
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1 it. 

2 And finally, like AT,T, and u.s. sprint, we too 

3 are oppo8ed to GTE'• SFD proposal . I think it's useful to 

4 note that in the name of responding to the aarket, GTE has 

5 propoaed a plan where every single one of their cuato .. ra 

6 in tbia bearing has asked you to deny it. And as aarket 

7 r .. ponaaa 90, when all the customers come in and coaplain, 

I it's probably not helping them very much. 

I Second aain point, the LECs' claia about network 

10 efficiency. Will there be network efficiency gains? Is 

11 this vbat tbat is about? our testimony is and our 

12 analysis is no, unless the commission makes the rates be 

13 coat baaed. Tbia docket surrounds, once again, three 

14 different transport options -- really a single service 

15 bare, transport, three options, and carriers are going to 

16 aake their decision about which one of these options to 

17 buy baaed on the relative pricing. And if the price of 

18 one option relative to another reflects the coat 

19 relationship, tben the circuits we order and the decisions 

20 va .ate reflect the coats that we incur on the network, 

21 and the decisions we aake will be optimal. on the other 

22 hand, to any extent that these prices, the actual charge 

23 prices, distort tboae relationships, we ' re going to aake 

24 purchasing decisions that are similarly distorted • 

25 MY rebuttal testimony, I calculated the impact 
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1 of vbat type of incentives we face to reconfigure our 

2 network. There are really two decisions carriers face, 

3 vban to aove froa tandea transport to DSl, and when to 

4 .ave froa tbe DS1 option to DSJ. And I calculated at what 

5 -- vbat type of efficiencies we would get based on the 

6 price• that lellSouth was proposing, because to the extent 

7 that the price difference is artificially inflated over 

8 tbe cost difference, carriers will switch between these 

t options aucb sooner than is econoaic. 

10 I did this calculation at two different aileage 

11 bands. When carriers switch fro• tandea-switched 

12 transport to DSl at the two-mile band, it becoaes econoaic 

13 at a point where we actually leave the DSl 62t empty. 

14 This is bow aucb excess capacity we will have in that DSl 

15 given the prices that are being proposed here in the naae 

16 of eoono.ic efficiency. At 32 ailes, our excess capacity 

17 actually becoaes negative. What that aeans is that in the 

18 long aileage bands, no aatter how much traffic we could 

11 put on a DS1, no aatter how efficient it could be, we can 

20 act there's naturally never a point at which it becoaes 

21 eoonoaic to use that transport option. Why? Because the 

22 rates have nothing to do with cost. And by not having 

23 anything to do with the cost, in a short mileage 

24 situation, you buy a ton of extra capacity and you have it 

25 sit idle. In the long aileage situations, this option 
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1 never even proves to become economic, despite the fact 

2 that there will be situations where it does. 

3 Tba situation is just as disturbing in the cro•s 

4 point between DS1 and DSJ. In the short aileage you would 

5 buy -- you would switch to a DSJ and leave alaost half o.f 

' it -.pty in the naaa of economic efficiency. In the 

7 longer situation, approxiaately -- you would aake the saae 

I decision and you have approximately 62' of it empty. By 

1 and larve, this wbole system is a system designed because 

10 of tbeae distorted rate relationships to encourage the 

11 wasteful uae of capacity. And so it shouldn't be 

12 surprising that wben GTE ran their model and they asked 

13 vbat is the network going to look at after carriers 

14 reconfigure based on these new incentives --

15 KR. TYE: Mr. Chairman, I object on the saae 

1' grounds .that the counsel for IAC objected to GTE' • 

17 su.aary, this is going beyond the summary. There's 

18 nothing in Kr. Gillan's rebuttal testimony that I see that 

19 bas anything to do with GTE's model. 

20 CHAIRMAN DEASON: Mr. Gillan, is this within 

21 your prefiled rebuttal testimony. 

22 WITNBSS GILlAN: Page 10, Lines 1 through 4. 

23 And the figure is --

24 CHAIRMAN DEASON: Please proceed. 

25 WITNESS GILlAN: The point was that GTE itself 
iA·" 
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1 projected that ita capacity requirements would go up by 

2 55t, that it would take 55t more circuits to provide 

3 tranaport under the new arrangement after carriers had 

4 recontivured. Econoaic efficiency? No. 

5 The final point -- this goes to the description 

6 in aany of tbe LECs' testimony, BellSouth's in particular, 

7 that .a.abov tbia iapact is trivial, and that because it'• 

8 a trivial i~ct on interexchange carriers by Mr. Hendrix' 

9 teatt.ony in tbe tenths of a cent, that this commission 

10 ahouldn't care. The problem is that the interexchange 

11 carrier induatry baa very thin profit margins. A tenth of 

12 a cent aay be nothing to Southern Bell, but it's a very 

13 big deal to these aarket participants. And I point out, 

14 it it aaana ao little to Southern Bell, then Southern Bell 

15 could juat as easily adopt our prices, or not be 

16 revenue-neutral and not increase anybody's rates, or do 

17 aa.e other act . The reality is this is real money and 

18 it'• very iaportant in this market. And that concludes ay 

19 au.aary. 

20 MS. KAUFMAN: Mr. Gillan is available for cross 

21 exaaination. 

22 MS. PEED: Mr. Chairman, I'm sorry, I just have 

23 one question. I said I didn't have one before, but I just 

24 have one • 

25 CHAIRMAN DEASON: Please proceed. 
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1 CROSS EXAMINATION 

2 BY 118. PBKD: 

3 Q Kr. Gillan, you •entioned that the intra•tate 

4 dedicated tran8port aarket is a relatively small .. rket, 

5 approxt.ately $9 aillion; ia that correct? 

6 

7 

A 

Q 

'!'bat' • correct. 

I•n't it -- are you counting for the revenue• 

8 a•aociatad with the interconnection charge? 

A Of course not. That's not a market that the CAP 

10 the CAPs can't charge an interconnection charge. They 

11 don't bave an interconnection charge. If they have 

12 expanded interconnection, what they can do is sell a 

13 portion of the dedicated transport to an interexchange 

14 carrier, but once they connect back to your network, 

15 everyone pay• you the interconnection charge. The 

16 interconnection charge i• protected from competitive 

17 threat. 

18 Q But i•n't it true that the interconnection 

19 charge, or the RIC, a• it'• been referred to in thi• 

20 proceeding, i• approxiaately $20 million intrastate? 

21 A Ye•, but that doesn't mean that it's •ubject to 

22 ca.petitive pre••ure under expanded interconnection. 

23 Q But i•n't it true that it is subject to bypa••? 

24 A But that'• •ubject to the bypass that exi•t• 

25 today. '1'bat equation hasn't changed at all. Today the 
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1 .vitcbed acce•• ratea are high. They're goinq to redo 

2 tbi• .. rvioe •a.e and they're qoing to allow coapetition, 

3 perha~, to develop for one component of it. But the only 

4 way to avoid the RIC is to avoid their switch, to avoid 

5 their entire .. rvioe and 90 all the way around and connect 

6 to the end user directly. But that's what'• been there 

7 all al0119. '!'bat' • wbat' • there today. That' • been there 

8 •inca 1984. Bveryone baa always had the ability to avoid 

9 buying .vitcbed ace••• if they could go to a cu•toaer that 

10 v .. larve eftOU9h to build a line to them directly and then 

11 convince that cu•toaer that they should separate their 

12 lone) di•tanoe callincJ froa their local calling. By and 

13 larva that'• a aarket event that's over. 

14 co .. i•aioner Clark, you were in the GTE caae 

15 vbere they tried to aake their SAVE proposal . And the 

16 SAVB propoaal i• --

17 MS. CASWELL: Objection. I don't think that'• 

18 at i••u• in tbi• proceeding at all. 

19 CHAIRMAN DEASON: Care to respond to the 

20 objection? 

21 MS. KAUFMAN: I think Mr. Gillan is atteapting 

22 to 9ive an illuatration. I think that that ia 

23 appropriate. 

24 CHAIRMAN DEASON: And I agree and I will 

25 overrule the objection and allow him to use that aa an 
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1 exaaple. 

2 WITNESS GILLAN: The example actually waan't 

3 vitb SAVB. It vaa vith aome facts that came up in tho•• 

4 di.cuaaion., becauae what they were concerned with waa 
-~ 

5 people 90ing in and connecting to large usera. But it 

6 turned out that there waa like three customer• reaaininq 

7 out there, according to their own analysis, that hadn't 

8 already 90ne to apecial access. So the RIC is no 

9 different than the fact that today your prices are 

10 inflated, they'll reaain inflated, but it's sustainable 

11 becauae the only vay to avoid those prices ia to connect 

12 to end uaera directly, and people aren't talking about 

13 developing ubiquitoua networks that replace the local 

14 telepbone ca.paniea' network in this docket. That'• not 

15 the iaaue. It'• aiaply expanded interconnection and a few 

16 piece• of dedicated transport that could become 

17 coapetitive aa a conaequence of that policy action, which 

18 ia $9 aillion in total for you today. 

19 Q (By Ma. Peed) But it is true that once switched 

20 interconnection ia approved and the local monopoly is open 

21 to coapetition, that that type of competition is going to 

22 increaae and there ia going to be an impetus to circuavent 

23 any .. rvice that baa a RIC applied to it? 

24 Ko. I think you're completely misconstruing 

25 vbat awitcbed interconnection is about. switched 
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1 interconnection ai~ly means -- in fact, it'a aort of a 

2 aiana.er beeau .. it aounds like it's switched competition 

3 and it isn't. All it means is that an interexchange 

4 carrier could uae a dedicated pipe off froa somebody else 

5 to connect to one of your switches. What'• being opened 

6 up ia tbe ability of using somebody else to connect to 

7 your avitcb. 

8 CHAIRMAN DEASON: Mr. Gillan, I believe the 

t queation vaa if local service, the local monopoly ia open 

10 to ca.petition. 

11 WITNISS GILLAN: Oh, I'm sorry. If the local 

12 aonopoly ia open to coapetition and it proves that it's 

13 econoaically feaaible for there to be multiple local 

14 telepbone co.paniea, and it turns out that aubacribera 

15 actually aubacribe to aore than one local telephone 

16 co.pany at a ti .. , ao that there's switched access 

17 caapetition, that when the interexchange carrier wanta ita 

18 calla, it can go aake ita switched access purchase 

19 deciaion .. parate froa the local -- end user's decision of 

20 their local telephone company, you could have that 

21 aituation. But those are three pretty -- the eaaieat of 

22 thoae aaauaptiona ia that the state of Florida change• its 

23 law. Probably the next easiest assumption, but it'a a 

24 giant leap, ia that aoaething actually goes out and builds 

25 a ubiquitoua local telephone network, puts in a switch and 
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1 atarta aiqning up aubacribers, then you still you have the 

2 third condition that you have to satisfy that aubacribera 

3 choose to connect to both networks at the same time so 

4 that there ia coapetition between those network• for 

5 delivery of traffic to an interexchange carrier. And to 

6 .. thoae are -- that may happen, but it isn't to going to 

7 happen at the concluaion of this docket and it aay not 

8 happen in the concluaion of my life time, or this trip, 

9 which aver co.aa firat. 

10 Q (By Ka. Peed) But the short answer to the 

11 question, can the RIC be bypassed, is yes? 

12 A Yea, but to the exact same --

13 Q Well, it'• the short answer. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A Tbe abort answer is yes, but the clarification 

ia, yes, •• a result of the fact that it's the same as •• 

bypaaaing you today. And to the exact statement extent 

that I can't -- any interexchange carrier can effectively 

bypaaa you to reach awitched access customers today 

r ... ina in the future. 

Q Tbat's everything I possibly could have. 

CHAIRMAN DEASON: Mr. Fons? 

MR. PONS: I have a few questions. 

CROSS EXAMINATION 

24 BY MR. PONS: 

25 Q Mr. Gillan, you indicated in your brief summary 
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1 tbat there are certain inefficiencies built into crossover 

2 pointa. Ia that correct? 

4 Q And tbeae crossover points are in the DS1 to 

5 DS3? 

6 A 

7 Q And do your clients offer DSl and DSJ services? 

8 A We offer retail products that correapond to your 

9 apecial ace••• products. We don't have any products that 

10 are equivalent to the awitched access transport product 

11 that we're diacuaaing here today. 

12 COMMISSIONER CLARK: Mr. Gillan, I have to aay, 

13 be used aa.e teras and you used others, and I can't aarry 

14 thea up at all. 

15 WITNISS GILLAN: Well, that's actually a very 

16 i~rtant point. 

17 COMMISSIONER CLARK: Let me stop you. I want an 

18 answer to bia queation in his terms. 
' 

19 WITNESS GILLAN: I will have to hav~ his 

20 queation 

21 Q (By Kr. Fona) Do your clients offer servicea, 

22 DSl and DS3 aervicea, that have a crossover point? 

23 Tbey offer DSl and DS3 services which are not 

24 like all -- tbia ia where the confusion is coming about, 

25 co .. iaaioner. 
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Q I tbink you can an•wer the question. Do they 

have a cro••ov•r point? 

A Y .. , tor aervice• that are not like the on•• at 

di8pute here, and that'• where the complication i•. 

Q But you offer a DSl and a DSJ service? 

A Ye•, ve do, but they're not like the one• here. 

Q But they have a cro•sover point? 

A Ye8. 

Q And aren't there inefficiencies in that 

cro••ov•r point? 

A Tbere could be if those services that we offered 

12 vera actually 8ub8titute• for one another in the way that 

13 the•• are, but that'• not the way those services are 

14 provided to tba •rut. 

15 CHAZRKAN DEASON: Why are they not substitute•? 

16 WITIIBSS GILlAN: Okay, now we're back -- now, 

17 actually it goa• to •oaething that's sort of been 

18 •urroundint tbi•. The LEC• today, we today, in the retail 

19 •rketplace, ••11 a DSl and a DSJ as a service. Okay. 

20 And tbe•e are private line•, they're out to customer•, and 

21 I'a uaint the word ••ervice• here because someone who 

22 want• a DS1 ••rvice and •oaeone who wants a DSJ service 

23 typically are very different types of customer• doing thea 

24 tor different thing•, and you can qo into the marketpl~ce 

25 and cbarc)e tb- different prices be·causa they're actually 
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1 not uaing the products in the sa .. way and they're not 

2 ca.peting against each other. 

3 Por instance, the interexchange carriers 

4 frequently offer large volume voice custo .. rs the 

5 opportunity to connect directly with a POP. The Megacoa 

' is tbe AT'T na... Typically those type of custo .. rs would 

7 buy capacity ln DSl incrementa, okay? DSJa., auch larger, 

1 don't have anywhere -- aren't as prevalently used in that 

9 type of situation in the marketplace. A big user of DS3 

10 .. rvioe, television stations, television stations can put 

11 video on a DS3, and so you can see where over ti .. prices 

12 for a Dll product that is out there being sold to banks 

13 and data coapaniea and large voice users would be priced 

14 co.pletely differently than a DSJ service sold to 

15 interexcbange carriers or to television stations, or to 

1' very, very large users. They ended up with different 

17 pricing, auch along the types of theory that Mr. Beauvais 

11 vas talking about. You know, the market would bear. 

lt What we're talking about here is the fact that 

20 vben ve buy transport, the network can be configured in a 

21 couple of different ways at a DSl level, a DSJ level or a 

22 tandea-avitcbad transport level, but those really aren't 

23 different services, they're just different options of how 

24 to buy it • 

25 CHAIRMAN DEASON: Let me interrupt you. Is 
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1 tbere not a •ltuation where there could be a cuatoaer who 

2 could look at your pricing, and instead of aubacribing to 

3 12 081•, juat 9eta one DS3? 

4 WITMISS GILLAN: That'• correct. That ia true. 

5 IUt, typically, tbe cuatoaera that interexchange carrier• 

6 deal with, they're not planning on growing in that DS3. 

7 If it'• cheaper, they'll do it, but typically we're 

I .. lllng our DBl• in 1• and 2• and ls, and that that 

9 croaaovar then reflect• a completely different aarkat 

10 aev-ent of people that have a very large capacity need. 

11 It lan't juat a natural awitch point between how you hand 

12 tbe traffic to a local telephone company. And that'• 

13 really tbe concern -- if you take this through, that'• the 

14 concern we ended up with. 

15 COIDIISSIONER CLARK: Is that true bacauaa you 

16 are not the end uaar, you are a reseller of the service? 

17 WITHISS GILLAN: Right --

11 COMMXSSIONER CLARX: End user just care• about 

19 aoca.pllabl~ bia data transmission or tranaaitting video; 

20 but you're buying that to repackage it into another 

21 .. rvlce? 

22 WITMISS GILLAN: That'• partially the raaaon. 

23 In the retail aarkatplace the people who want a DSl can be 

24 pretty well .. ally diatinguished from the people who want 

25 a 083, and you can have different prices, and they're not 
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1 really -- they're not really substitutes because there are 

2 cuato.er 9roup. Of different sizes. In this aarket all 

3 we're talking about ia there's really one interoffice 

4 network out tbare, and these are just different ways of 

5 configuring it. 

6 And the concern -- we understand everything that 

7 they .. id about pricing today -- well, not everything they 

8 .. id, but an awful lot about what they said about pricing 

9 we understand and appreciate insofar as they qo into the 

10 retail .. rkatplaoe, and that's how they set their prices. 

11 And we're not bare coaplaininq about their special &ccesa 

12 prices, and we're not here complaining about their private 

13 line prioea. We are coaplaining about this product which 

14 ia just a wholesale input to long distance carriers to 

15 provide Hrvice. 

16 And we just -- and the bottom line is the 

17 pricing rules we want applied here we feel are necessary 

18 because the dangers of that discrimination are coapletely 

19 different in this aarket where we're competing against 

20 eacb other than they are if a television station pays a 

21 lover aaount of contribution than the bank. Do we have a 

22 probl .. with that? Ho, we're not unrealistic. We realize 

23 that that's a way for the local telephone company to 

24 price, and we're not coaplaininq • 

25 But if you take that same philosophy into this 
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1 .arket and you aay AT'T'• customers should pay lover 

2 contribution than the customers of MCI or the cuatoaera of 

3 Sprint or the cuatomers of LODS, that's a completely 

4 different .. t of problems, because realistically, AT'T and 

5 LDDB and MCI, they're not final users of the product from 

6 the local telephone company. We all then have to 

7 tranalate tbia in the lonq distance service to aell. it in 

a the long diatance .. rketplace, and if over ti .. AT'T baa 

9 an advantaqe that other people don't have that's 

10 ca.pletely unrelated to their costs, we're qoing to atart 

11 loaing cuata.era, and those customers are qoinq to be 

12 abifting over to other carriers simply because they're 

13 able to aate a aaaller contribution on AT'T's service than 

14 on aura. And that's the bottom line of our concern. We 

15 tind thia product to be unique . We think it needs to be 

16 coat ba.-4 and that'• why we're here talkinq to you . 

17 Q (By Mr. Pons) Whew. Sore spot? 

18 A Sore apot in this --

1t Q Joe, Joe. All I want to know, Joe, ia your 

20 croaaover pointa. Your clients on DSl and DSJ, they're 

21 driven by the .. rketplace, aren't they? 

22 A Yea, they are, because the marketplace can be 

23 aegaanted between those customers classes. But if you 

24 allow that .... type of aeqmentation in this marketplace, 

25 the conaaquence ia different. And that's the point that I 



• 

• 

• 

991 

1 think naeda to be clear, we understood what we're look inc) 

2 a~ in thi• docka~. 

3 Q Tbe LBC. have customers that are buying DS1 and 

4 D83, don'~ they? 

5 A Ye•, they do. 

6 Q And the .. rketplace can drive those cro••over 

7 poin~• jua~ •• well? 

8 A I'a no~ objecting to those crossover• in that 

9 aarka~place, bu~ I think there's a completely different 

10 que•tion rai•ed when you try and take those cro•aover• 

11 tba~ were de•ivned for that marketplace between bank• and 

12 ~l.vi•ion •ta~iona, and you bring them over into thi• 

13 .. rtatplace between interexchange carriers. That'• the 

14 Vbole fulcrua of i~. And it'• not a sore point, but yeah, 

15 I do feel like I wa• a victia of regulatory bait and 

16 .witch becauae the PCC looked at these rates, and people 

17 were ~elling tbea to approve these rates because they're 

18 ca.t ba•ed. There aren't any cost studies to look at, 

lt but, bey, approve tbe•e rates, they're cost based. I coae 

20 here and you're told approve these rates because the FCC 

21 did i~ and they're .. rket based. But they're the •a•• set 

22 of ratee. Which 1• it? 

23 KR. PONS: I don't think I have to answer 

24 qu .. tiona froa Kr. Gillan, do I? Maybe my own witness, 

25 yea, but not of Joe Gillan. 
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CHAIRMAN DEASON: Maybe you can qet Mr. Poa9 to 

lilt. PONS: I aa going to . No further 

CHAIRKAH DEASON: Mr. Hoffman? 

lilt. BOPPIIAN: No questions. 

118. BRYANT: I have a few. 

8 CROSS EXAMINATION 

9 BY liS. BRYAIIT: .... 
10 Q Kr. Gillan, I think you stated in your 

11 t .. tt.ony, and you juat responded to Mr. Fona that the FCC 

12 approved thaaa rata• abaent any cost data: ia that 

13 correct? 

14 

15 

A 

Q 

That's correct. 

And these are the same rates that are being 

16 considered in this proceedinq with the exception of the 

17 RICJ ia tbat correct? 

18 

19 

A 

Q 

That's correct. 

How, durin9 the FCC's proceeding, were any other 

20 factors included in setting those rates, such as 

21 aultiplexin;? 

22 No, they didn't -- no. In fact , they did not 

. 23 set the rates. What they did was they adopted a structure 

24 tbat they thought could be more cost based. And then they 

25 atartecl caatin; about of how do I set the prices? We 
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1 auvveated a 28-to-1 type of approach with ao .. 

2 aodificationa and that entire sequence of diacuaaiona froa 

3 Mr. Tye about the thing• that FCC considered, they 

4 oonaidared all in deciding that a simple ratio of 28-to-1 

5 vaa too bigb, that it needed to come down to include thoae 

6 factora. But aince they never used that approach anyway, 

7 tbe ratea were aet aiap1y by saying, hey, LECs whatever 

8 you vera cbarging tboae end use customers in Septeaber of 

9 '92, tboae will be the rates we will allow you to use 

10 here, period. Tbey didn't consider any other factor• 

11 tbay didn't conaider any factors. It was just tho•• were 

12 vbat axiated in '92. That'• what we're going to use • 

13 Q And you are aware of the proposal by Sprint with 

14 tba croaaover of 22-to-1? 

15 A Yea. Sorry. 

16 Q And you are alao aware that the FCC denied 

17 Sprint'• propoaal, along with other carriers that filed 

18 before tba PCC? 

19 A Wall, actually, I don't think they actually 

20 denied 22-to-1, per ••· They denied the ide~ that it 

21 could be -- if you take thia very simple view, it you juat 

22 look at a ratio, it couldn't be 28-to-1 because there 

23 would be factor• that would brinq it down, but they didn't 

24 have the inforaation to tell them brinq it down to what • 

25 And tbat vaa bow -- in that sense they denied it, but it 
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1 vaan't denied baaed on Mr. Rock's explanation about using 

2 a capacity utilization. And, in fact, quite technically, 

3 tbat vbola approach baa never really been denied anyway. 

4 Tbat vbola approach ia, until to this day, on 

5 raoonaidaration at the FCC without final decision. 

6 Q So you're saying that these factors aay be 

7 appropriate, but they just were not considered by the 

8 PCC? 

9 

10 

IIR. TYB z Mr. Chairman 

WXTMISS GILLAN: Those factors would probably be 

11 appropriate in reducing a crossover ratio, but since the 

12 PCC didn't atteapt to establish a cost-based crossover 

13 point, they varan't using the establishment of any rates. 

14 

15 

118. BRYAII"l'z Thank you, I have nothing further. 

CHAIRMAN D&ASOH: Mr. Tye? 

16 CROSS EXAMINATION 

17 BY lilt. '1'YB: 

18 Q Mr. Gillan, did any of those matters you just 

19 dl•cu.•ed with Sprint have anything at all to do with your 

20 rebuttal taatiaony? 

21 A Wall, they had to do with the economic 

22 efficiency arguaanta, yea. 

23 Q They were not addressed in your rebuttal 

25 A They were addressed in it with respect to the 
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1 Vbole qgaation of the efficiency incentives and the 

2 croeaover. 

3 Jill. !'YB: No further questions. 

4 CHAIRMAN DEASON: Mr. Wiggins. 

5 CROSS EXAMINATION 

6 BY IIR. WIGGINS: 

7 Q With aa.e trepidation. Mr. Gillan, would you 

I turn to Pa9e 6 of your rebuttal testimony where you take 

9 the unfortunate poaition that AAVs should be required to 

10 file tariffa? 

11 ~ unfortunately necessary position that AAVa 

12 file tariffa • 

13 Q I'a 90ing to ... if I can accomplish what no aan 

14 before haa and that i• get to your ultimate point ao I can 

15 actually aake aine. 

16 Ia it your teatiaony that AAVs and LECs should 

17 both be required to file tariffs? Is that correct? 

18 That' • correct. 

19 Q NOV tbo•• tariff• aay have flexibility in thea 

20 baaed on coat relationahipa, but nonetheless they would be 

21 tariffa and they would be generally applicable, correct? 

22 Such •• zone -- apecifically, and in fact 

23 excluaively, aone pricing, yes. 

24 Q And in that context, you would be not in favor 

25 of LEC. beift9 allowed to have contractual service 
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1 arrang ... nta, correct? 

2 A Tbat'a correct. 

3 Q But you alao are aware that the LECs have 

4 inaiated on baving not only tariffs in place, but zona 

5 danaity pricing and contract aervice arrangements, 

6 correct? 

7 A I don't believe that position is uniformly 

8 held. My underatandlng of Mr. Poag's testimony is that he 

t felt aone pricing waa a better form of flexibility than 

10 the CSA. And I alwaya underatood his testimony to be that 

11 the aone pricing flexibility would be a substitute for the 

12 contract tariff flexibility • 

13 Q Could I gat a point of clarification from 

14 Mr. Pons? Mr. Pons, I thought that your witness's 

15 poaition waa that contract aarvice arrangements should be 

16 available evan without the presence of the competitive 

17 bypaaa. Aa I correct on that or not? 

18 MR. POHS: Aa Z going to testify again? Aa I 

lt being called upon to teatify? 

20 MR. WIGGINS: I waa just asking for 

21 clarification for efficiency purposes. 

22 MR. PONS: I don't believe that was our 

23 poaition. 

24 COMMISSIONER CLARK: What good will it do if 

25 he'• not under oath? 
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1 Q (By Kr. Wiggins) Never mind. Let .. go on. 

2 Tbat'• fine. Vitb respect to the historical use of 

3 tariff•, i•n't it true that tariffs have been used to 

4 ••.antlally control the market activities of aonopolies 

5 froa abusing their dominant positio·n? 

6 A Ho, I don't think that's necessarily true. I 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

..an tbat'• a u•• of a tariff. Obviously it'• one of the 

you apply to a aonopo·lY, but I think tariffs 

are .ore generally used as the regulatory tool to ~ard 

againat diacrlaination, and they're frequently applied in 

environaent• and in aarkets where there are multiple 

provider•. You don't necessarily have to have a .onopoly 

to d .. lre a tariff ayatea to protect against 

diacrtalnation. In fact, there's an excellent court case 

on that, actually, but just the logic was good. That'• 

all I ... nt. I .. an, I'• not offering a legal opinion, 

but it va• a good description. 

Q You touched on the issue of discrimination. I'• 

19 a .. uaing you .. an unjust discrimination among similarly 

20 •ltuated cu•ta.era? 

21 A That'• correct. 

22 Q To uae an economic term. Isn't it true that a 

23 aonopoly or an entity that has a dominant position in the 

24 aarket i• in a auch better position to intlict unjust 

25 diacriaination aaong ita customers than one that is a nev 
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1 entrant and has no such equivalent poaition? 

2 A Yea, that is certainly true. I think it would 

3 be very difficult for you to practice diacriaination. The 

4 probl .. ia, however, that it'a a non-auatainable aarket 

5 arrang ... nt for one participant to be held to 

6 non-diacriaination standards and tariffing while the other 

7 one can run around cutting special deala. It would only 

8 taka a little while before the LEC would be back before 

9 you aaying, well, I have to respond to thia apecial deal 

10 with thia apecial deal . And everything atarta falling 

11 apart. If you use tariffs, on the other hand, you quya 

12 have to butt heads, and in a way that everybody has an 

13 opportunity to benefit from the lower pricea. And I 

14 believe that'• a far superior way of organizing it. 

15 Q If I understood your answer correctly, you agree 

16 with the pre•ise that at least in the short run an AAV 

17 aucb •• Interaedia would not have the •arket power to 

11 unjustly diacriainate among its custoaers? 

19 A That'• correct. In the short run. 

20 Q But 

21 A And in the long run, the concern ia that you're 

22 planting a aeed for an inevitable problea. And that -- I 

23 aean we already have an example of what happen• when one 

24 party tariff• and the other one doesn't. The FCC tried 

25 that experi .. nt, and within a few short years, they were 
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1 lookinw at Tariff 12 from AT,T, Tariff 15 fro• AT,T. We 

2 know the consequences of that strategy. 

3 Q If the co .. ission were to adopt your 

4 reo~ndation then, there would be tariffs for both --

5 for all providers of the product and no contract service 

6 arrang..ant authority for either: is that correct? 

7 A Well, certainly for access, yes. 

8 Q Por access. Let me ask you this. Suppose they 

1 don't adopt your proposal, that they grant zone density 

10 pricing and flexibility in the tariffs, and also continue 

11 to allow contract service arrangements. With that being 

12 the LBC position, would you therefore -- would you also 

13 advocate at that point tariffs for the AAVs such as 

14 Interaedia? 

15 A No, at that point they've effectively allowed 

16 the LEC to 90 on published contracts and I think the 

17 .arket conaequence of published and unpublished contracts 

18 ia about the aaae. It's discrimination. If you're going 

19 

20 

21 

22 

to have diacriaination, there's no real reason to have you 

tariffed. 

Q Thank you. No further questions. 

CHAIRMAN DEASON: Staff? 

23 MS. CANZANO: We have no questions, but we want 

24 to follow up on that late-filed exhibit • 

25 WITNESS GILLAN: I even have a speech. 
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1 liS. CANZANO: We had requested that llr . Lae, 

2 llr. Hendrix and Mr. Poag in their Late-filed Exhibit• 19, 

3 30 and 43, respectively, file a statement as to the 

4 appropriate coat to use as a basis for coat-baaed rate, 

5 and ve uk that they include their work papers. We 

6 request of you, in a late-filed exhibit, your reaponae to 

7 tbose -- to that request, but just limit it to that 

8 portion of their late-filed exhibit and limit it also to 

I tbe nuaber• u•ed in that exhibit . And we would like that 

10 r .. ponae by october 5th, and have that distributed to the 

11 partie• by tbat ti .. , too, as we had agreed during our 

12 diacu•siona during a break • 

13 WITNESS GILLAN: Just so I'm clear, that 

14 agre ... nt, vben I distribute it to the parties, the 

15 southern Bell discussion goes to southern Bell, the GTE 

16 diacua•ion to GTE, but they don't get cross pollinated? 

17 liS. CANZANO: That's correct. 

18 liS. JCAUFIIAN: ·Ms. Canzano, is that date October 

11 7th or october 5tb? 

20 liS . CANZANO: October 5th. 

21 liS. PEED: I would think that the parties would 

22 get served vitb all of the --

23 liS. CANZANO: Except tor the confidential 

24 portion, unl••• they sign a non-disclosure agreement • 

25 liS. PEED: You could redact that part of the 
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1 it it'• 9oing to be a late-filed exhibit, I would think 

2 that everyone would be responsible for serving all the 

3 partie• either a redacted or non-redacted upon 

4 proprietary. 

5 MS. CANZANO: Is everybody agreeable to that? I 

6 ve think that would be appropriate. 

7 CHAIRMAN DEASON: Very well. The exhibit will 

8 be provided to all parties, and if it contains 

1 confidential intoraation, it will be redacted, unleaa 

10 there ia a non-di•clo•ure agreement signed. 

11 MS. CANZANO: Sounds good to me. Can we have 

12 that aarked for identification at this time? 

13 CHAIRMAN DEASON: It will be identified a• 

14 Late-tiled Exhibit 55. And I take it Mr. Gillan, that you 

15 underatand what i• required? 

16 WITNESS GILLAN: Yes. 

17 MS. CANZANO: And we'll just have a •imple 

18 title. We'll ju•t call it Mr. Gillan's Respon•• to the 

11 LBCa' coat-ba•ed Rat••· 

20 (Late-filed Exhibit No. 55 identified.) 

21 CHAIRMAN DEASON: Okay. 

22 MS. CANZANO: Staff has no further queation•. 

23 CHAIRMAN DEASON: Redirect? 

24 

25 

MS. KAUFMAN: I have no redirect, Mr. Chairaan. 

CHAIRMAN DEASON: Exhibits? 



1002 

• 1 a. JCAUP'IIAN: lAC would move Exhibit 54. 

2 CHAIRMAN DEASON: Without objection, Exhibit 54 

3 i• adllitted. 

4 MS. PEED: I would move 53, please. 

5 CHAIRMAN DEASON: I believe it's already been 

6 dona. 

7 Thank you, Mr. Gillan. 

8 (Exhibit No. 54 received into evidence.) 

9 (Witn••• Gillan excused. ) 

10 * * * 
11 CHAXRMAN DEASON: I believe Mr. Rock ia the next 

12 acheduled vitne••· 

• 13 MS. BRYANT: Yea, I think he ia. 

14 CHAIRMAN DEASON: Are ther~ any questions for , . 
15 Mr. Rock? Me. Kaufaan, do you have' a question? 

16 MS. DUP'IIAN: No. I'm sorry, Mr. Chainaan. 

17 CHAIRMAN DEASON: Questions, Mr. Poucher? 

18 IIR. POUCHER: No. 

19 CHAIRMAN DEASON: Staff? 

20 MS. CANZANO: No questions. 

21 CHAIRMAN DEASON: Perhaps we could simply have 

22 bia teati.ony in•erted into the record . 

23 MS. BRYANT: That would be great . 

24 CHAIRMAN DEASON: Without objection. Hearing no 

• 25 objection, Mr. Rock's prefiled rebuttal testimony will be 
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1 inaerted into the record. Ia there an exhibit which needa 

2 identification? 

3 MI. BRYANT: No, there ia no exhibit, 

• ICr. Chairun. 

5 CIIAIIIIAN DEASON: Very well. And I take it you 

I will waive •\IIIIUry, and •inuo t horo i• no cro•• 

1 .... ination, that conclude• Mr. Rock • 

• 
• 
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1 Q. Pleale Slate your name, business address and occupation. 

1004 

2 A. My name is Fred I. Rock and my business address is 7171 West 9Sth Street, 

3 Overland Part, KS 66212. I am employed by Sprint Communications 

5 Pllnnina· 

• 6 

7 Q. What is the purpose of your rebuttal testimony? 

I A. I wiU addlas the ldditional pricing flexibility proposed by GTE Witness, Mr. 

9 R. Kirk Lee, for all switched access services. 

10 

11 Q. What pricin& proposals has Mr. Lee supported in his testimony? 

12 A. Mr. Lee prcJpCJeed pricing flexibility for aJJ switched access services using 

13 volume and term diiCOUilts, zone pricing and contract service arrangements 

15 

16 Q. Do you believe the pricina options introduced by Mr. Lee are appropriate? 

• 
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• 1 A. I support GTE in the introduction of zone pricing for access services where the 

2 underlyina unit COlt of providing the service varies by geographic location (or 

3 wiR ceater). I believe LECs should be allowed to reflect differences in 

4 underlyina lei'Vicc costs in pricing like services. If the LEC can prove cost 

5 differelaa due to the density of a wire center, it should be allowed to reflect 

6 thae diffcraac:a in its prices. 

7 

1 However, I cannot aeneraJiy support volume/growth discounts or contract 

9 laVice Ul'lllpllall for switched access as introduced by GTE. I am not 

10 awue of any clala dlat supports lower unit costs for any LECs toCal shared 

11 network beclute the traffic volume of one IXC is greater than another. Lower 

• 12 acceu unit costs ~ obtained by the LEC as total volume grows and not by 

13 individual !XC traffic, shifting of traffic from one IXC to another, or individual 

14 ICI'Yin& arnnpmcnts. 

15 

16 Q. How does GTE's propolcd volume/growth plan work7 

17 A. Tbe plan provides avings to access customers (IXCs) who commit to various 

II percentaps of UJIIC powth over a one year time period. In addition, a volume 

19 bued feature is included within the plan that affords varying discounts to access 

20 CUIIOmen of different sizes. 

21 

• 22 Q. What is Sprint's concem with the plan? 

2 
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A. Since GTE elected to exclude the discount levels from the proposed matrix, it is 

clifficult tD tbCJrou&hly aueu the impact of its volume/growth discount plan. 

However, the structuJe of this plan is almost identical to a volume discount plan 

OTE filed at both the FCC and in Illinois both of which are still pendin&. 

If GTE continua the trend established with this plan at the FCC and in Illinois, 

it will aWIId 1ft acceu customer with large volumes a specified discount even if 

it hid W.Uy no wlume Jrowth, whereas an access customer with smaller 

volumes would lave to pow at a faster rate to achieve the same discounts as the 

llrpr cu..,. In OCher words, the growth discount facton contained in the 

plln my be weipled by an KCeSS customer's relative size as determined by 

network uap. 

Q. IJ die premite of GTE's proposed volume/growth plan consistent with the 

underlyina COlt cbalacteristic of LECs switched networks? 

A. 'J'be diJCOUDtl awanled for the achievement of usage growth are consistent with 

the underlyina COlt characteristics of LEC switched networks, whereas the 

diiCOWitsawanled to a customer for its relative size based on historical volumes 

uenot. 

21 Q. Plcue explain why? 

l 
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A. Tbe volume blndina fatu~ conlained in the proposed growth plan is clearly 

inc:onliaent wilh underlyina cost characteristics of LEC switched networks. 

LEC switched network capacity is planned and ultimately sized 10 enable die 

LEC to handle tbe cumnt traffiC volumes of all customers and the anticipated 

powth in thole volumes over some specified period of time. Ultimately, the 

total network capacity employed by the LEC is the result of all anticipated 

traffic volumes from .U customers during the planning interval, including the 

LEC'a own loc:aJ and toll traffiC • 

Once tbe network._ been sized and the capilal has been invested 10 build it, 

this investment becomes a sunk cost. Given that network size is a function of 

all customers' current and anticipated future traffic volumes, including the 

LEC'a own traffic, and the sunk characteristics of that investment in the 

network, the only way to reduce incremenlal cost per unit of traffic is through 

utilization of the spare capacity contained in the switched network. 

Utilization of spare capacity and the resulting reduction in per unit cost is only 

accomplished tJuouah the arowth of traffic volumes carried on the network that 

~ additional traffic. 'The volume aspect of the plan rewards customers with 

relatively hiP levels of historical usage, but does not lead to lower future unit 

costs. 

4 
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Sprint bu always been a strong proponent of cost-based pricing for switched 

IICCell .aric:a, which ref1ccts the underlying cost characteristics of LEC 

switched nctworb. In Mdition, Sprint believes that the usc of •market 

considerlaions• in the pricina of any service is more appropriately reserved 10 

rate pric:iaa or ICrVic:es offered in •competitive• markets, unlike the current 

twitched IICCell market in Florida, wherein LECs still carry over 99" of 

Sprint's twitched IICCell minutes in their service area. 

9 Q. What upect1 or GTE's proposed volume/growth plan does Sprint find 

10 clilcrimiaatory? 

II A. Tbe volume blndina feature contained in the Growth Plan proposal unfairly 

12 ldvantlpl the Jarpst IXC at the expense of small and medium sized IXCs. 

tl nil is puticularly troublina 10 Sprint because the largest IXC would receive 

14 the 1arp1t benefit from the proposed growth plan simply on the basis of traffic 

15 volumes lhat IICICnled while operating as a ncar monopolist, and not on any 

16 fundamenlal undcrlyina network cost characteristics as I addressed earlier in my 

17 ~~y. 

II 

19 To reward such a customer for its hiSIOrical monopoly position, rather than its 

20 

21 

22 

marbcpllce performance in terms of generating additional traffic on the LEC 

network, could potentially harm interexchange competition in Florida which is 

not in the public's inreresa. 

s 
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• I Q. Whit is Sprint's position on CSAs for switched access? 

2 A. The ax:eu auaomer(s) thai will benctit from CSAs will be limited to those with 

3 compcdliw altemllives which is primarily the largest customer. Again, lower 

4 prices will be awarded to an access customer for its relative size and 

5 .......,._ bl.s on hiscoric:al volumes instead of actions which lead to lower 

. 
6 netwark unit COlli for the LEC. 

,.-

7 

1 Q. What ldions do you recommend the Commission take on the pricing options 

9 clelcribed by Mr. Lee? 

10 A. I believe the Commiaion should allow density zone pricing for switched access 

ll leiVica bued on the cost differences by location. I strongly urge the 

• 12 Commiuion to reject cliiCIOUftts based on individual IXC traffic volumes and 

13 CSAs for switched ax:eu ICIVices. 

14 

15 Q. Docs this c:onclude your rebuttal testimony? 

16 A. Yes, it does • 

• 
6 
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1 CHAIRMAN DEASON: And tha~ brings us to the last 

2 witness, Kr. Andreassi. Are there any questions for 

3 Kr. Andreassi? Ma. Peed has questions. 

4 Kr. Hoffman, you may proceed. 

5 KR. HOFFMAN: Thank you, Mr. Chairaan. If 

6 there's no objection, I would just as soon skip the 

7 foraalltiea and ask that the prefiled rebuttal testiaony 

8 of Kr. Andreassi be inserted into the record. 

9 CHAIRMAN DEASON: Without objection. Hearing no 

10 objection, the testimony will be so inserted. 
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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS . 

A. My name is Steve n Andre a ssi. My business address 

is Teleport Communi c ations Group, Inc. (TCG), Two 

Teleport Drive, Sui t e 300 , Staten Island , New York 

10311. 

Q. DID YOU SUBMIT TESTIMONY IN PHASE I I OF THIS 

PROCEEDING? 

A . Yes. I submitted d i r ect t e st imo ny and supplemental 

direct testimony in Phase I I. 

Q. WHAT IS THE PURPOSE OF YOUR TESTI MONY? 

A. The purpose o f my test imo ny i s t o respond to 

certain testimony fil e d by Sou t he rn Be ll and GTE 

Florida Inc. ( "GTEFL" ) . 

Q. DO YOU AGREE WITH SOUTHERN BELL WITNESS DENTON 

(Testimony at 4-6 ) and GTEFL WITNESS BEAUVAI S 

(Testimony at 2) THAT EXPANDED I NTERCONNECTION FOR 

SWITCHED ACCESS SERVICES WILL PUT CONTRIBUTION 

RECEIVED BY THE LOCAL EXCHANGE CARRIER ( "LEC") FROM 

SWITCHED ACCESS IN J EOPARDY? 

A. No. Expanded i nterconnect i o n will no t 

significantly erode t he contribut i o ns t he LEC 

receives from swi t c he d access because 

interconnectors will only be abl e to compe te for a 

small portion of this service. As I e xplained in 

my direct testimony, the only p iece o f s witc he d 

access an interconne ctor can o f fe r to an 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

~0 

11 

12 

13 

• 14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

1012 

interexchange carri er ( "!XC") c ust omer is the 

dedicated trunk port i ons o f l ocal trans po r t. Eve n 

if interconnectors c a p t ure d t he e ntire l ocal 

transport market , whic h is highly unlike ly, the LEC 

would still earn revenues from t he c a r rier c ommo n 

line charge, l ocal s witc hing and a n intr astate 

resi dual i nter c onnection charge . 

Q. SHOULD THE COMMISSION GRANT THE LECS THE ABI LITY TO 

FLEXIBLY PRICE SWl T\111-:1> /\1 "< "1·::-:~; SEI{Vl CES? 

A. To the extent that t he Commiss i o n i mple ments a 

restructuring o f l oca l transport rat e s ( "LTR") , 

similar to the s c he me ma ndate d a t the federal leve l 

to permit the LECs to respond to competiti~~ . TCG 

supports such a r e s tructuring . GTEFL Witness Lee 

argues that LECs should receive pricing flexibil ity 

in addition to LTR in the f o r m o ( a s witche d acce ss 

discount plan a nd zo ne pric ing plan. Mr . Lee 

claims this is necessary due to a n already highly 

competitive environment in Florida. As a general 

matter, it is impo s sible f o r a n e nvironment i n 

which AAVs are prohibited fro m o ffe ring s witched 

services to be "highly competitive . " Mo reove r , if 

the Commission approves Phase II, compet itors will 

have the ability t o compete for o nly the s mall 

local transport po r tion of switc he d access. 

Therefore , it is reasouablc I t> J r.t-:c·n Lo r ecei ve 

2 
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prici nq f l r>Mi l ol l l • r r .. . r .. ,·.J.l transport which is 

accomplished through LTR. TCG believes it would be 

reasonable to implement at the intrastate leve~ t he 

volume and term discounts established by t he 

Federal Communications Commission in its Expanded 

Interconnection Order (FCC 94 - 190 , rel. July 25, 

1994). This plan permits t he LECs t o offer 

switched access with volume and term discounts only 

after 100 DSl s witche d cross connects are 

operational in the LECs ' of f i ces located in the 

pricing zone with t he g .reatest traffic density. 

DO YOU AGREE WITH MR. DENTON (Testimony at 12) AND 

MR . BEAUVAIS (Testimony at 4 0) THAT CUSTOMERS WILL 

BE DENIED THE FULL BENEFITS OF COMPETITION IF 

COLLOCATORS ARE NOT REQUIRED TO OFFER EXPANDED 

INTERCONNECTION FOR SWITCHED ACCESS? 

No . The Commission instituted t his proceeding to 

permit competitors access t o the LECs ' bott leneck 

network facilities . By pe rmit ti ng them access to 

these ubiquitous LEC facili t ies , AAVs wil l be abl e 

to offer competitive, dive r se s e rvices to c ustomers 

who would otherwise be connected o nly to t he 

monopoly provider . Mr . De nto n states that "in a 

number of instances" Southern Be ll has not been 

allowed to collocate with .:. compe titor o n 

reasonable terms. (Tes t i mo 11 y .11 I /. ) . To my 

3 
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knowl edge, TCG has ne ver de nied a request f r om a 

potential interconnector , bu t would i nstead we l come 

the revenues associ.ated with t he us e o f i ts 

network. TCG belie ves that in a competit i ve marke t 

most AAVs wo u ld s imilarly grant a collocation 

request. 

MR. DENTON (Test i mo ny at 12 - 1 3) AND MR . BEAUVAIS 

(Testimony a t 3 8 - 3 9) ARGUE THAT LECS SHOULD NOT 

HAVE TO PERMIT NON- FIBER OPTIC DSO 

INTERCONNECTIONS. DO YOIJ AGREE? 

No. The LECs a r e confused . I n addressing 

interconnection of no n -f iber optic techno l ogy in 

the Phase I Order, t he Conun i Sti i o n was re f e rring to 

the transmission equipment placed in t he cage by 

the interconnector . Fo • ·· x. nnJl I •·. t h e Order 

addressed the u o • u l mi<:.:rowave equipme n t by 

interconnectors as a n e xampl e o t Lhc use o f non ­

fiber optic technology . The Comm ission did no t 

restrict the type of LEC techno l ogy to which a n 

interconnector would connect its transmission 

equipment . It is in t he public interest f o r 

col locators to interconnect t o DSO 

technology to reach cus t omers us ing less t ha n high 

speed capacity services and the LECs s hould tariff 

DSO interconnection for special a nd :;w i 1 l'ih·d .:tccess 

services. 

4 



• 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Q. 

A. 

1015 

In addition, Mr . Beauvais (Testimo n y at 38 ) a nd Mr. 

Denton (Testimo ny at 12 ) argue that DSO 

interconnect i o n i s i mpossible due to space 

constraints . Again , t he LECs are con f used . 

Collocators are see king to i n t e r c o nnect with t he 

LECs ' existing network using transm is~ion e quipme n t 

in the collocators ' c a g e a nd t he r e fore s pa c e in the 

central office i s no t a n i ssue . Con t rary to t he 

LECs' argument, colloca tors are not r e questing LECs 

to provision more OSOs t o Lhe i r c unto me rs . 

.DOES THIS CONCLUDE YOUR TESTI MONY? 

Yes. 

5 
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1 KR. HOFFMAN: Thank you, Mr. Chair.an. In 

2 addition, ve would like at this time your peraiaaion, if 

3 there ia no objection of any parties, to perait 

4 Kr. Andreassi to correct a misstatement in hi• response to 

5 one of Kr. rona' questions in the cross examination of hia 

6 direct conceminCJ the issue of how long AAVs have been 

7 subject to tariff requirements by the FCC. If the parties 

I don't have an objection I would like for him to correct 

t that testi.any at this time. 

KR. PONS: I have no objection. 10 

11 CHAIRMAN DEASON: Very well. I will CJiVe hia 

12 that opportunity • 

13 STEVEN C. ANDREASSI 

14 vas called as a witness on behalf of Teleport 

15 co..unicationa Group, and having been duly sworn, 

16 testified as follova: 

17 DIRECT EXAMINATION 

18 BY KR. BOn'JIAII: 

11 Q If you would, Mr. Andreassi. 

20 A 'l'he AAVs have been subject to tariff filing 

21 requir...nts by the FCC for about one year, or a little 

22 over one y .. r. 

23 KR. HOFPIIAN: Thank you . And he is available 

24 for cross exaaination. 

25 CHAIRMAN DEASON: Ms. Peed . 
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1 CROSS EXAMINATION 

2 BY liS. PBBD: 

3 Q Mr. Andreassi, I just have a couple of 

4 questiona. Mr. Pons in his cross examination of your 

5 direct t .. tt.ony had asked you some questions regarding 

6 T*leport's private line -- or Teleport's rates for DSJ and 

7 081 Hrvices. At that particular point in time you did 

8 not have tba tariffs? 

t A That's correct. 

10 Q And since that time we have been able to get 

11 

12 

13 

14 

15 

16 

17 

18 

1t 

20 

21 

22 

copies of Teleport's interstate tariffs, and I would like 

to ask you just a couple of questions about those tariffs 

if you don't aind. 

A Okay. 

Q In looking at the digital transmission services 

rates for 081 and DS3 services, there is a minimum and a 

aaxt.ua rate filed7 is that correct? 

A That is correct. 

Q And the crossover point, subject to check, as 

far as the .. th is concerned, the ratio ranges from a 

ainiaua of 3.17 to 7.81 is that correct? 

A Givan tbe -- yes, the relationship between the 

23 ainiauas and the .. xiauas, that is a correct ratio, 

24 subject to check • 

25 Q And that's 3.17-to-1 and 7.8-to-1, right? 
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1 Yu. 

2 Q Tbank you. That'• all I have. 

3 CHAZRKAN DEASON: Questions? Mr. Poucher, do 

4 you bave qgeationa? Staff? 

5 

6 

7 

• 
9 

10 

11 

12 

13 

14 

liS. CAIIZAIIOz No questions. 

CHAIRMAN DEASON: co .. issioners? Any redirect? 

IIR. HOFPIIUf: No, sir. 

CHAIRMAN DEASON: And we have no exhibits . 

'ftlank you, llr. Andru••L 

(Witne•• Andreaaai excused.) 

* * *· 

CHAIRMAN DEASON: That concludes all witneaaea. 

liS. CANZANOI Yea, it does. 

CHAIRMAN DEASON: Any further matters? 

15 liS. CASWBLL: llr. Chairman, I have one aaall 

16 aatter. We nov have a completed errata sheet to Mr. Lee'• 

17 deposition. I believe that was Exhibit 20, and if we 

11 could have tbat aa•ociated with the deposition exhibit, I 

19 would appreciate it. 

20 CHAIRMAN DEASON: Yea, the errata sheet for 

21 Kr. Lee will be incorporated into Exhibit No. 20. 

22 liS. CASWBLL: Thank you. 

23 CHAIRMAN DEASON: Any other matters? 

24 SchedulincJ? 

25 MS. CANZANO: Yes, scheduling. The briefs will 
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1 be dua october 12tb as aaended by our agreement for the 

2 lata-filed exhibit. The Staff recommendation i• set for 

3 •ovaber 18tb, vitb tbe •pecial agenda on November 30th. 

4 

5 vben? 

6 

7 

CIIAIRIIAII DEASON: I '• sorry, special agenda 

liS. CAIIZAIIO: November 30th. 

CIIAIJtiiAIJ DEASON: Anything else to co .. before 
.~ ... 

8 tbe Ca..i•aion at tbia tiae? 

9 Hearin9 nothing, this hearing is adjourned. 

10 Thank you all. 

11 (Hearing adjourned at J:JO p.m.) 
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