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Tracy Hatch Suite 700 
Attorney 101 N. Monroe st. 

Tallahassee, FL 32301 
904 425-6364 
FAX: 904 425-6361 

October 19, 1996 

Mrs. Blanca S. Bayo 
Director, Division of Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

RE: Docket No. 960847-TP 
Petition by AT&T Communications of the Southern States, Inc. for arbitration of 

certain terms and conditions of a proposed agreement with GTE Florida Incorporated 
concerning interconnection and resale under the Telecommunications Act of 1966 

Dear Ms. Bayo: 

At the hearing this week in the above docket, AT&T agreed to provide the 
following documents to the Commissioners and parties: 

ACK 

/J..FA l. A readable copy of the deposition of Dr. David Kaserman which was stipulated 
APP into the record by the parties. ///t>/- ?~ - /o~¥'/96. (( 

Cj~F _ 

40 ~. The complete document for Exhibit No. 59, Ordering and Billing Forum Issue 
Identification Form. This exhibit was admitted into the record pending submission of 

LTrJ the complete text of the document. /// ~01- 7& - /t?//f'/7,6 
EAG 

/ I am enclosing an original and 15 copies of each of the above documents. A copy LEG 
of this letter is enclosed. Please mark it to indicate that the original was filed and return 

Ui 6 
the copy to me. Copies have been served to the parties. 

PC 

t:.: C"1 Sincerely, 

s:c 

WAS . L 
~ 
A/ LrttAf f/d;J 

~TH ~ ('~LV 

~. cf0 

Tracy Hatch 

lbctM~ t l>1.~ ~)~ 
DOCUMENT ~o. DA~ 
II I te..t jJL '-2J.i&~

:rpSc .. COMMISSION CLERK 



CERTIFICATE OF SERVICE 

DOCKET NO. 960847-TP and 960980 

I HEREBY CERTIFY that a true copy of the foregoing has been 

furnished by U. S. Mail or hand-delivery to the following parties 

of record this fl& , 1996: 

Kimberly Caswell 
c/o Ken Waters 
GTE Florida Incorporated 
Tallahassee, FL 32301-7704 

Richard D. Melson, Esq. 
Hopping Green Sams & Smith 
123 S. Calhoun Street 
Tallahassee, FL 32301 

Donna Canzano 
Division of Legal Services 
Florida Public Service Corn. 
2540 Shumard Oak Boulevard 
Tallahassee, FL 32399 

Martha P. McMillin, Esq. 
MCI Telecommunications 
780 Johnson Ferry Road 
Suite 700 
Atlanta, GA 30342 

Mark A. Logan, Esq. 
Brian D. Ballard, Esq. 
Bryant, Miller, & Olive, P.A. 
201 S. Monroe Street 
Tallahassee, FL 32301 
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David L. Kaserman October 4, 1996 
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' 1 1  P R O C E E D I N G S  
, ? I  Whereupon. DAVID L. USERMAN. havmg bcenduly 
01 sworn. was erlmlned and tcrllfied as iollowr: 
141 EXAMINATION B Y  COUNSEL FOR RESPONDENT 
15) BY MR. MIRENGOFF: 
161 Q. This IS the deporttion of Professor 
(7) David Kasennan mthr arbitration proceeding of 
(1) AT&T and GTE before the Florlda Public Utility 
191 Commission. Good afternoon. Professor Kaserman. 

1101 A. Good afternoon. 
I I I I  Q. Have you had I deposition taken before? 
1121 A. Yes. 
(13) Q. So you are familiar with the 
1141 procedure? 
os) A. Yes. 
1161 Q. lamjustgoing toaskyouaseriesof 
1111 questions about your economic opinions in t h i s  
1111 miter. and if anything needs clarification. just 
(19) let me know and I wi l l  bc happy to try and 
(mi clarify the question. If you need a break a i  any 
mi time. let me know and we will do that. 
1221 A. n u n k  you. 
a11 Q. Professor Klsemun. would you yrcs  
a4 that the policy t h ~ s i  of the Telecommunications 
NI Act of 1996 i s  w promote efficient competition 

h i e  6 
11) in a11 telecommunications markeu? 
11) A. Yes. 
(31 Q. Is i t  fair to say thatemcient 
(*) competition cxisu when efficient entry occurs 
15) and inefficient envy docs not? 
161 A. NO. 
17) Q. What i s  your definitionof efficient 
181 competition? 
19) A. I don't believe I am familiar with thc 

(101 term efficient competition. I am familiar with 
(811 the term effective competition, Now. you can 
09 have effsientor inefficient envy by fim that 
I111 are efficient or incfficicnt. And rh.1 may or 
119  may not lead m effective competition. 
t tsi  Q. Wbat~yourdefinitioaofeffectivc 
114 competition? 
111) A. n e  definition of effective competition 
1111 Ithinkdutis:cncnllyaccepedintbe 
lI9i economics litenlure wwld k plwnymous with the 
fmo) dcfinitionof.noldcrtemdle4 workable 
I211 competition. I r i sa l idc  bitofarrcp hack 
121) from the notion of perfccccompetition. And the 
(211 idea i s  that acre is a sufficient imcnsity of 
1141 competition such that public policy intenention 
in1 in the market buually wouldn't lead to any 

8 1 )  basic improvement in the pcrfonancc. 
121 Q. What i s  the standard that competltaon 
111 1s belng~udged against? 
141 A. In general i t  i s  the sundard of 
15, effect ive competition in policy matters. You 
161 can't really Judae real mrrkcts against the 
(7) theoretical standard of perfect competition. 
111 Q. What i s  the standard - how do we know 
(91 when there IS effective competition and when 

1101 there Isn't? 
1111 A. Todelerminewhetherornottherc i s  
111) effective competition in a market. one needs to 
(11) examine the underlying market s t ~ c m r e  facton 
114) that go into a determination of the intensity of 
i t s  competition. 
(16) Q. Ifefficientcnry isoccurring and 
1171 inefficientenvy isnatwurrina. isthat 
111) effective competition? 
(in A. No. 
110) Q. Whit would have to happen in order w 
ai) move to effecdve competition? 
rn) A. For effective competition w be present 
a31 in a market. you have W have a sufficient amount 
n41 ofenvy occur so that the firms in that market 
ins) -the fim in that market's pricin; decuions 

. 

Me 8 
(1) are adequately constrained by market forces. or 
0) you have lo have -in the absence of that amount 
0) of entry. you have to have cnuy barriers mat 
141 are sufficiently low hi potentill competition 
1s) u n  produce the sane result; that is. wnsmin 
(61 the incumbent firm's pIxing discretion. 
m Q. I f  inefficient entry isoccurring. is 
111 that effective competition? 
in A. Thcanswerirmoreorlcisthcuw. 

110) It ir not that some envy creates competition, 
111) It is whetheror not there i s  cwvghenuy w 
1111 create competition dorrhcrher the barricn w 
IIN enuy in that market are sufticiently low. 
114) In re:& to incff~ientenay. ithu 
[in beenwell knownforrloogcimcdutcvcn 
I t s  i ne f i ien t  encry u n  intensify competition in a 
(IT) putetmbjectm signihuntmowpoly power. In 
rim odwrwords. cotuumcrorrosid welfarecm 
(in improve even with inemciemencry inme 

01) Q. Wuityourunderaandi~dutoneof 
I p t  the :oils of the Telecommuniutionr Act of 1996 
w) is w cncwn:e inefficient competition? 
24) A. Well. 8;ain. you have gone hack m a 
u) tern- 

nol prrseoce of mooopoly. 



October 4. 1996 'IYISIJ,  
B M  David L. Kaserman 

Pmc 0 P1.c I I ~.. . 
( 1 1  Q. I imsorry .  lneffictcntentry. L~~~~ 
121 rephrase the queriion. Thanks for clarifying 
01 that. 
i a i  Do you think that it is oncofthe 
tJ1 goalsofthe Tclecommunicalions Act of 1996 10 
161 encourage inefficient entry? 
171 A.  No. I don't think it isnecessarily 
(81 the goal to prohibit inefficient entry. 
( v i  Q. So you think - 

(101 A .  Butlcenatnlydon'ithinkirisa 
1111 goal loencourage inefficient entry. 
t i n  Q. Is iiyouriestimony that the 
1111 Telecommunications Act of 1996 is neutral as to 
(14) whether there should be inefficient entry? 
1151 A .  No. I think that if the provisions of 
ti61 the act are implemented in accordance with the 
1171 law. which I believe by the way is basically what 
(18) the FCC order does with Mme exceptions. that the 
1191 entry that i rcncoun~ed will beefficiententry. 
(10) Q. Youthinktha~isoncofthcgo~r.a 
vi) desirable outcome under theTelecommunications 
in) A c i d  1pP6. correct? 
(211 A. Yes. 
(I&) Q. Doesefficiententry intheconartof  
i 2s i  the local exchange telephone market meanentry by 

we IO 
(I) firms that holding qualily consunl are able IO 
(21 perform at cosu that are equal to or less than 
01 the ILEC's cosu? 
(I) A. Yes. That could be adefinitionof 
1s) efficient entry. 
161 Q. Would inefficienlenlry be entry by 
17) firms that are not able IO perform at costs that 
(11 are equal to or less than the ILBC's cosu? 
(91 A.  Yes. 

(io) Q .  You are n o t a d v o u u q  Ihat Ihe Florida 
(I I )  Commission should adopt the p r i c i i  NIC dut 
1121 encourages inefficient envy into Ihe loul 
(11) exchange market. are you? 
1141 A. No. 
( IJI  Q. Isn't it INC dut the putposes of& 
t i s  Tclecommunisuiou Actof 1Wue mtsened by 
tin subsidirin: entry inIO Ihe loul ercbuye mrkel? 
1111 A. Th.l ' rcomr 
i t91  Q. And s u b s i d u i  eDlry hIO he  l ou l  
tm] exchange mrkel  hn'c souad eeommics eihcr. u 
(11) il? 
1221 A. I think it probably would not be. 
(211 Q. Didn'tyou sou in a reponauthored 
m i  by you and several of your colleyues Ih.1 
tu) subsidizing entry in10 the local exchange nurkct 

- -  - -  ~. 
( 1 1  m'l sound economics? 
121 A .  We probably did. 
(11 Q. You don'i -you Ire noi changmp that 
(61 view now? 
01 A .  No. sir. 
861 Q. You have concluded. haven'tyou. that 
171 prices for inierconncction and unbundled network 
18) elements musl be subsidy free? 
191 A .  Yes. Should be subsidy free. 

I101 Q. And doesn't subsidization occur when 
(Ill SeNiCCIOr elemenisare priced below the 
i it i  economic costs of providing those producu? 
( t l i  A. You will have to icll me what you mean 
1141 by economic cosu for me io answer that. 
11s) Q. What is your understanding of economic 
(16) COSU? 
(L7i A. k t  me just say I &ink it i r k i n g  
(la) used in sevenldifferem-with sevenl 
1191 differentdefirtitionr. The FCC order defines 
Bo) economic costs io be what Ihey refer IO as 
nii TELRIC. L-R-IC. plus an appropriate allocation 
mi of foward looting common mu. I think in *e 
1231 general economic litenmre. however. the tcnn 
(20 economic costs is just used IO distinguish what 
is) economists mean what hey  ulk about costs fmm 

. . * 

we I2 
(I) what accoununu mean when they ulk about 
ai cosu. 
0) Q. So you think the FCC orderdepancd 
(41 from the n o m 1  economic definition of economic 
(si cosu as that tcrm is used by economisu7 
(si A. It uses it in a different way than I am 
m used to it being used. But Ihey do clarify the 
111 definition in the order. 
in Q. I M SOW? They clarify Ihe 

iim definition? 
( t i )  A . m y  chrih/whutheirdefiniiioou 
1121 ofeconomic w i t s  in IIM order IO be w b u  I (old 

(14) Q. IVhiebirdifferen(homhowyouuM 
11s) csommht  would use the urn? 
1161 A. Yes. 
111) Q. Focusing now oncbcewmmicdefinilion 
1181 Iha~youu~csommllwoulduu.doesIhc 

GQI 111 inputs required for production includin; the 
ai) implicicv~lucoftbc i n p u o w n c d b y  tbc 

m) A. Again. we are ruuaiq into $ 0 0 ~  
041 definition problems. What do you mc~ll exutly by 
(UI implicii value? 

11)) YW minU0 .lo. 

119) WnsCpl Of CCOnO& COW hClUd0 the VdUe Of 

I721 producer? 



,?)  defines those v a r m s  ~ c r m s !  
111 A. I haw vrltten I L I L ~ I  books. I r m  not 
111 sure if we define that t e r m  in than book or not. 
,SI Q. That IS ccrumly a fair response. YOU 
ibl were the author dong with Professor M i y ~ o f a  
171 book called Government and Business; IS that 
111 correct? 
191 A. Yes .  

r101 Q. When was !hat bookpublished? 
IIII A. 1995. 
(12) Q. R~thcrthanrrkyouunlairly to 
1111 speculate about precise language in the book. I 
(MI w i l l  just ask you to urn IO page thirty-two. I 
t t > l  believe you W i l l  see in rhc second full paragraph 
(10 a discussion of rhe economic concept ofcosu 
itn including adiscussion of  implicit cosu. 
1111 A. Yes. This;eo a i  thitdistinctionl 
(1% WIS ulking aboutearlier. me distinction 
imi between economic cosu and accounting cosu. 
nil Q. Right. 
mi A. And the fundamenul distinction i s  how 
a31 and whether indeed what arecalled implicitcosu 
(241 a n  accounted for. 
(UI Q. And in the sundad economic definition 

h e  I4 
(11 ofeconomiccosu. implicitcosu are included. 
(21 correct? 
01 A. Yes. where  rhe implicitcosu are 
(41 defined IO be the oppomniry cosuof rbs 
IS) resources owned by the firm. 
(b1 Q. Right. So opportunity cosu. hen. are 
tn included in rhc sundad economic profession 
a definition of economic cow. comct? 
m A. In h e  definition of  rhe economic COY 

1101 10 the firm. Now, we also have IO make a 
(11) distinction between privale and mid cosu. 
(111 Q. Let's u l k  about 1110 cortofthc firm. 
(111 A. You areulkinlaboutthc p r i v a r c o u  

tin Q. Right. The pnvace economic cosu 
I I H  include opportunity COIU. WRU in the 
(In sundard economic defniwn? 
1111 A. Yes. 
1191 Q.Thantyou. Withrbeswdudrsonomic 
tm definition in mimj, men. dou subsidizalion 
111) occur when services or clewnu .IC priced b l o w  
an the economic cosu of pmduciag there pmducu? 
nn A.No. 
(141 9. Does subsidizationoccur when$crvicer 
NI or elemnu am priced below me economic COIU 

1141 

( 1 1  rsdcfinedbytheFCC* 
rl) A. No. not neccrsarlly. 
131 Q. Can you crplan that answer. please? 
1.1 A .  Yes. The standard for subsidlzulon IS 

111 one that VIS 10 my knowledlc onglndly descrtbed 
161 in a paper In the Amertcan Economic Rtvtew by 
Ill Gerald Faulhabcr. And fundamentally m 
(11 individual service or ourput in a multi.product 
(PI firm I s  mewing I subsidy if h e  S C N i C C  i s  

(101 priced below i ts  toul service long tun 
1111 incremcnul cosuor inrhhe FCC'srcdtCmitiono. 
111) re-labeling. ifyou wi l l ,  ofthrriem. the 
1131 T-E-L-R-1.C of hit service. If it i s  priced 
114) below rhrt. i t  i s  receiving I subsidy. 
IIJI Q. wheredoerrhri-whereinme 
1161 economic lilenolre i s  rhe concept of 
1171 subsidizarion linked specifically IO TSLRIC or 
(01) TELRIC? 
1191 A. Genld Faulhaber'spiperinthe 
tm American Economic Review. I can l e t  you rhc 
ai) ciurionifyou w.n~metoiwkitupind~cbook 
fati  you were just l l ippinl thmqh. I'm sum it's 
(11) citcd in them. 
0 4 1  Q. If we have he  me. I guess we will be 
(ui able IO find it. 

N e  16 
(11 A. Sure. 
ai Q. Haven't you SUI& in your ~cstimony ro 
13) the commission that subsidization ossun when 
(41 services or elemem are priced below the 
UI relevant uonomie cosu? 
(0 A. lvery well may have said mat. And 
m cht relevml cmu for subsidiition i s  TELRIC or 
01) TSLRIC. 
(9 Q. Did you say tlutinyourteslimony? 

110) A. Idon'tkrmw. I d o n . ' c d l i f l u i d  
I I I I  dmpreciselyormt. b u ~ t h u w u t h e p o k ~ t o f  
ill) pmn# me ldjectivc rekvloc them. 
i t s  Q. Do you agree with the IUIC~S~I in the 
1141 FCC's f in t  repon .nd older. a d  I am qwniq 
kin rmrfmmihcordcra~p.n~nphelcvea.cpole. 
:lB Ibe i n c u m b n t ~ I ~ v c ~ n o m i c 1 o f d c ~ i t y .  
iiq sonnutirity and scale? 
:io A.DoIyreethulhcyh.vcwmc 
It* uormmiu or scale? 
m Q.Yer. 

n) economies. yes. Wow widely mey eirnd u an 
ni cmpiriulqucstion. 
141 9. D o y o u a g r e e w i ~ t h e s ~ ~ m c n ~ i n i h c  
NI F C C ' ~ f i n i ~ p o ~ ~ ~ o r d c r . . o d I w i l l q u o ~  

?I1 A.YCI. I8mSJIClhcreUCWinc 
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111 here from paragraph sla scvcnry.nine. thatas a 
121 resuli afihc ivahbl l t ty to Compctiiors ofthe 
111 Incumbent LEC's unbundled elemenu at their 
w economtc cost. consumers wi l l  be able to reap the 
1Jt benefits of the incumbsnt LECs economies o fxa le  
16) and scope? 
17) A. Do I agree with that? 
181 Q. Yes. 
lei A. Yes. 

110) Q. And hasn't the FCC suted that one of 
( 1 1 )  iisgoals i s  ioenableeninntsioshrrcthc 
t i n  ILEC's economies of scale? 
(11) A. Yes. 
(14) Q.SopanofwhattheFCCenvirionsthc 
t i s i  enlnnts obtaining from the ILECs i s  the benefit 
(16) ofthe ILEC's economics of scale. correct? 
(17) A. Yes. Ap in .  whatever those economies 
tis) are. 
(I*) Q. And ifthcentnnuobuinthc benefits 
(MI o f  the economics of scale without paying for 
( 1 1 )  them. doesn'ith.tamounttoasubsidy? 
(II) A. Idon ' t knowo fanyomtha t~  
(13) proposed they obuincd them without paying for 
no them. 
CY) Q. lundcnund that. Butif thaidid 

Page 18 
(I) occur, if they obuia the benefits of sc8Ic 
(11 without paying for them. that would amount IO a 
(31 subsidy. woulda'tit? 
(4) A. If we were 10 price unbundled elements 
u) below TELRIC. that would consnmu a subsidy. 
(6) Q. That wasn.1- can you answer the 
(n precise question? 
(ai A. Let me have itagain. 
(9) Q. If the enrnnu obuin the bcmfits of 

(io) economies of x d e  without paying for them. 
(11) doesn'tthatamountmaNbsidy? 
(11) A. Sure. The phrase. withoulpayingfor 
(11) them. su;gests IO mc dut they uc mtpayi tu 
(io anything for them. they am pwing zero for 
tis) them. Sow you uc pmridi i  lbem unbmdkd 
(io clemcnuatapriseofrcro w h i c h i a b e l o w ~ C  
(in and therefore it's a subsidy. 
t i 0  Q. Eveniftheypayromc~.butifwhu 
(in they pay does mt Mud4 p y m M  for lbe 
mi economies of rule dutduy uc gcainr. dut  
01) wouldbcawbsidy.mo. woulda'tifl 
t n i  A. Ihavcnevcrsecaanybodysetaprise 
(13) for an economy ofx.le. Ewmmy ofrule 
126) dcnrmiacs the firm's 5011 and me Mltlure of 
(IJ) those wsu as they change their output. And the 

~-. ._ 
I t )  prices then arc bared on those cosis. So I 
12)  can't - the quesiion IS son ofnonsensnsal in 
111 ihe sense than nobody buyseconomicsofrcalc. 
(41 You buy unbundled clemcnu. and cwnomaes of 
t l i  scale thendetermine the caruof pronding those 
161 unbundled elemenis. 
vi Q. Didn'tyou just testify previously that 
( 8 )  one ofthe FCC's goals i s  thai the new entrants 
IPI wi l l  obuin the economies of scale? 

1101 A. Theyobuinthcbsnefiuofwh.re*cr 
(11) economies ofscalc may be there. and the way they 
112) obuin those benefits i s  by efficient cost-bared 
1111 pricing which the FCC has rdvocated. 
(16) Q. Isn't it true that fim porsessing 
(11) economies of scale and scope have common cosu? 
(16) A. In gcnenl. the existence of - ii i s  
iin son ofthe other way around. 11 i s  wn of the 
(181 ciirtence of common wsts i s  gencnlly perceived 
iin IO bc the wurcc of economies of panicularlv of 
GQ) scope. 
bii Q. And if there are significant economies 
m) of s a l e  udlor uop. isn't that a sign that 
RI) common costs are probably significant as well? 
b4 THE WITNESS: Can you read that back? 
12) (Requcstedponionofrecord read.) 

Page 20 
111 A. Well. I~uessi tdepndsonwhrtyou 
(I) mean by rignificuu. I assum you are r e f e m u  
(3) IO some son of a magnimde. You urn lure wmmon 
(4) costs that are low but signifiunt in the sense 
(5) that they are there. Tbey are present. We know 
(6) they i r e  there. A M  that m y  lead IO row 
m economies of scope that m y  or may not be 
( 8 )  significant. 
19) Q. Is there a cornlation between the 
14 magnitude of the wmmon MSU and the magnitude 
11) oftheccommiesofruleauduop? 
ia) A . I w o u l d t h i ~ i n ~ c ~ c n l t b e r e v w l d k  
13) a positive sornhtion between the rue oftbe 
14) common eosa a d  the mynimdc of the economies 
in of x o p .  keeping ia m i d  dut these things don't 
in c i t e d  forever like ecommies o f  tu le .  They u11 
in eiht over one nngc o f  output and then d i u p p u  
in u y o u w v e i a c o a h i ; h c r ~ e o f w ~ t o r a  
in lover nngc - rol l .  I would YY a hihcr nnge 
m ofoutplt. 
z t i  Q. Ipess Iddn'tquioc udenpadyour 
ni testimony fmm a moment ago. A d  I am going IO 
z1) y a d  restate it. Pluv wmct me if I don't 
10 get it right. You mid that wmmoa costs could 
Y) be signir~antbutlow? 



~ J I t  .4 Ycr. 
.:, Q .  Could you riplam how thir would 
111 happen! 
e.8 A.  It IS simply - sign,ficant 1s a lot of 
15) limes used tn a statistical renx .  And you can 
Ibl haw a siltistically significant let's say 
(71 coefficient in a rcgrcsslon model. but t i  may be 
i l l  a v e r y .  very small coefficicnr. In other words, 
t w  ii has a significant effect. but the mignimde of 

(101 rhateffeci may not be very large. 
( i t )  Q. Lctmeclartfy. Iwasn'tulkingrbout 
1121 significant in some smtistically - I just meant 
ii11 by significant. I just meant preny large. 
1141 A .  That is a different concept. 
iis Q. When you were answering my questions 
(16) about significance. were you answering them 
(11) significance as a concept of being bigger nther 
ti11 than smaller? 
i t %  A. No. I was answering them with regard 
irm to we know they are here and uley are present. 
ill1 We are confident ha t  &ere are some common casu 
mi a d  thequestion is how large are they. And what 
N) is the magnitude of the economies of scope hey  
(241 mi~h tgenen teandovcrwh~t  nngeofoulputdo 
N those economiesexund. 
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t i l  Q. Since you m a y  not have underswod what 
RI I meant by significant when I was asking he 
oi questions he first rim amund. let me backmct 
(41 and see if the answers chan#e. 
is1 If economies of scope and scale are 
161 significant in the sense of bigger niher than 
m snuller. aren'tthe common wsu likely i l w  to 
(81 be significant in he  tense of big$er nrher than 
n smaller as well? 

(io1 A. Yea. 
( i t )  Q. You havestaced in yourtestimony w 
ti21 the Florida Commiasion thai GTE bu a 
( t i t  regulawry-induced advanwe  not shared by ita 
it41 potential cornpution. Wasn't bi your 
11s) (ratimony? 
1161 A. Yes. 
(11) Q. Docsa't GTE face umi. 
(in re;ulawqinduced d i + v M w u  Quam mt 
i t% faced by thc ckpetition? 
~rp) A. YOU w o u ~  have codexribs ~bw m DX. 

cni don't know whit  they an. 
(23) Q. Will G m a  comperiwrs be required by 
041 reEulation m pmvida senice ID 8 setof 

011 IimnolSUlC. ~ 8 m I l O l N ~ ~ b ~ ~ l .  

customers at prius  below nurgind wrlf 

-~ 
1 1 1  A .  I thmk that IS one olrhe thongs that 
11) remains io be seen. 
(Ii Q~ Lct'sassume thatGTE'srompetitors 
1.1 such as AT&T Ire not required by rcgulatmn to 
(si provide service 101 scroicurromcn~tpncos 
161 below marginal cost and let's also assume *at 
171 GTE continues Io be required by regulation to do 
tr) that. to provide services to a set ofcustomers 
(91 I t  prices below marglnal cost. Under those 

1101 assumptions. wouldn't that be a 
( 1  I1  regulatory-induced diradvlnlsKe to GTE? 
t111 A. Let me give you two responses. First. 
(111 whether GTE cunently provides any KNiCCsat a 
(141 price below in marginal cost is an empirical 
(151 queation and there are diametrically oppaing 
1161 opinions on that question in the literamre and 
(17) in the regulawry ru lm as well. 
( 1 0  Q. So you are not sure that my assumption 
(tn iscornst? 
1201 A. I am not sure your assumption is 
01) correct. 
mi Q. Assumily that it is. 
(231 A. Lct'ratsumeitis. Zhenihequesrion 
0 4 1  is if a firm is for whatever reawn pricing some 
in) of iu services below marginal cost. is thata 
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( 1 1  competitive disadvantage? Well. itdependa. If 
n) they are reimbvncd for hi. DO. In fact. it is 
01 a competitive advantage. It is cdlcd prcdamty 
(41 pricing. It keepsorherfimfromenterin~ rhlt 
(5) segment of the market. 
(6) Q. In my hypothetical hey are required w 
m do so after the enmace occurs: hat  is. ahcr 
(a) ATBTgeu inw the market. Would that be a 
in regulatory-induced diradvanuge for AT&T - I 

u t i  A. I be~icvc you were righitbe firn 
(12) time. I t iaa  regulamrydiwdvaan#eforAT&T. 
(t31 W e c ~ p u t h e a d j e c t i v e  i n f m m o f i t d c d l  
(141 it regulatory p d u o t y  pr ic iq .  Prices below 
(III n u r g i ~ I c o n a r e ~ a a c n l l y  conridered m be 
it61 prcdawryinnamre. n a y  pWeMAT&Tlmm 
(in u p u r i q  ttmt c u m m e n  or my odKr 
(18) competiwr. 
ctw Q. Lei'shypothes~arimuioninwhich 
00, GTE i~ required by rewlation to pmvidr serviccr 
nil belowcoat w a c e m i n w t o f c u s t o m e n d  in 
(4 the negulimry scheme nukes up forhatpnct ise  
NI of below price costi- by mintahin# -by 
1241 havin( high w i n s  with a d r  le1 of 
N cuswmers. Let's assume hat wheacompctition 

(101 IUC8U for GTE? 



111 occurs AT&T does not bother with the customers 
121 that GTE is providing senlCc to below cost 
0 1  becaurc. as you have said. there IS no incentive 
t u  for them IO do so. and focuses Instead on the 
151 Cusiomers that GTE is providing SeNicC 10 at  a 
(61 high margin. Let's assume funher that GTE is 
(n still required by its regulators in that 
111 environment to provide sewices to the one ret of 
tv) cusiomcts at below itscost. Inthat context 

(101 would you agree with me that ATkT has a 
t i t i  regulatory-induced advantage and that GTE has a 
1111 regulatory-induced disadvanuge as a result of 
1131 that outcome? 
II~I A. Lermethinkabavtth~rjustonc 
(1s minute. What you have described is a Sirualion 
ti61 of internal cmss.subsidization within the price 
(in SlrucNre ofthe incumbent firm. GTE in this 
1181 case. In the presence of such a pricing 
1191 strucNre. all firnu that enter the nurkci that 
no1 are not similarly wnstnined or uxcd have an 
0 1 )  anificially high incentive IO entcr the segmni 
nil lhar is genenting the subsidy. 
1131 Q. Right. 
1141 A. That does not necessarily redound w 
wi the benefit of AT&T because we have to remember 
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(1) ATkT is not the only firm cnlcrini these markeu 
111 Q. Right. It would kdound w the-benefit 
13) of all the eninnu and to the detriment of GTE. 
(41 the incumbent, corrcci? 
I51 A. No. I h i n t  totheexenlcomptition 
(61 develops in this subsiduing segment ofthe 
in market. it will redound io the benefit of the 
(11 customers who were previously being taxed by the 
191 cross-subsidization mechanism. 

(101 Q. Bur my question was - 
11 1) A. As the prices they pay will be pushed 
(11) wward the true economic cost of providing 
ti3i service w them. 
WI Q. But my question w u .  wouldn'i it relull 
(1s) in a diudvlnuge  to GTE? 
( t o  A. If regulators insinon aaampda; to 
(in sustain any kind ofemu-subsidization policy b 
ita1 the presence of entry. I will agree vith you that 
t i9  thrtwillhrrmGTE'sabiliytosomprc. Iwill 
no] agreewibyouonth.r. Iftheycumailorcr 
nil theirprice -thisislugivcnaIIyour 
(11) assumptions. right. thai there is a vue 
113) cross-subsidization occurring and GTE is not 
(141 allowed to lower iu price. WhKh I underapnd 
(ui they are under price cap regulations. so they 
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(11 oughltobcrblr~olowertheirpr ice.  S o w c  
(11 have added another assumptions. I gucrs I$ what 
0 3  I'm say ins. 10 y w r  hyporhtclcal a d  that is GTE 
111 IS no1 allowed to lower its price in  the 
01 subsidizing segment and there is nothing b u n g  
161 done to correct the below cost price in the 
0 1  subsidized segment. thcn. yes. GTE is at a 
ill competitive disadvanuge. 
191 Q .  And you oppose in your supplemenul or 

1101 rcbutul testimony. don't you oppose a 
11th re-balancing of the ntes in the first insuncc 
1111 prior to theentry of ATkTand other potential 
1111 LECs? 
( Id )  A. I do not oppose a true re.balancing of 
l i s 1  rates for GTE or any other incumbent firm to 
1161 bring them into line with the cosu of providing 
(11) the services. 
(to Q. When should that occur? 
1191 A. What I opposed in my rebuttal is nuking 
(m) that a prerequisite to competitive envy . 
nu Q.Butyoudoagrecundercc~in 
nzi assumptions at least that until the re-balancing 
1231 occura GTE docs fase a competitive disadvantage. 
1141 correct? 
NI A. Under a number of assumptions I think 
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111 that we have already been through. I would agree 
(1) with that. 
01 Q. Will G T E s  competiwn. as far u you 
(41 know. be required by regulation 10 perform the 
0)  function ofprovider oflui reron? 
I61 A. Whal do YOU mean by prform the 
m functionofcompetiwr - ofprovider of last 
(1) reson? 
a Q. That they will be obligated to provlde 

(10) service w everyone. 
(11) A.Tbcreagain.Iseminly hopethey 
(I21 won't be. I think that would be a buricr to 
1131 envy into this market. 
(iai Q. You have no mwan to believe that they 
(in r i l l  be. do you? 
(10 A. No. 
(in Q. Let's UN~C Uui they are not. 
110 Lei 's also urnme hi GT6 is r e q u i d  by 
(tm regulation to conlinue to perform that funcuoa 
(101 uproviderof laurewn.  Wouldn'tIlutbe i 
1111 regulatory-induscddiudvanuge w GTE? 
NI A. This is not. I don't think. am 
01) independent. ifyou will, regulawry 
nai disadvantage. This is  simply a resurtmenrurdcr 
NI an alias. if you will. of the OM we just ulked 
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, / I  about. ~s~orr.rubridirrt ion. Thconly reason 
I:) CTE might bc Ihc I.st reson would be if they 
11) were pricing below cost and thcrdoorr entrants 
10 did not want to sene those customers. 
IJI Q. You don't disagree with my statement. 
(61 You lust think II r~states  the 1111 proposition? 
111 A. That'scorrect. And therefore subject 
III 10 all the assumptions and caveats that we went 
191 through with regard to that. 

1101 Q. You state in your Florida testimony. 
11 ii and I wi l l  show it to you if you don't remember 
1111 i t .  Butlamgoing 10 rcpresenttoyouthatyou 
(131 state on page iwelvc of your Florida testimony 
(141 that the fundamenul characteristic ofefficient 
1iJi prices i s  chat they reflect the marginal or 
it61 insr~menulcorts imposedon the provider lo 
1171 supply the good or sewice in question. Is that 
011 your testimony? 

tmi Q. Would you like me to have a copy of 
u t i  your testimony in fmntofyou fora reference? 
NI You won't hive to ukc my word for i t  each time 
mi A. 'Ihat willbe fine. 
1241 MR. MIRENGOFF: why don? we nuke that 
(YI Exhibit Number I .  plcuc. 

I191 A. Yes. 

p.le 30 
(11 (Usermanfxhibit No. I was marked for 
(11 identification.) 
0 1  MR. MIRENGOFF: Exhibit Number I i s  
01 Professor Useman's initial the before the 
1st Florida Commission. It iscalled Direct 
161 Testimony of David L. Kalsmun on Behalfof AT&T 
m Communications of the Southern Sues. Inc. And 
111 1 am also going 10 supply as Exhibit Number 2 his 
m rebunrl testimony. 

1101 (Kasennrn Exhibit No. 2 was marked for 
(111 identification.) 
ctn Q. So you agree with your teatimay on 
1111 PIC Wclvc durthe fundamental characteristic 
I I~I  ofeffuientprises is that they reflect me 
i isi  rmr(irul or incremnul costs impoxd on d~ 
1161 provider to supply the pod  or wnicc in 
tnl questionon? 
111) A. Yes. 
I I ~  Q. DO you agree. &en. Ihu pricing below 
(XI nursicul or i n c r e w d  cost docs DOI rrrult in 
m i  efficient prices? 
nii A. Yes. 
1111 Q. And therefore such pricing i s  UOI 

nu economically efkient. corrccr? 
(UI A. Thuiscorrect. Now. let meclarify 
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(I, somcthmg hcrC @ha1 mlY ncedclmficman. We 
t l i  hare been throwing lround atleastthree 
01 different te rms here with regard to costs and 
$11 pricing efficiency. We hare ulkcd about 
is1 marginal costs. we have ulked about incremental 
(61 costs and we have talked about toul I e N i C e  long 
171 mn incremcnul cosu and what I consider to be 
<a)  i ts  synonym. toul  clement long run incremental 
(91 costs. And for purposes of this testimony. I am 

1101 considering those terms to be close enough that 
t I I 1  we can use them interchangeably. 
i l l 1  Q. Weare(oinglogettowhethcrthatis 
1111 a valid assumption or not. But in answering 
1161 these questions. I would like you to answer them 
I t J I  fOrthelcrmschatIamusing. marginaland 
1161 incremenul cosu. and not make any assumplion as 
(in towhechcr~meotherconceprlikeTSLRlCor .' ,. .I 
(181 TELRIC are close to that. Is it fair w ask you 
114 todothat? 
001 A. Yes. Fortherecord. I a m s u t i l y i h u  
nu inmyopinioninthisindunryacmirtimel 
u11 chink that TELRIC is ioing to be close lo long 
(111 mn incremenul cost. 
0.1 Q. 1 undcnund that i s  your position and 
(IS) we will explore that a M e  bit. In answering 
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(11 these questions. justmrwerthem. if you would, 
R) as 02 marginal and incremcnul without uking any 
0) position OD -unless it i s  q u i d  w by the 

in A.Okay. 
(61 Q. Thank you. You are familiar witb the 
m incremental cost test. are you not? 
0 A. Yes. 
tn Q. Isn't the mrcmental con test a 

(101 method of testing for rhe prrrsncc of  
(11) cmss-mbridiiucion? 
1121 A. It is a method l l o q  with &e TSLRIC 
(1% method. 
1141 Q. Ir itidifferentmcthod? 
(tn A. There u1 some arbcle d i f f e n w .  yes. 
(161 Q, h y o u r t e x d w k . b g h .  youdescribe 
tin me incremental cost os1 u a m e ~ M  of testing 
IISI forthe preunscofcrors-subsidhtion. 
(In comct? 
m A. That is comot. And TSLRIC is an 
at1 i n c r e m e ~ ~ ~ l c o ~ .  
R)I Q. Buryourtexrbookdoesn'tu1kibour~ 
N) alternative test lorcmsr-subsidization. docs 
(UI is? It just ulb about the intern1 cost telt 
NI as the method of testing forcma-subsidization: 

(41 qUeSdOn. 
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( 1 1  amlcorrtcr? 
11, A. You mcin mcrcmental cost test? You 
0 1  sand internal. 
14, Q. I 'm sorry. I mcanlto ask you about 
III the incremental cost test. Isn't that the one 
161 tcrtthatyoudescrik in yourtextbookasthe 
171 test for the presence of cross-subsidiartion? 
111 A. I really do not remember right now 
191 exactly what test we talk about. I f  it i s  an 

ti01 incremental cost. ifwe used the lcrm incremenul 
IIII costtest.thcni~isIthinkthesame~hingas 
1111 the TSLRIC test of Faulhaber. 
(11) Q. Letmeshow youyourtextbook. It's 
11.) page f ive oh eight and on to five oh nine. 
(is1 discussion of the incremenul cost test. 
(161 A. Let me just read. I think this will 
tin help. the one sentence from the teat in that 
etsi pangnph. In iu most simple form. the 
tin incremcnul cost test indicates that if the price 
tm) charged for a service yields a wuI revenue that 
1111 cicccds the incrementalcost of the service. then 
011 that service i s  not receiving a cross-subsidy. 

1141 Q. Right. 
~ I J I  A. The incremental cos1 of a service i s  

113) end quote. 
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111 TSLRIC. 
t11 Q. But don't you go on to sue in your 
111 book that the est in iu simplest form. u you 
141 have just slated it. needs to be refined 
1s) somewhat? 
161 A. It may need 10 be refined. yes. 
m (Brief interruption.) 
(SI Q. Just to recapimlatc where we were 
ter before the intcmpuonorthe break. according 

(10) from your textbook that in its simples1 form the 
11 I) incremental w i t  test states that if the price 
(11) charged for a service yields a total revenue that 
(11) exceeds the incremental wn ofthe sewics. then 
1141 that service is not rcceivin: a cross-subsidy? 
cis1 A. Yes. A:lia. that i s  exactly the umc 
1161 astheT'ELRICorTSLlllCmndadfor 
ctn cross-subsidization. 
1111 Q.ButyoualwnoainywrbooL.doyw 
ctn MI. that it i s  possible for IIK price of ~ ~ v c n l  
1m individual K I V ~ C ~ S  IO v t i s f y  me incremental 
111) Cost test but f0ra:mup O f  SCNKeS 
1111 collectively IO fa i l  that test. correct? 
RI) A. That's correct. 
ti41 Q. So you wnclude that the incremental 
cas) cost test must bc expanded. comct? 
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( 1 )  A ltcanbccrpanded.ycs. I th inka 
11) would depend upon whit the firm was buyins 
01 Q Don't you s u t c  tn your book. and let 
III  me show it  to you. It IS the bottom of the first 
15)  full pangnph on five oh nine. why don't you 
16) read lhat into the record? 
17) A. QuoIe. accordingly. the incremenul 
181 cost criterion must be expanded to require that 
rei the revenue from each service individually and 

1101 for all combinations of services exceed their 
1111 corresponding incremenul costs. 
111) Q. Do you agree with that sutcmcnt? 
(111 A. Yes. 
($41 Q. And if either of the two criteria thir 
115) you read. that is. i f  either the revenue from 
(16) each service individually or the combination of 
1171 services fails to exceed its correspondin: 
(11) incremental cost. then there i s  a cross-subsidy. 
~ I P I  isn'rlhere? 
uoi A. You know. I am not real sure i s  the 
111) best. honest answer I can give you. It would 
1111 fail the incremental costtest. butya in  i t  
1211 would depend upon whether the purchaser was 
01) buying just one of these services or a group of 
1 8 1  the sewices. I amjust not real sure. I would 
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(11 tendtoagreewithyouonthat. butIamnot 
111 positive. 
(11 Q. I thought it followed from what you had 
141 wrinen. 
1s) A. It appears to. yes. BUI I am just MI 

(6) positive about that. 
m Q. Irn'ttheincremenulcostof~wnicc 
(81 or network element calculated by determining the 
in toul cos1 to lhe firm with the service or 

114 network clement and then subv lchg from that 
( t i )  thetotalwstmthc~rmwithwrthe~rvicsor 
(11) network elemenl? 
(11) A. T h t .  WhIyou b v e  justdefiaad. k 
(14) the TSLRIC or TELRIC and in IIK textbook probably 
ctn is jun ullcd the incremental con  of d u t  

(in Q. Butrhethcrormt i t isa~LRICor  
1111 TSLRIC. i tccminly i s  the incremental SOIL 

1tw c o m l ?  
m A. Yea. And in IIK litcnture on this it 
611 isacmally-no. Tb.t'sRnc. I t i s u l l c d  
~ 1 )  the incremental con. That will be a11 ri:h~. 
mi Q. Thank you. Isn't the incremental wit 
n41 of a pair of services or elements calculated by 
N) determining the lot4 cos1 with IIIC pair of 
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01 you go aboui reimbursing [he firm. But. yes. 
111 those pnces are receiving a subsidy. 
11) Q. I f  one of lhr elements IS priccd at ten 
1.1 and in my hypotheiical the common or shared costs 
ISI are five dollars. wouldn't there be a subsidy 
161 there. too? 
o) A. Again. depending on the size of h e  
18) common costs. Idon't think that that element you 
(VI could say there is a subsidy. because i t  is 

1101 covering the incremenul cost of providing that 
1111 elementby iiselfunderthcdcfinitionyou gave 
ti11 of the incremenul cost. It is paying the full 
1111 amount of the cost being caused by the provision 
(141 ofthat element. che incremental cost. 
(131 Q. So you don't think there isasubsidy 
l ib1 in that situation? 
(17) A. Idon'tthint so. 
(18) Q. But h e r e  is one if both sre bought 
(19) together for twenty in my hypothetical? 
tm) A. If there are only the two. if we are 
at) only talking about two and there is not another 
ai) one out there that may pick up those common 
ai) costs. then. yes. 
(io Q. And you would agree with me that if. 
I=) still hypothetically. TELRIC pricing or TSLRIC 

me 41 
11) pricing does not cover the incremental cost for 
(1) two or more elements. then it fails by definition 
(3) w satisfy the incremental cost =st. correct? 
(41 A. Yes. l fwe havepriccdthemaslwid. 
IS) ten dollars each and you buy the combination for 
(6) twenty and there are five dollan in shared cost. 
I? they are shared only between those two elcmenu. 
11) then it's failed the incremental cost test. 
tv) Q. If an incumbent sells a11 of iu  input 

(IO) at the TELRIC prices. won't it incur losses equal 
( i t )  miusharedandcommonwru? 
(11) THE WITNESS: Could you read that b u t ?  
(11) (Requestrd portion of record d.) 
(14) A. Itwillcrpcriencclosxronchewle 
( I S )  of~xinpuuequalmth.ramountwhich~cn 
(16) can be made Up - mU I O U  can then k d e  Up 
tin throughthistax lhatImcntioncdorpricin#of 
(I:) other services that che incumbent sells. We a= 
( 1 %  ult ing about a very s d l  rubsef of tbc mol 
RO) number of services th.1 the incumbenu sell. 
(11) Q. You are wying that the losses need 10 
ai) be nude up either through some M ~ I  ofa ua 
(131 imposed by thiscommissionor through other 

N) A. Well. I am not wying they need to be. 
I241 SCNkXS? 
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i o  I am saying they can bc msdc u p  through some 
I I I  avenue other than diitoning the prices that new 
111 entrants coming into the msrkct pay by raising 
io those prices above their TELRICs. H o w  that IS 

IS) made up. there are any number of ways possiblc. 
161 GTE is getting into the long-distance 
17) market. GTE is under price caps. They have IOU 
181 ofoppomnities forpmfiuble ventures 
IS) elsewhere. And the fact chai a v e r y  smsll subset 

1101 of their services ends u p  being priced at 
t i t i  economically efficient levels and that efficient 
in) pricing may gcnente a revenue shortfall for that 
111) small subretofscrvicesdoesn't meanthatthe 
(10 company is going bankrupt or thal the company 
11s) ovenll has m y  loss i t  all. 
(16) Q. But it ceruinly wuld mean that if no 
(in adjustment is made and if for whstever reason GTE 
(I:) isn't able w make it up with other customers in 
(191 other markets. it would by definition result in a 
m loss. wouldn't it? 
(711 A. Theoretically it could. As a pncrical 
m i  matter. I think it is highly unlikely. And that 
ai) is what my testimony addresses. 
(24) Q. w h y  is it incffcient pricing to charge 
N) an alternative carrier twenty-five dollars for 

Rpe u 
(1) two services where the incremental cost of those 
(11 two senices u you hare wstified u twenty-five 
(3) dollars as a result of five dollars of common 
(0 corls? 
in A. The problem witb charging chc 
(6) twenty-five dollars for the two w@cr is if 
(1) you do that and then you price the individuals at 
(8)  PI). you have c r u d  an artificial incentive for 
(91 the new e n m u  &en 10 order the individual 

(io) componcnuuopporcdmthccomb~uonof tbc 
( i t )  compo~numdcherebyyoub.veinoppositionof 
(12) the intent of che ut which we agreed on urlier. 
(13) y w  have provided M UrifKiaI incentive IO 
(I&) bundle. I M lorry. To unbundle chew elemenu 
(in .ad not use che iacllmbem's network u 
ubi cffciently u it mightomewise k d. 
(in Q.Isn' t thca~wermchatwch~cmore 
(I:) thanicndollurfortbcelewntulrensin#ly? 
( i n  A. No. The problem wich doin# rh.1 b 
m then you dilsounge MY los id ly  o p f i d  uwge of 
ai) the incumbenf's network because you have now 
(a) priccd those individual elemcnu above their 
m i  economically cffiiiency levels. above Ibc cost 
(10 causation calculaud WIU that are incurred in 
(Y) order w provide chose individual elemenu. 

. 
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(I) common cosu are or are l i k e l ~  10 k s d l ?  
n) &yes. 
13) Q. I1 i s  really an e m p i r i d  question. 
(4) thouah. Haven't you a l d y  testified u 10 
151 whether they are small or not? 
(6) A. I am Wny? 
m Q. Isn't it really an empi r id  question 
(8) umwhcthcrthecommonsortraresmallor~~ 
n S r m l t ?  

110) A. The exact m p I i N d c  ofthem is m 
1111 empiriul question. However. tbe rewive 
(12) nugoitudewmparedtoservimIthink~b 
(13) addressed with very. very simple logis. 50-n 
04) sew. i fyou wiU. 
(1s) Q. But it is rrill an e m p a  qnwjok 
(10 isn*tit? 
(in A. No.notentirely. U w m m a s o m u c m  
11n Imm me use of duod resourw. u I lhhk vc 
(191 have already talked about io kn. amd elemcn~ 
am don't share much in the m y  olresoursu. wu. 
nil t h r n ~ d e f i ~ t i o n y w ~ m p ~ m h . v e v ~ ~  
0 1 )  lawe wmmon wsu. 
(U) Q. But it is an cmpir iul qurnion whclbcr 
00 elemenu share inputs. isn't k? 
N A. 'Ibrc is really 8n engineem 
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1 1 8  Q. What 11 ihry arc prtccd a i  twelve and a 
I ? ,  hall? 
01 A. Then they arc each prlccd at two and a 
i d )  halfdollars more than ihc incremental costof 
m prov#dlnp those elcmenis. 
16) Q. So the common costs just have to k 
171 ellen by the u ip iyer  in order to haw efficient 
181 pricing? 
<PI A. ti i s  no1 taxpayer. It would be spread 

1101 across a11 users in a compctitively neutnl 
1111 fashion. When I used the word ux. Ijusi meant 
(12) a compciiti*ely neutral method for collecting a 
1111 sumofmoney. Itmay bcusedlosuppona 
114 uniwrsal service. 11 may bc used to reimburse 
11s) imbedded cosis. whatever revenue i s  needed for 
I10 whatever purposes. The point i s  you don't want 
(in to disron the prices paid and panicularly the 
t is) prices paid by new cninnu in order 10 collect 
ti91 those revenues. 
no) Q. And your testimony i s  &ere is no 
1211 dismnlon whauocverifthcse newenmnucan 
nz) buy an element a1 ten dollars Uut  i s  pan - 
1111 that shares common cosu of  five dollars with 
n11 another clemeol? There is no dismnion in that 
1u) situation? 
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(1)  A. That i s  economically efficient. That 
11) i s  notdistonionary; that'scomct. It i s  pure 
0) and simple marginal cost pricing. 
(41 Q. Just for my own clarification. We have 
(SI k e n  dealing with a hypothetical in which the 
16) common cosu were stipulated by me to k fire 
(1) dollars. Would any of yourinswen or analysis 
Is)  change if the common cosu instead of five 
19) dollars were nvo dollars? 

(10) A. The principles don't change. I think 
(11) aIIthatchangesi,howcloseyou'rege~a 
(12) the ideal. And this acts m my rupplcmcntal 
(is) testimony that w u  filed after &e FCC ocder. I 
(16) ~mnorsure YiivufilcdinthissoocorUI 
IISI incorporated supplemental in my d i m  
110 ostimony. ~uttbcpointistbe~~cordcr 
(171 i n d i c a t e s h t t h e r e w i l l k ~ d l ~ o f  
1181 w m m o n c o s u m ~ e p r i s u o l u ~  
ctn clcmenu. Butitdso:oesmgrwle@m 
m u y  that it i s  g o i q  10 k a very s d  
mi allocation. inwbishcaseiw'rgnoooppvc 
in) because we are coming close m myM SODI 
1211 pricing. 

tni correct - is  it your testimony that the FCC b 
a11 Q. So I S  a theoretical mmr. me FCC is 

P a l e  17 
(11 correct rhartherc should bctharallocai~on but 
111 you justdon't think iiamounts 10 very much? 
01 A. Just [he opposiie. I ih~nks as a 
(41  theoretical mailer the FCC IS wrong. kcausc. in 
1s) effeci. what they are advocaung IS fully 
16) distributed cost pricing. Bu1 IS a practical 
17) mailer. if the costs tha1 you are gomg io 
IS) dislribuic are small. then YOU come close to ihe 
19) theorelical idcsl. So I am happy with that. 

110) Q. Wheredid the FCC in iuordersuie 
11 I) that the common cosu are small? 
1121 A. They sute i1 in numerousplaces. I 
1131 don? have the order in fmnrof me. They go 
(Io through and explicitly exclude about eight or 
11s) nine specific items thai the ILECs have argued 
1161 should be included. They a h  explain very 
(ID clearly. and t h i s  i s  the whole reason for them 
tin coining the term TELRIC. is v )  distinguish 
1191 knveen elemenu and services. And they explain 
im very clearly that the reason they do that i s  that 
nil thccommoncosu asswiued vith nelworkelemenu 
N) are small relative 10 the common COIU uuKiaud 
NI with services. 
ne Q. So you are confdent that you cwld  
N) find a sutemeni in the o r d c r h t  u y s  that me 

Page 45 to Page 48 
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i t 1  Q. Wouldn't that mean that the ALECs were 
12) receiving subsidy from the ILEC customen? 
0) A. Iamwny. Repatthat. 
14) Q. If the shortfall &t results from a 
in decision by the commission not IO include common 
io costs in the price i s  compcnsarcd by an end user 
n charge. wouldn't that mean that the ALEC ir 
(1) receiving a subsidy from the customers. primarily 
in the ILEC customen? 

1101 A. No. A;ain. I believe &I if IIIc 
(It) pricesof~eseelemcnuarecqud ~ ~ o r g l c a t e r  
1111 than the TELRIC of providing tho% clcmenu. then 
I t s  the ALECs uc by dcfmitioa payi- subsidy frrc 

IISI m i v i r y  ambridy: and moreover. IIIeiro\m 
:I@ customen rill bc paying dut end u x  c w c  u 
I I )  well. 
'IO Q. At least at the b e g i m i i  I& v'ut 
I* nujoriyofcuuomen wboalcpayingrh.tend 
m uwr charge are likely to bo (LEC customers. 
211 somct? 
22) A. Ccnrinly. at the beginning before me 
u) ALECs have entered. Ifchcy haveo'temed, 
241 they haven't bought any unbundled clewnu and 
25) cherefolc they are MI receiving a subsidy. 

: IO  price5 IO the cmc md therefon & C Y  alc Ml 
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( 1 1  questton. 
0 1  Q. BY empirical I mean romcthlng that you 
0 1  get not by sitting around thankrng about i t  bug 
(41 by Icsrlng i t  in rhe red world through 
61 engineering or through some other check on 
(61 reality? 
171 A. Well. agrin. I am not sure how IO 

i l l  answer that. Anybody that knows anything about 
191 the network I think can make reasonable 

(10) SIalemcnIs about the s i r e  m d  naNrC of &e 
11 II inpurs likely to be shared among different 
(121 network dements. 
11)) Q. Soyou ihtnk i t  isor i s  noran 
(14) empirical question as to what h e  s i re  ofcommon 
1191 costsare? 
1161 A. 1 think that- I wi l l  go back to what 
it71 I said before. I think that the precise 
1111 magniNde of the common cosu i s  an empirical 
it91 question and it i s  one. by the way. that the FCC 
001 puts the burden ofpmof on the Iosal exchange 
R I I  carricn to document. The magnitude of those I 
1221 think i s  an empirical question. However. I think 
RII that the sntement that the genenl ma;niNde is 
ao going to be small for common costs u compared to 
NI the common costs ofcross-services is. as I said. 
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111 simply common sense. 
121 Q. As compared to - doel the FCC SUIC 

111 that the shared cost of elements i s  s d l  ordacs 
io i t  sue that it i s  small compared IO the common 
(SI cost of services? 
16) A. I am cemin it says the Iaaer. I 
m believe it says the former as well. 
in Q. YOU are norsure. though? 
(4 A. Iamnotposilivcrbourrtuformcr. 

1101 Q. Youacknowledge inyourtestimoay. do 
1111 you mi, IIIatihepossibil i~ dutanILEC'r 
112) costs wil l exceed its revenues if its inpu an 
(111 prisedaiTELRIC? Don'tyou.cLoowledge&tu 
110 possible? 
(ID A.Yes.IbcltevcIdo. 
( 1 4  Q. YoumggcxinyourrcrcimonymdI 
III) thinkyou haVCluggutrdith6n8glhlod.ydut 
(IO if ~II incumbent is to bc compnwcrd for l o w  
119) resulting fmm sbonhll in rereme. I& lcvc~uc 
1201 should be recovered d k r l y  from dI end uxn: 
at1 ischatyourposition? 
NI A.llutwouldbeoncavcnue. Ithiat 
in1 there are alternative avenues 11 well. 
1261 Q. Isn't the one you spccifKally ~ g g e w  
IUI in your testimony some soon of recovety from dl 

( 1 1  end uscrs? 
(11 A. That would be the most SlrzIghtfoward 
111 way lodo $1. 

1.1 Q. You regard end usercharges as 
01 competliivcly neutral? 
161 A. I f  they are imposed on all end users. 
I?) yes. 
(11 Q. It i s  because of i t s  competitive 
n i  neuvility that you suggest that IS a 

110) straightfoward method o f  compensation through 
111) the end usercharge? 
(Ill A. Yes. In  effect. you are uxing - 
1 I J I  again Ux used in a broad sense. not in a legal 
(141 sense. You are taring end usen as opposed IO 
(151 Wing new firms trying 10 come into this market 
1161 and thereby creating entry barnen. 
tin Q. If Lbe shortfall in revenue to che ILEC 
111) resUlts from a decision by the commission not to 
:In include common cosu in the prices paid by new 
1101 entrants and a decision i s  made IO compruID me 
ni) ILEC for that shortfall. you are sayin1 me 
RII shortfall should be nude up by an end uqr 
1211 charge? 
110 A. Again. I will my that i s  one avenue 
NI through which it could bedone. 



4 1 1  Q But even In the period immediately 
1:) after they enter. don't you think that In all 
o t  likelihood the preponderance of customers arc 
(41 going to bc ILEC customers for awhile? 
( s i  A. Oh. Iagrec with that. yes. 
tbb Q. Youare~warc.ofcourse,thartheFCC 
III states that the price pi id by the ALECs for 
t i l  network elcmcnts and interconnection shall 
191 include a reasonableallocrtionof 

8101 forward-looking commoncosts. correct? 
111, A. Yes. 
1121 Q. You disagree with that. correct? 
1131 A. I disagree with the pricing principle 
( i d )  involved there because i t  really represents 
(ISI nothing more than fully distributed cosu. 
ttb) However. as I indicated. once you read lhe rest 
1171 oftheorderand youdiaovcrtheyarereally 
t1:i ulkinp about a wry small dcparmre from 
ti91 efficient prices. 
(10) Q. I have read the order and I have the 
(it) order. I am not going w ut you UI go leafing 
mi through it. Your position i s  that they 
N) specifically sute that -not in a relative 
00 sense. but that they specifically sate that the 
12) common cosu are likely Io be small? 
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1 1 )  A. Oh. yes. Yes. And they a l a  have the, 
IZI if you recall. lhe sund-alone cost criteria but 
131 says the unbundled elemcntpriees cannot seek 
14) sund-alone cost. And they painl out where the 
1s) common cosu are snull that the sund-alom cost 
(6) wi l l  mat be much above the TELRIC. 
m 9. Where they are small. Your testimony 
18) is that h y  specifically find that those costs 
14 are small? 

(10) A. My readinn of the act indicates to nu 
11 I) that they very clearly have Uur in mind. yes. 
[I>) Q. They have i t  in mind. bur do they u y  
(13) it? 

(141 A. I believe they u y  it. yes. 
11s) Q. You sutc in your testimony mat. ud I 
( 1 4  .m quofinr hen. this is p u c  fwely-sir. I 
(in believe. Go ahead and find dut if you would 
(11) lite. You sutc t h a i a m c r c c s u c v i d c ~  
114 suggests thatthenupitudeofwmmonwusin 
tm the industry. the ILEC idusuy. bu ken greatly 
0 1 )  crag;enfed. Wudmtyourtudmony? 
in) A. Yes. 
(211 9. A n d y o u ~ u t e t h . t i f t h s t i s ~ e u u .  
12.1 if the nurniude of the common cosu h is  been 
1251 IreatIY exag~enltd. then implemcnting TSLRlC or 
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( 1 1  TELRIC prices will  nOtcrCaiC revenue rhonfall. 
, ? I  I r  that your testlmonY as we l l  on page 

14) A .  That's correct. 
m Q. I f  8 1  N ~ M  out. however. that the 
(6) magnirude of common costs tn h e  industry IS not 
01 greatly exagprritcd by whatever i t  IS that you 
18) said ~onsti~tesagrcare~rggcration. then 
191 implementing TSLRlC or TELRIC willcreatr a 

1101 revenue shortfall. correct? 
i I  11 A. They arc ceruinly more likely to if 
t i z i  those common costs are large. We get back to 
it11 what we were ulting abut  a few minutes ago. 
it41 Y o u a ~ ~ u l k i n ~ a ~ u t t h e p r i c i n g o f j u s t a f e w  
w i  outpua among very many outpuu provided by t h i s  
1161 form. Moreover. outpuu that are provided under 
117) price cap regulation. whereby they are making. 
(18) profits on a number of other activities. 
114 9. You havcn'tdom any SNdy Io show thar 
m) in the evetit of large common cosu no revenue 
01) shortfall will result because of flexibility that 
122) the ILECs haveelsewhere? 
m) A. It mates s e w  that if  you are pricing 
(26) atTELRlC forrsubsetafservicesaadyouare 
mi pricing wel l  incxcessofTELRlC forother 

0, twenty-Si.? 
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111 services such as access hi necessarily there 
(1) will be a revenue shonfall. 
13) 9. My question 10 you vu. it K C ~ J  u 
(41 fhough you are sulitu hi there m y  not be a 
(5) revenue shortfall even ifthere are si~nificant 
16) common cosu because they can be nude up 
m elsewhere in the pricing scheme. Is that what 
1:) you are suggesting? . 
in A. yes. 

(10) Q. Have you done any empiricd SNdy lo 
111) show thatlhcpriccsch.rgedclwwhereire 
(12) sufficient. that there voa'tbea revenue 
iIn sbrtfal c v e n i n & c e r e ~ o f c o m m o n ~ ~ .  
( t o  large common wus. on he clcnunu Ware sold 
(11) totheALECs? 
I 1 4  A. Iluvcnotpcnorullydonearrudyon 
([I) Grr'ssmorrevenucs. 1umawm.bowcver.of 
08) the n u h p  above marginal wsu braexu 
11% services in general. I am w i r e  of the m r h p  
(20 above mrginal wsu for i a m U l r A  mll in 
01) ~emnl. he m h p a b o v e ~ ~ . r g i r u l c o u s o f  
N) r6lticd services in #cneral. And I b v  W 
(u) all of &ere Itrviccs are gcaent iq  ai revenues 
1241 well incxcessofmrgirulsoro. Aadua 
N) result. even ifcommon cosu i re  present ud are 
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4 1 ,  large among these network elements. which I 
t z i  believe is not the case. then it is still not 
11) clear that if you price these elements to 
i q  competitors at TELRIC that there will be a 
( S i  revenue shortfall. 
161 Q. So your testimony is it is not clear. 
(7, You don't know one way or the other? 
(11 A .  That's correct. I have serious doubts. 
19) let me put it that way. that there would be a 

(101 revenue shonfall forthe company as a whole. 
(111 Q. Thatisnotsutedinyourtestimony. 
112) Your testimony just said it wasn'tcbar. 
i n 1  Doesn't your testimony say it is not clear as 
(1.1 opposed to you have serious doubu? 
(IS) A .  I had a phrase in my testimony in Be 
(161 back of my mind I believe where I indicated that 
(in Id0  have seriousdoubU. Whether IcanNmw 
(181 it at the moment or not - 
(19) Q. Well. if you can'l I guess the 
(m testimony - if you want IO look for it. that's 
01) fine. Otherwise. the testimony Iguess speaks 
01) for iuelfmd is before the commission. 
tu) The evidence that you were referring IO 
041  in your testimony that you u y  is recent evidence 
(u1 su;gestin: the magnirude of common cosu my have 
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(11 been greatly er.ag;ented is a s u t e m n t  in the 
01 affidavit of Baumol. Ordovcr and Willi(. is it 
0 1  not? 
(41 A. Yes. 
(SI Q. That was anamdavit p r e p a d  for Af&T 
16) as an amchwnr IO AT&f's comment IO the FCC? 
m A. Yes. 
(8 )  Q. In that affdavit Baumol. Ordover md 
m Willig sue. and this cited at footnote sixteen 

(to) of your ustiumny. we undenwod b t  the portion 
( i t )  of forward-lookin# cosu th.1 is ulumibuuble 
i ta)  m particular mhork elemenu in likely (0 be 
(11) S d l .  D o y o u w t h . ( l  

ctn Q. Do you h o w  vhere B.uuml. Ordovcrllld 
(161 Wi1li:;ot duttladerrmdi? 
tin A. No. I d o a  
(18) Q.wbicLsnomcnoofmCmyni~eof 
tin common cos0 mU suppoudly are exauenlcd are 
110) yourefcrrin#minyourteadmony? 
01) A. I am sorry? 
01) 9. You said in your testimony thu recent 
tu) evidence. which turn out m be B.umol. Ordover 
(141 and Willi:. &at recent evidence suggesu thu 
(UI the magnitude of common cosu hu k e n  :ready 

(14) A. Yes. 
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(11 caaggcnted. I a m t r y ~ n g t o f i n d o u ~ w h o i s i t  
01 that  craggcrated them and whal did they say that 
01 ConstiNtes the eiaggermon? 
141 A .  The source I think that I had in mind 
01 when I was writing that was some O f  lhc 
16) sutcmentr by the ILEC's economic crpens in 
(7)  ~arious proceedings. Robert Hirns I know. 
tal Richard Emerson has made similar stalemenu to 
19) the effect that the forward-looking common cosu 

1101 of these companies i r e  quite large. I have seen 
(I 11 statements that they are fifty percent of the 
(12) toul revenues of the company. 
113) Q. You conriderthatagreateragpcntion? 
1141 A. I sure do. 
(IS) Q ,  Waf there any other - you mentioned 
(161 seven1 sources. Harris and Emerson, I believe? 
(in A. Yes. 
(18) Q. Anybody else that you were referrin; m 
(19) when yousaid that the mgniNdeofcommoncosu 

R I I  A. Company wimesser 1 think have made 
rn) similar sonofsntemenu. 
(u) Q. Do you have any panicular ones in 
0 4 1  mind? 
N) A. No. It is just ;encnl recollection 

(201 has been greldy exaggerated? 
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(I) from things I have heard in hur iqs and 
01 testimony that I have read. 
01 MR. MIRENGOFF If it is okay. Tracy. I will 
(4) ab a shon b r u k  at this point. 
tJ1 (Brief recess.) 
(61 Q. Do you #;res with the suuwot io thc 
m affidavit before the FCC of Baumol. Ordover and 
(81 Willig that ata finer level of disag6regation 
m there may well be nontrivial CON s h a d  amon; 

(101 various suhcomponenu of m y  pucicular 
(it1 a;;reptive m w r k  element? 
(11) A. 1n:eocd. I would tend m agree with 
(11) that sntemcnt. yea. 
(14) Q. Do you also agree with &e FCC order at 
(in p a n g n p b  ria ninety-five. quo0;lll here. at the 

III) s ign i f an t  proportion of dl wsa hi must be 
(in w i v e d  from sub-tlemenu? 
(in A. I would 8:ree in g e ~ e n l  with Ibu. I 
m am notsure what they mean by sub.clemcnilcvcl. 
011 Q. wh.~doyouundenpndih.tDbe? 
mi A. Well. Idon't. 
mi Q. Isityourview (hat thewrruremcntof  
0 4 1  cosu should be as consistent .I possible with 
@I principles ofcost cauution? 

(IQ sub.clcmcntlevelofmdy.commo0cornrmybea 
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. I #  .+ Yes 
8:) Q Is 11 1110 your view that ~ C C U I ~ I C  

1 1 1  distributionofcosts with thelrundcrlylng 
1 1 1  crusaidrwers IS imponant? 
~ J I  A EacCPtforthe word dirtnbuuon. I 
161 lend not to use the ward distributed w i b  the 
171 word cost. I think the word i s  attribution. 
t l l  Maybe we should look i t  up. 
$9) Q. Ivasn'tquotmg from anything. 

i ioi  A. Wcll.Itrynortouserheword 
(11 ,  distributed- 
ill) Q. So you would agree thntrccuntc 
1131 attrtbuuon ofcosts wtth thew underlyingcrusal 
1141 drivers is imponant? 
1131 A. Yes. 
1161 Q. With respect to the pricing of 
(in wholesale services. you sute rtpage thirty-wo 
1111 ofyourtestimony. Nrntothatifyoulike, you 
(in sute that the avoided EOSI concept ruggcru mat 
mi the wholeulc discount should reflect incremenul 
t z t i  costs. Isn'tthat your testimony? 
CUI A. That i s  my testimony. I think I 
1111 clarify that by incremenul cosu we are now 
RO ulking about insremenul cosu. if you will. 
1-1 ;oing intheopposiiedirrction. ldon'tuw 
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(11 thescwordsinthetestimony. Butgoinginthe 
121 opposite direction of the incrementd cosu of 
(31 unbundled elements: that is. we are looking at 
(a) cosu that will be avoided by the incumbent 
(SI ceasing to perform reuil suge activirics. 
1 8  Q. Understood. And you say. do you not. 
m that in the avoided cost context, incremenul 
(11 cosu means the cost of reducing or eliminating 
191 the lLECs reuil stage operations. comct? 
(14 A. Yes. 
(111 Q. By the same loken. shouldn't 
(111 incremenpl cosu for purposes ofthe avoided 
ti11 costmodelalw ukcintoaccoumthcilurrwntd 
1111 cosu of pmvidirq wholeulc ~cniccs m 
([SI resellen? 
1161 A. Ingenel .  yes. that should be nkcn 
(11) accountof. ThtirpanofwhatIhaveproporad 
~III in here. T h t  is. in fact. included io them. 
tin 'Tbe ~0-~8l led cost onsets. You have 10 make L 
1M1 distinction with kgard m b e r .  I think. about 
mi the marnirudeofthcmrad sonofthe lurvrrof 
1121 them. Are they cou onsets ?hat arr u u d  by - 
(111 ;oh# back 10 the cost causation principle. 
0 4 1  caused by the provision ofthose wbolculc 
1-1 xrr icer. and if IO. how do you mover  them. 

121 principle that whatever mcrcmenul costs are 
411 incurred by Providing the services to the ALECs 
111 that Consistent with cost causation prtnctplcr 
IJI should be factored into the equation. correct? 
161 A.  Factored into the equation ~n P sense 
(71 that the ILECs should recczvc compensation for 
(II incurring those costs. 
191 Q .  You don't deny thai the lLECs wi l l  

1101 incur some such costs. correct? 
111) A. ldon ' tdenyth~t theywi l l .  The 
;I21 C N C i a I  question i s  how largcrre they. T h i s i s  
131 panofthe FCC. Ithink. approachofputtingthe 
141 burden of proofof them to demonstnte those 
IS1 costs. 
161 Q. That i s  an empirical question. isn't 
11) it? 
Ill A. Yes. it is .  
1% Q. Do you rccommend that in ClkUh l in ;  
201 GTEsavoided cosrof reuil. the commission 
211 should assume that GTE bas left all reui l  
21) mrkeu? 
111 A. I think d u t  in principle flu1 is a 
10 reasonable way to go about calculating the 

1231 avoided cosu. because we don't expect them to 

R l c  64 
111 leave the rcui l  nurteu. but the discount is not 
111 applied IO dl uniu. It i s  only to those uniu 
131 that the new Srms purchase when they c o w  inm 
141 the market. 
0)  Q. Bur isn't it reasonable IO sssume that 
(61 GTE's reuil cost saving per unit wil l increase 
m with the percenuge of reuil customers it 10x1 
111 w new cntnnu? 
rn A. I'm sorry. You are going w need m 
in resute d u t  f o r m .  
I I) Q. Isn't it reasonable m UIUW flu1 
12) GTE's retail cost savings p r  unit wil l incrurc 
11) with a prccnu;e of renil cuuomcn ic lorc8m 
141 new cnmnts? 
Is1 A. I really don't L w w  if flut is 
:61 m M b k o r l w .  

[in Q. That i s  an empirical question. 100. 
:in isn't it? 
;In A. lhrl would be M cmpir iul qucslbn. 
201 There m y  be wmc thcorrliul inri;bt hi sould 
21) be gained. but I m l l y  have not tbw#ht about 
PI that. Idon'tknow. 
211 Q. Lct's suppose hypothctiully ha t  h e  
I41 net savings IO GTE of abmdonirq 111 =mil 
-1 activities in a particular market is twenty 
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( 1 1  percentof thrcurrcnt reuilprtcc. Do you have 
121 that in mind. that arsumpt~on? 
111 A .  That their cost savings. their avoided 
w costs. arc lwcnry percent ofthe reuil price? 
I S I  Q .  Yes. In a SiNltlOn where they abandon 
(61 a11 retail activities. 
(7)  A.0k.y. 
(11 Q. And I will ask you to suppose funher 
(9 )  that AT&T signs up ten percent of GTE's rcuil 

1101 customers. 
IIII A .  Okay. 
(121 Q. And suppose funher that the commission 
(111 goes ahead and adopu twenry percent avoided cost 
(161 discount based on a calculation which assumcs 
11s) that GTE is out of the reuil market. 
116) A. Okay. 
(In Q. But suppose it Nrns out that when GTE 
(18) lows only ten percent of iu customers the 
ltn actual avoided cost savings turn out to be only 
(m) say five perecnt. 
ai) A. You want me lo assume &at? 
N) Q. Yes. I do. You'vc already said you 
(11) don't know whit would happen and that it is an 
(24) empirical question. I am asking you to assume 
N) those facu. What would happen 10 GTEs profiu 

Rne 66 
11) in that situation? 
(2) A. We didn't even need all the 
(1) hypotheticab. If you set the wholesale divount 
(4) at twenty percent inswd of five perccnl. their 
4s) pmfiu will be lower. I would imagine. 
(6) Q. So if it NM out that the discount 
n nte is calculated on the assumption that they 
(11 lose a11 of their customers ud it is 11w vue 
1% that when they don't low dl their customers. 

(101 when they lose only a d l  fraction of their 
(11) customers. thelwentyperccMdixountIum~l 
(11) notmbetherightcmpiriulrmmber. inrh.1 
(11) VCIU~~O GTE would lose pmfiu. wmt?  

(IS) simply i situation when for wlutever reuon. in 
(16) this case i Lmd UIUU@OU. iffor whatever 
(in r e a r o ~ w c m i s e ~ t e m C ~ v o i d e d w u r . t h e n G T E  
(18) will lose money i f v c  ovcrrmirmtc tbcm: then 
(io convcrwly. o f c w n o .  tbcy r i l l  gain money if we 
(mi underestimate them. 
(11) Q. You don't know whetbcrcllculating mC 
ai) avoided cost on the assumption that GTE loses 111 
(IN of i u  business is going m be a p o d  aSNmpti0U 
(24) in the SiNrtiOn when GTE l0YI Only a Small  
(s) portion ofiucustomers. comct?  

114) A.YCS. W h 8 t y O U l l t p o ~ ~ U V ~ I Y  
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(11 A .  That's correct. I Cannot say I f  that 
t i l  IS an accuntc assumption. Again. I am nor thc 
131 perron that CaICuIaIes the avoided cost. 
1 4 )  Q .  In this hypOthctical that I have xsked 
GI you about assuming still that the vhalcralc 
16)  discount is set altwenIy percent. then an 
(7)  altcmaiire carrier whose reuil costs arc ten 
(11 pcrcencatthetenperccn1mirkctsh.re that it 
(9) CapNrCS could profiubly enter the market. 

110) correct? 
(11) A. I 'm sorry. I guess I am just tired. 
(12) llyou could repeat that. 
( 1 1 )  Q. Iwilltryto. Wcareulkingabouta 
(10 wholesale discount nu has been set at twenry 
11s) percent. The alternative carricrcapNrcs tcn 
(16) percentofthemartetudatthaitcnperccntiu 
(in reuil cosu are also ten percent. 
(11) A. But it is gcaing a twenty percent 
(19) discount? 
m Q.Yes. Andunder~horcwtofficu.thc 
at) new enmnt wuld pmfiubly enter the market. 
IP) comcl? 
( 2 9  A. Holding everything else consunt. yes. 
(14) that would be M a m s t i r e  nurket for them to 
(20 entcr. whether their tcn percent cosu are due 10 
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11) anoveres~teofGTE'savoidedcostorwhether 
0) it is due to superior efficiency in providing the 
0) reuil suge. As Ion8 u their incremenu1 cost 
(0 is lower ttun the discount. they have M 
6) incentive to enter. 
(6) Q. In my hypothetical which we luve been 
n working with. r c u U  rh.1 G W s  avoided cosu for 
18) ten percent of the market turn out to be let's 
(r) say I think w u  it five percent? Under those 

(io) facts a leu efficient - M ALEC rh.1 is less 
(11) ef f ic icn tdwGTEatnc l i l iq  todmten 
( 1 1 )  percsntofmC rmrLctwouldbeablemcnter 
(IP pmfiubly. wmcI? 

(1s) l u ~ c r n m C r b o l e ~ e d i v M l n t ~ l ~ l c v c l t h ~ t  
(ta exceeds tbc avoidable 5010. you have cmICd a 
(in situation u d c r  rhich inefficient enw c8n 
(in occur. 
11% Q.AmIwrre=cih.tyoupmposem 
(xi include u M avoided wu MY positive pmfit 
at) urwd by the lLEC attbc r e d  m e ?  
(11) A. With wmc e h r i f i i n .  I luvc 
m p m p o d  MY positive cwmmic pmfit. 
~ 4 )  Q. Right. 
N) A. Wbich means an exceu accounting pmfit 

(141 A . I S C O h q U C & U .  CClUinly.ifyOU 
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. I )  above the carnpcncirc level.  
,:I Q. Positive economic profit whnch you 
11, equate as cxcess profit? 
M I  A.  Yes.  
c J I  Q And you prapose to include that 
(61 positive economic profit orexcess profit as 
0) avoidtd cost? 
111 A. As a theoretical proposition. it shovld 
to be included as an ivoidable cost. 

1101 Q. And you define positive economic profit 
i i i i  astheexcessabove normalreNmon!hefirm's 
(121 activity at the retail stage? 
1111 A. That'scorrccr. 
1141 Q. Saam lcorrtctthaiyour proposed 
I I J I  discount for excess profit refers only to reuil 
1161 level excess profits in thiscontext. correct? 
(11) A. I don't really think that you could 
1111 break the profiidownintorruilversus 
1191 wholeuler. I think it would just be the excess 
mi profit on the sale of that service. 
1211 Q. So you are going to try m identify 
u a l  firm-wide excess profit and include all thai u 
1211 an avoidable cost of gelling out of the retail 
1241 business? 
tLI) A. I t  would be thc mrrkup at the reuil 
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(11 suge above the t0Ul cost, economic cost. of 
0) providing that service. would be the cx.ccss 
01 pmfit for tha pamcular service or element. 
1 0  Here we are ulking aboutwrrices. 
(SI Q. 1u economic profit at the retail 
1b1 stage. then? 
m A.  Economic profit is an excers W N ~  
111 over a11 ofyourcoru in the provisionof that 
in rervicc. So il would include both wholesale and 

(to) reuil. 
1111 Q. Why areyougoingtocornideraran 
( ta l  excess Profit to be deemed M avoidable wn at 
ttl l  exCess that occurs at the wholesale suge which 
1141 they uc rdll going ia be in aa opposed m m0 
11s) reuil s u p ?  
110 A. Well. again. Idon'ilraow how you would 
tin split up m0 c u m  caccu p m f i t k n e e n  h e  
1111 wholesale rule and the remil role. 
tin Q. Youcan'tdoh.t.cleyou7 
im A. You m l l y  can't. .b a result. I mink 
i21i you would take it service-wide vbkhleadryw 
1221 then m a  more efllcient wholeule pries. 
t1J1 Q. But ifyoucould r e p a n a  themout. 
1161 fhcoreiiully that would be m0 way 10 So. 
1251 wouldn't it? 

-~ - 
( 1 )  A NO Ih.vethOught.bautth.tlome. I 
,ti really don't thmk 11 would. I thmk the way to 
111 go I S  to tlke the lolal ercers profit in the 
1.1 provis ionof lh~lscn~ce  r n d c o u n t h t a r a n  
IJI avoidable COS(. t h a t  way you expose the full 
161 operrtvmrof the Incumbent LEC to the forces of 
17) the compctitiw market. 
(si Q. So even if you could separate them out. 
1% your lestimony is you wouldn't want to? 

1101 A. Idon'tthinkyouwould.no. 
i I 11 Q. Is that consistent with general -do 
111) you think the economic profession would agree 
1111 with you onthat. if you know? 
(111 A. I mean the answer to that is always 
11s) goingtobe yes. lamsureyoucan findsomebody 
1161 !hat won?. bur I can find some ha1 will. 
1111 Q. You don't know whether - is your 
1181 answer that you don't really know? 
11% A.Idon'tknow. Thisissomething1 
1201 don't thinktherehas beenanawfullolof 
121) liientureon. 
(11) Q. So in a hypothetiul situation. ifthe 
01) wholeulccortofareniseisthreedollanand 
114) fhe reuil cosi is fhree dollars and the reuil 
N) price is ten dollars. in that scenario the 

R I G  
111 revenues are fourdollan above cost. w m c i ?  
6) A. Yes. Now. keeping in mind fhatbotb of 
0) the three dollars that you mentioned u coo 
0 1  figures include a n o m l  pmtit on the provision 
15) ofthole services. 
16) Q. Right. In that scemrio dw mvenuc~ 
m are four dollars ibove cosu? 
tn A. Yes. 
0 9. And you would not uy to 8Ilocaw thore 

110) four dollars berwccn wholesale and remil. 
111) comct?  You woulddccmitl11ucrcesrpmht 
[in o r y M I w o u l d ~ m i i 1 I I e x c c u p m f i t ~  
111) includei tumrvoidrble  wn? 
[ i o  A. Yer. 
iln Q. How wmld y w  decide what wmpooent. if 
116) My, l m o q i h . t f o u t d o l l r n d u l y o u u r ~ i  
rm cxsarpmficumererulIofwmmoncoro. 
[in fotwafd-lookily common wru7 
'1% A. Idon'td&tkallbuwearc~o~mmn 
m ism the problem of dw common wsu here. I M 
BI) misure. Ibven'tbcenuted&isbefore. 
1)) Havon'i really moUght about it. I 4on.i &ink 
PI you NE info mU. Because the profit is 
nil calculalcd u LII e w u  above mpl cost. not 
NI above incremcnml cos. So you are rcllly ;ob# 

Page 69 to Page 72 
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( 1 1  to be looking at avengc  cost here instead of 
# ? >  mrrmental. 
01 Q. In m y  situation the wholesale cost was 
w lhrcc dollars. 
01 A .  Wholesale what cost? Marginal or 

(I) Q. The wholesalecost o f  the service. 
18) A .  Marginal or avenge cost? 
(91 Q. What IS being paid. 

00) A. Atthe margin oron the avenge? The 
11 I, question you'vc got to specify - if we are going 
t t n  to call the four dollars an eicess profit. then 
i t ) )  the two three dollars figures you have quoted me 
(14) will be average costs. not marginal cosu. And 
(15) the avenge costs I think will include the common 
116) costsaswell. Soldon'tthinkthere isgoing 
ctn to be a common cost left in that four dollars 
i ts)  that we then will have to worry about allocating 
ti91 or recovering. Youare not makingaloss. You 
00) are making a profit. 
(11) Q. lhcrc can still be common cosu even 
02) when you are nuking a profit. correct? 
(291 A. Yes. But the profit will be in excess 
RO of common cosu. 
(VI Q. All we know in my hypothetical is that 

(6) w e n g e ?  
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11) an avenge cost is three dollars. comct?  We 
12) don't know whether here are c o m o n  casu 
0) associated with that or not. do we? 
(1) A. No. not in your hypothetical. we 
(I) don't. But the point is thai profit is by 
(6) definition simply toul revenue minus mul 
m cosu. And the tul w s u  would include the 
(I) commoncosu. 
(9) Q. But it my be that hat four dollars 

(to1 that you are calling profit isn't redly profit. 
( t i )  Itmaybe-reflcctcommoocour,comct? 
(11) A. No. If I am callin# it profiu. it's 
(13) profit. 
i t a  Q. It is my hypothetid. 
115) A. 1I'syourhypotheriul.butitumy 
it61 terminology. A profit y a i n  is simply your mml 
(in revenue minusywrmul  wsu. mtyour 
(181 incremenulcoru. TbuL r h y I r u u y i n g o n a  
(in unit basis. hen. ~ I C W  threed0llufi~resth.t 
RO) you are quoting IO me have m be avenge costs. 
t i t i  not incremenul COIU. 
(11) Q. But that three dollars - k t 3  
(211 assume - forget about what it u being sold at. 
(19 whether there is a pmfit or DOL The three 
( I J L  dollars that it is ws t in i  for this service at 
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i t ~  the wholrsalc level may not include common 
12) cost$. There may be a common cost as you 
0) testified bcforc can't be i l located to that three 
(41 dollars. correct? 
1st A. This. again. his IS purely 
101 definitional. You keep referring 10 costs and 
(71 you are not putting an adjective in front of it. 
(81 And I need an adjective in front of it. It is 
19) either incremenulor avenge. 

110) Q. Call itaverage.thcn. 
(1 11 A.  I f  it is avenge. then common casu are 
,121 included in it. That is what you have to have 
(11) heretcalculatelhc fourdollarprofitfromthc 
(1.1 ten dollar price and wo three dollar costs. 
(15) Those have to be avenge w s u .  because your 
(16) toul cosu -for this IO be a profit. your 
(in toul cosu have 10 be six dollars. That six 
(18) dollars has IO be your IOU1 cost which includes 
itn yourcommoncost. 
001 Q. I don't want to usume it is a profit. 
ai) I w a n t t u s u m c ~ t i l i s a n e x u r r .  b u t i t m y  
01) wt be a profit. It may be the result of 
a)) profit. It n u y  be the result ofcommoncoiu 
124) tharcan'tinyouralulysisbeanribulcd because 
N) youdon~twantt~disUibuethem. 
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(1) A. If it is not a profit. I have pmposui 
0) uking it our. 
(1) Q. Howdoyou know ifitisaprofitor 
(41 not? 

(6) mu1 revenue and he i r  mu1 cosu and see if 
rn they are nuking apmfit. 
(8)  Q. That would include common wsu. 
0 w m c t ?  

(tn A. Yes. 
(11) Q. Ifirdidn'tincludewmmonwur. 
(11) there would be eo way IO ell. right? 
(11) A. I f thereareccmmoneo~u.theyd~,  
(14) k included if you UI ularlatiq profit bcuurt 
I~SI profit is M excess over the camp.ny's mol 

(tn Q. Let's urumclh.tinshesnte of 
(in Florida GTE d e r  a high myin on roll lad 
rtn vertical~~rviw.odin'rurumo.mo.th.t 
001 O m s  residcatid bssk I C I V ~ I  Mq in leu 
nu IbmTEWC. 
m) A. TSLRIC? 
CUI Q. All nshL TSLRIC. Do you bave those 
b~ assumptions io mind? 
(u) A. Yes. 

(5) A. B e C ~ U s e W ~ C M l ~ k ~ t t h ~ c c m p M y ' I  

(16) WSU. 





05.4 David L, 
Page 8 I 

1 1 1  production incffictencieseitstatthe reoil 
01 rugc at GTE. IS that correct? 
$3) A. That's corrcct. And the nice thing 
1.1 about Ihe avoided cost mle that i s  proposed in 
isi  my testimony i s  that ifthey are efficient. then 
(6, that term i s  simply sell0 aero. That Utes  that 
t i )  possibility into account. 
181 Q. Do you haveany knowledge thaIGTE 
($1 receives excess or positive economic profits in 

(101 Florida? 
1111 A. Oh. I think on some services. I think 
1121 the rerviccryouulkcdrbouramomenrago. 
1111 intraLAT.4 toll vcnica l  services and certain 
IIU carrier acccss. that it i s  eatnmely likely that 
( is1 they do. 
1161 Q. Wasn't your testimony that we would see 
1111 whether they - for pngmitic reasom. we would 
1111 see whether they receive excess profit firm-wide. 
1891 on a firm-wide basis? 
IIOI A. I wid that m y  be the use. I really 
011 don't know. Ildcpnds. The pncrical issue i s  
( a n  can you estimarc it w n k  by xrvice orcan you 
(11) do itcompany-wide. and Idon*tknow. 
0 4 )  Q. Do you have any knowtedge company-wide 
NI ttut GTE receives excess or positive economic 
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( I )  A .  There issomc mcenttvc: 1hrI~'s 
<?I correct. 
01 Q As IO whether ihe price cap system or 
1.1 the rate freeze creates more menilre. you don't 
01 have I positron? 
(61 A. That's correct. I think that it 

(7) de(imttly provides an incentive to reduce your 
(11 costs. But there IS more than one way to reduce 
191 costs. 

(101 9. Whether i t  provider incentive to reduce 
11 I) inefficiency you are agnostic on? 
1111 A. In  my opinion the jury i s  s t i l l  outon 
1131 that. 
114) Q. I am going IO offer another 
115) hypothetical situation. In t h i s  SiNation i t  is 
1161 similar IO B e  last ow. In this situation the 
(In cos1 of a monopoly input i s  three dollars and the 
1 1 0  retailcosttothelLEC isthrcedollm. 
(19) A. Canyouerplaintomc whatyoujust 
Rol wid? You are u lk i ry  a b u t  the retail price 
011 that i t c h q e s  for iuoucpltor Be ccn of 
R11 Pmducini- 
mi Q. The cost o f  retailing it i s  three 
0 4 )  dollars. 
N) A. So you are saying the wholesale cost i s  

I 

p.gc a i  
11) pmfiu in Florida? 
121 A. Again. I have not h o k e d  at their nle 
ill of reNm. I do not know the answer 10 lhar 
111 Q. I f  an incumbent LEC is subject to a 
is1 price cap system or a nrc freeze. wouldn't$hat 
161 Creale 1 major incentive w reduce inefficiency? 
m A. You have hit on a topic that is a bit 
IO of a pet peeve o f  mi-. Them i s  a widespred 
191 belief I think among cwnomiru at this point in 

(10) time that price caps provide a superior i w a t i v e  
1111 forcost reduction. Butthepeople thathave 
1121 lookcdatthisI~intinmDredctailhavc 
(111 stared w question that. Becsnse in pnctice 
(141 the Way price u p s  work is very much like 
(131 standard old nle brw NC of remm repiation 
(161 which almdypro~idu~~iace.riveforcort 
(in d u c t i o n  in the fotm of regulatory l y r  mu 
tlo occur between nu bcuiogs. So durefore it is 
tin not clear that they lu re  M incentive to impmve 
( m ~  efficiency that u ; r u r c r t b . n t h c ~ w v e  
0 t h  ~ t w a s p m v i d t d b e f o r e . ~ t I . m a ; w ~ f * o n  
m i  hi. I really don*[ tmr. 
1131 Q. So your testimony i s  dut even without 
1141 this price cap system there is lome incentive 10 
tr(i reduce inefficiency. comct? 

- -  
(11 three and B e  nuil cost i s  thne? 
III Q. Yes. 
(31 A. And we are talking incremental or 
141 avcnre or does it mmr? 
151 Q. You may have w rcII roe. 
161 A. Okay. 
m Q. But in any event. the cost of the input 
(1) or wholesale i s  three dollan and the rerail cost 
19) i s  three dollars ami the retail p r i u  u ten 

(101 dollan. Is it yonrundenuding that underthe 
111) pricinc appmach .dvou led  by Dr. Siblcy and GTE 
(121 which iscdled M-ECPR that the iaplllrbouldbc 
($1) priced It wrendollus? 
1141 A.Idon'ikmr. 1.mmtrurewh.t 
cln Sibley'spmpoul-IIKECPRtb.ibehu 
IIO propred. whatpriccdulwouldpncnleforth.t 
(in wholesale lenicr. 
(in Q. Isn't the M-ECPR approach basically to 
(In take IIK - involve the wnceprof the 
m opportunity - b e  losi opprmmity or the 
01) opportunity wst  ofsellin; the input? 
Nl A. Yes. And I rill add IIK adjective 
NI privale oppormnity cost of the firm wllin; the 

(ut 9. Ami in this situation isn't that seven 
114) PrOdUCl. 
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.I, dollars' 
$21 A. Well. no. I ihmk the opporNnlIy cost 
(JI  here would be the profii which would be the four 
1.1 dollars. 
01 Q. They forego the four dollars? 
(61 A. Right. And they wi l l  save three 
171 dollarson the retai l  activities. 
11) Q. Right. 
191 A. Assuming that i s  a11 cosl. There i s  no 

,101 far in there. There i s  no inefficiency. There 
1111 isnoprofilinrh~rthrecdoll~rs. 
t i n  Q. Isn'i Sibley'scalculation in that 
IIJI siaation sevendollrrr? 
1161 A. I believe i t  would be. yes. 
tis Q. So i t  i s  seven dollars? 
1161 A. For the wholesale service. would be the 
(in price. 
(111 Q. Thai i s  what GTE is proposing in char 
cin hypothetical as you undenund it. correct? 
cmi A. Yes. 
1211 Q. Would I also be c o m r  in calculating 
(ni the imputed price floor for the REC in thc 
(231 renil nurkel 11 un dollan in mar 
a11 hypothetical? 
IU1 A. I believe that would be comct. 

a6 
( I I  Q. In this sinution. this hypothetical. 
(21 with impuurion i s  the ILEC able to implement a 
01 price squeeze against M equally efficient 

(SI A. In the situation you have posrulated. 
l o  if the cosu are efficient cosu and you have thc 
(71 impuurion md you have the price ar seven 
111 dollan. then I believe me ECPR oreven the 
191 M-ECPR yields the exacl same resuh as my avoided 

1101 cosi pricing  le. Thai i s  pointed WI I believe 
( I I I  inafoomoteinmytestimony. Yougertbewme 
1121 answerundcrceminconditions. 
ti11 Q. So you are anting ma in Uur 
(141 hypothetical situation where &e reui1 price is 
IISI ten. me wholesale price or monopoly input ia 
lib1 three and lbe reuilw11w Ik ILEC is Ihm 
(in and me wmpany is cfticicm. you would propose 
1181 to price that input at sevendollnjuau 
1191 Sibley would under M-ECPI? 
1201 A. Well.leimetbiaLabouiQ1~ 
1211 mmuIc. I h i n t d ~ c d i f f e ~ ' ~ ~ s o r o u l d b e i n ~  
la11 prof, mat me wmpany ia e u e i ~ ~ .  So m. I 
1211 wwld  propose i r k  priced altbmedollan. 
1141 Q. Sowcdohave~differensea~leuc? 
IUI A. Yea. Thai is asatmiry. of course. &at 

141 rival? 
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III these costs arc the ime economic costs a i  these 
01 Iwo stages and that therefore we do have four 
111 dollars in excess profii present. And h i  i s  
w %he difference -the fundamenial diffcrcnce. 1 
111 believe. beiwecntheSibley proposal and my 
ibt proposal. I would expose by pricmE rhc 
171 wholesale service rithreccdollars. i t  would do 
(ai two things. First of all. it would fully 
191 compensate the company for the provision of that 

1101 wholesalc senicc. It would provide them a fair 
1 1 1 1  rateof retumor,norm.lprofiionrhc 
(t11 provision of wholesale service. More 
1111 imponmrly. i t  would expose that tendollar 
114) price which is by definition abore the 
(1s competitive level. That i s  why I had a little 
(16) problem with impured price floor of ten dollan. 
tin He ulks aboul using a competitive price as a 
111) ceiling. But this i s  obviously not a competitive 
(191 price of ten dollan. Bur by pricing the 
114 \rholesale service a t lh~-~~do l lan .  you then 
nil exposerbarundolhnmamsk by competitive 
122) nutkc1 forces. 
1211 Q. My question lo you, Umugh. i s  in thu 
1241 siaation with he impuulion is the ILEC able m 
(Psi implement a price squeeze against an qual ly  

me 88 
11) efficient rival? 
(11 A.No. f h e y a ~ m a b l c ~ ~ d o a p r i c e  
01 squeeze if that price suys SI ten dollan and 
(L) the wbotesile rate my: a i  seven. 
(51 Q. Ler's continue UI asatme dur chere i s  
(6) no facilities-bared competition and tbc apply of 
m the monopoly input and ler's ~ I M  appose Uur 

0 price. Areyouwimme? 
io) A.Yer. 
I I I  Q. And suppose Uurtheeomnrand b e  
11) incumbent are bo& c b y i  a remil price o f  ten 
11) dollan initi.liy. w m t ?  

in Q.AndIet 'suy&ecnmn~cuuiu 
IS price 10 dme dollars. J u t  for the m o d .  y a  
in have dui usumplion in mind? I YW y a  md y w r  
in bud.  YwhaveUuiurumptioninmind.Q1tbe 
in enrnnl cuu io pr*c m niDc dolho? 
rn A.Yes. 
IL) Q. Under thc asamplion d u r w w m c n  
m continue m buy from me lor-price4 firm, 
UI wouldn't i t  be me mu me muter  price h.r 
24) just fallen w nine dollan? 
UI A. I mint by dcfinilion if's fallen IO 

(1) COnSUYmen buy fmm Whishever firm has IOWeSt 

14) A. O h y .  
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( 1 1  nine dollars. The qucslion Is. of course. i f  the 
t i l  rntnnt ~s~nly~usrasef f ic icnt~s the 
t11 incumbent. II IS now losing I dollar on every 
(6) unit that it sells. 
( J I  Q. UndcrtheM-ECPR.ppro.chadvocated by 
161 Dr. Sibley. what happens to the M-ECPR price 11 
(1, that point when the rcui l  price i s  cut to nine 
(11 dollars by the entnnls? I t  falls to s ix  
( 9 )  dollars. doesn’t it? 

(101 A. lfthat becomes - again. ifthat 
(11) becomes the market price. which under his 
1121 proposal the only way that can become Be market 
t t3) pricc is i f  the entnnt i s  more efficient than 
(14) the incumbent a d  shares then that superior 
~ I J I  efficiency with iucustorners by charging this 
(161 lower price that is just equal Io iu cost. n e  
(in question i s  why would they do that unless the 
(1st market had become fully competitive, which with 
(in just some marginal entry that i s  not going 10 
no) happen. 
nil Q. Suppose they are able to come up with 
01) the inputforadollarks~? 
N) A. Then they are more emcienl. And the 
(14) question i s  do they make a dollar in profit and 
NI continue to priccattcndollanordothey earn 
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( I )  zeroprofit? That i s  what1 was saying. It 
(11 depends on how quickly this market becomes 
t i )  effectively competitive. 
(41 Q. But i f  for whatever reason they are 
(s) able to drop or they do drop the price w nine 
(6) dollars. that becomes the market price and the 
m M-ECPRpricenowbecomcssir inrtcldofsercn: 
( 8 )  isn’t that comci? 
in A. That i s  my undersundins of how it i s  

(11) Q. At that point what i s  the effect on the 
( I D  en~t’spmRtwhenthcM-ECPRdroprm~b? 
(13) A. Again. this goes back m what the 
(10 entrant’s cosuare. lfthcenmnc‘s magid 

(16) s u : e ~ t i v i y i n o d o l L n . ~ e ~ l h C y r i l l k  
(11) earnin( adol lupmfitusixdolIsn. Y l b q  

(in ninedollan. thentheirpmfiuwouldrcrnh~m 
m normal. 
bii Q. Once Ihc M-ECPR price drops from IWCD 

(111 m six. then the drop fmrn rcn 10 nine in the 
NI entrads price doesn’t affect iu profits. docs 
ti41 it? 

(a) A. Again. the question i s  one entrant docs 

(IO) supposed w work, yes. 

(ID COSU. ~ V e r l g ~ M S U O f p ~ V i d k , # l h C ~ l 8 i l  

(11) hdsimply U o d e m t d  W e r e ~ k h g J l O I S ~ I l h C  
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(11 not determine the market price. So I mean i f  
11, Professor Sibley wants10 say anybody that comer 
13) In that wants to charge nine dollars he wil l  
(11 change hts price ceiling and his imputed floor to 
t l i  the lowest price anybody in the market i s  willing 
(6) to charge. then that IS how 11 would work. But I 
17) don’t believe char IS his proposal. 
III Q. Doesn‘t hc propse under M-ECPR the 
(PI M-ECPR price i s  dynamic: thal is. it doer change 

ti01 asentnntsdoceruinthingsinthecourseof 
IIII entering? 
(111 A. Well. ilisabitofaCalch-22. 
(131 though. If 1 am an equally efficient entnnt and 
( I ~ I  I come in and I am paying sevendollars. how am I 
IIJI going to lower the price to nine? I can’t. I 
(16) would go broke. 
( 1 1 )  Q. If you can come up with the input for 
111) less. 
(in A. Where arc you going to do that? Now we 
o haw #or a new assumption; Ih.1 is. you don’t 
01) have a monopoly m Inn with. 
m) Q. Aren’t loops purchasable from people. 
(13) other than the ILEC? Where does the I L K  ;et 
nd) them? 
N) A. Youcangetthem. Idoubtifyoucan 
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(I) 6etthemforless. Idon’ttnow. The 
m assumptions have changed here dramatically. AMI 
(3) that i s  a11 of a sudden we have gone from an 
(4) assumption. which I think the whole 
is tclecommunication act holds. and that i s  that 
(6) these firms do have monopolies in the provision 
m ofthese inpuu. 
(I) Q. Isn‘t it an empirical question u w 
(9)  whelher right now loops. for example. cinbe 

(IO) boughtfromothcrlluntheILEC? 
( tu A. Well, again. you have chan:ed the 
( t i )  hypothetical here on me again. We are not 
(13) nlking about loops. We are p l k i w  about 
(141 wholesale urviccs. You are;oh# back m 

(10 Q. W e l l . I r u .  Th.risrhyInIked 
tin about monopoly - my quenion w u  in terms of 
( 1 1  monopoly input. l b i ~  w u  an M-ECPR. 
(in A. I’msony. Ithou;htvewerenlkii 
m aboutwholculeserviscs. Y w  saidthe r b o k u l c  
01) p l i u  i s  thw dollan. 
NI Q. No. I said the p l i u  - I !hou#ht I 
(13) said the cost of the monopoly input i s  three 
04 dollan. 
61) A. Wholesale services i s  1 monopoly inpul. 

(IJI U~bUndkdelCme~.  
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) I I  too. IfIrmcomcnp in~othirmrrket. Icmcomc 
12, in by buying wholesale sew~cesor I cancome in 
t i t  by buying unbundled clemcnts. Either way they 
w arc monopoly inputs. That IS where we departed. 
01 I guess. You wantlo trlk about unbundled 
(6 )  dements? 

(81 A. The answer. I think. i s  pretry m&h the 
191 same anyway. And that i s  you arc now posmlating 

1101 a IiNation where lhc local exchange company does 
( 1 1 )  not hold significant monopoly poweroverthe 
1121 supply o f  unbundled elements. 
t i11 Q .  Iunanagnonic- inmy hypothetical 
1141 I'm an agnostic on that. I'mjust saying lhat 
itsi for whatever reason. and perhaps because hey are 
ti61 abletoobuinthcclemenrelscwhereorforsome 
I I V  other reason. they dmp the price to nine 
111i dollars. At that point the M-ECPR price drops to 
(in six dollars and Ihe effect on the entnnt's 
1101 profits are unchangd. correct? 
(a t )  A. If we want io drop the assumption that 
n21 unbundled elements are supplied under monopoly 
1211 conditions. then - and we want to make an 
0 4 1  assumption that enlnnu can get into this market 
as1 atrelatively l o w b a m e n t o e n t ~ . ~ n w e c a n  

171 Q .  Yes. 
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(11 justgoaheadadcutiothechasehereandwe 
01 u n  say Ihc reuil price wi l l  be driven to six 
131 dollars and the wholesale price would be driven 
(4) 10 three. n18t is what has 10 happen if we have 
191 competition. 
IO Q. All I am suggesting Io you. and perhaps 
m in b e  hypothetical the element that i s  being 
11) supplied at ten dollars by the ILEC can be 
in obuined elsewhere - h a t  the element u n  be 

110)  obuined at a somewhat lower cost from an 
(11) altenutive source. That is a possibility. isn't 
i t n  it. forany particular local element? 
113) A. Idon'tkwwthatirisasapnstiul 
(141 maer. But if &at i s  the C.K. then what you 
It* have dom k you h8Ve moved one step a dollar. in 
lib) fact. closer to a compcritive p l i u  for one of 
itn the unbundled elcmenu which will definitely 
tin driredownhereuilprice. Aaduadermyron 
ctn of pmpoul Ihai reu the input pl iu  on Ibc 
ROI basis of the reuil prices in b e  muLn lbrn 
nil yes. Ihe dollar wi l l  be r e s a i d  d will be 
(211 ; a i d  and then lost 8:ain in this rpinl toward 
tu1 a comptitivc pricc. 
041 Q. What i s  the effect of the incumbent'r 
In) profit in b a t  hypothetical when the price drops 
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( 1 3  to nine and the M-ECPR price drops to I I X ?  
821 A. I don't think there would be an cffect 
01 on their profit. They ought Io be able IO buy 
w the mput fora dollarchraperas WCII. 
61 Q .  Is there a price squcezr anywhere in 
(6) that scenario. the possibility ofa price 

tsi A. No. Idon'lree the price squeeze 
191 occurring under that particular scenario. 

ti01 (8ricfreccss.l 
1111 Q .  Inyourrcbutul testimony. Professor 
(11) Ksserman. which I think i s  Exhibit2 before you. 
(111 you suo on page three lhat lhe ILEC has 
t i * )  substantial market power in many areas. Do you 
(151 secthat? 

(in Q .  What i s  yourbasis forr)latsulemenl? 
(in A. I think my basic basil for that i s  
(191 fairly common knowledge in this industry and also 
t m  mybackgmund inmumst. I lyoutoota i  
1211 market shares and/or you look at entry barrien. 
(21) you find very subsuntial meuurei boa inak 
1111 industry. 
(14) Q. What i s  your definition of market 
IUI power? 

,I> rquccze? 

1161 A. Yet. 
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(1) A. I1 i s  the abil iy o f  a firm 10 comrol 
01 the market price basically. 
13) Q. Do you have m y  evidence that prices 
(41 deviate from marginal cosu or loul service 
(5) long-run incremenul cosu in b e  local exchange? 
IO A. Yes. 
17 Q .  What evidence U thrt? 
11) A. Various eslinules that I lu re  seen in 
(9 various local markco of  b e  prices in the 

'10) maqiml  cosu of the three rcnices we have 
:ill already ulked about: the urrieracceu 
:i2) services. the i n m W T A m l l  seniser w i t h e  
,131 vertic8l rcnices. 
'I41 Q. Doyouhavemycvideouihrllootedat 
IS1 0 v c n l l  in t e r n  Of 111 renicer aut pr*er 
'161 deviate from u u r g i d  w ~ o r m n l  service 
in l 0 0 g - r ~ ~  incremed COIU in 
in exchange? 
in A. Well .Idon'rIhiukIh.t~ar-I  
101 don'i thiuk &at question saba sense. I think 
ai l  yw.baveIolookatsen*.~serv*c. n e  
PI guerdon O f  price1 M d  pudcr lu ly  me gucnioll 
UI o f m a r g i l u l s o s u a o d c c ~ ~ y  Ibcboestionof 
261 market power NM On a Urrlul definition of 
7s) what &e ~ l ~ ~ ~ i m a ~ k e t b .  Idon't mink h e  

l o ~ l  
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1 1 )  relevant market mcludesall SeNCes .  
(2 ,  Q. I f  the margms an one Sccwr ofwhat 
( 3 )  the ILEC docs are offset by what happens with 
(41 respect IO some other sefvicc. would i t  be fair 

to say then th.1 the ILEC has significant market 
16) power? 
(71 A.Ceruinly. Thirisoncoflhemajor 
is) concerns I think in the current market 
111 environment i s  that the ILEC wi l l  use its 

(io1 monopoly power in some markets to price wcll in 
( i n )  eicess of costs and utilize the profits from that 
i t g  activi ty topriceundercost inotherareasin 
111) ordcrtoretardorprevenrthegmwthof 
i w  competition. 
115) Q. Butisn’tthcre apossibility that the 
(16) ALECs will enter where margins are high and 
(11) reduce economic profit perhaps to zero in those 
(in areas and while the ILEC is still required to 
( i n  providebelow costrcnicer? Do you see thatas 
RO) adanger? 
(111 A. Iseeitasraoppormnity. I 
nai ceminly wouldn’t ull i t  a danger. 
ID) Q. It i s  an oppomnity for the ALECs but 
a41 it i s  a danpr for the ILECs. i s  it not? 
N 1  A. It i s  a danger for the ILECs. 11 i s  an 
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111 oppomnily for consumers because it drives 
a) priccrwcost. Now.wiheexuntthatmay 
(1) happen. ofcoune. hingescritiully upon the 
141 height of barrien w entry amory those markets 
(31 that are genentiry the excess profin. 
16) Q. I f  an ILEC has ninety-nine percent of 
m the market for a SCNUC that it is required by 
Is) regulators to provide at k l o w  marginal coru. 
(9) docs the ILEC have market power in your view? 

(IO) A. We are back to the rcgulawry-induced 
I t t i  predatory pricingquedon. k t  me Rnirb my 
(ta answer. 
(in Q. It sounds like you arc ;oh1 w m w e r  
( t o  adiffercnlqu~tionfromtheoneIukcd. ‘Ibc 
(In question is. docs the ILEC luvc nurketpower in 
( t u  yourviewintharsituuion? 

(18) It bas ninety-nine percent o f  the market. So if 
(in there are kmen w entry dory with &at. lhcn 
00) bydcfmitioaithumrrke~power. Now. it’s 
RII priciry below cost perbaps k u u w  lhc regulawry 
nn agency is forein8 it m. pehapr bcuurc it 
I-231 chooses w in order to prevent competiwrs from 
(141 coming inw that market. 
tan Q. La’s take the first situation. If it 

(in A. ~tvery~eiieouldh.vemutecporcr. 
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1 1 9  does so b e ~ w s e  11 IS being forced 10 by a 
e l >  regulator. does 11 hive market power? 
111 A. Then the answer 1s 11 may or may not. 
(41 If  the regulator stops predatory pricing and 
Is1 allows that price to rise 10 a level that Covcfs 
I61 i t s  cost or above. then the question i s  w i l l  we 
(71 have entry in those markets? Thb  answer again 
(81 hinges on the height of the barriers to entry 
111 that eaist .  the economic barriers u) entry that 

o01 exist. A l l  you have done - I think that there 
(I II is a staiemeni in my testimony to the effect that 
1121 one of the most effective ways to prevententry 
113) is10 charge belowcostpriccs. 
( 1 4  Q. But if i t  i s  the regulator that i s  
(is1 doing that or causing the ILEC to do it. then the 
1161 ILEC doesn’t have market power because you define 
(In market power as the power to control what you 
(111 charge? 
f t t l  A. No. The question i s  - the question i s  
Ro) if this company were not regulated. what powet 
U t )  would i t lure? Imclnwesonofgottheun 
(111 before the hone here. The purpose of regulation 
1-23] i s  to control market power. And so if you .IC 
0 4 )  regulating. that doesn’t mean that you don’t have 
Nl market power. It means somebody thinks you do. 
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(I) Q. But you arc not able to exerckc it. 
a) COmCt?  
0) A. That is the purpose for regulation. one 
141 of the purposes. w prevent you from cxcre is i i  
(I) the monopoly power that you haw.  
tn Q. So in that situation the ILEC would 
m have market power - might have market power but 
( S I  it i s  not able to exercise it? Is that a fair 
(4 suumcnt? 

(10) A. Well. hopefully the appmphte 
(11) rc~latioaof~cILECwillprcvcntitfrom 
(12) exereiring iu monopoly power. yes. 
(11) Q. Would you 4 r c e  t h u c o m p e ~ v e  entry 
(14) has occurred d r u d y  in Id wll nvrkeu and 
its loulumrponnurkeu? 
(161 A. You putanldjesrivesomptirive 
(in entry. I think it is probably innocuous. But I 
(in will admit Uuttherc hu becnsomc entry. I 
(in don’t know how s igni f i i i thubecn.  Tberc 
RO) hasbeensomeentry. Ituscrpinlymt 
01) sufricient at this smge by MY M u b  offbe 
1221 imagination IO leap w lhc sonelusion that these 
123) markets arc now competitive simply because there 
0 4 )  arc hu been somc peripheral envy.  
Nl Q. You would consider MFS. for example. to 
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,I) be an rncranl? 
,?$ A .  I1 IS my undersundine they are cnlcrcd 
411 tn the provision of  access and I am not sure whal 

,si Q. Telepon would be another entrantto 
to your underrimding? 
vi A.  I am not familiar with Telepon's 
(ai marks1 share again or what they arc providing in 
(91 chc rule of Flondi. 

(10, Q. But they arc another cnlnnl. correct? 
(111 A. It is my undersunding that they are 
(11) providing some scrviccs in local exchange markets 
1t11 ofsome type. 
1161 Q. Doesn't GTEofferlocal toll service as 
( 1 5 )  panof apackage with basicerchange service? 
1161 A. By local to11 do you mean in1nLATA 
1171 toll? 
(111 Q. Yes. 
(19) A. I'm not sure. I1 is my undenunding 
@m they are offering some bundled packages where 
01) they are combining toll and local services 
mi together. 
N) Q. Don't the vas1 majority of GTE 
(20 reridenrial a d  business customen purchase that 
(25) local toll fmm GTE? 

else they may be providing. 

plre Icn 
( I )  A. I do not have market share figures for 
ni the in1nLATA toll market. aa I don7 know. But 
11) I suspect that is probably me.  
(41 Q. Isn'r the contribution hat G l Z  
(I) receives fmm local wll an impomnf S O U K ~  of 
to con~ribution w GTE? 
m A. Iwould imagine they are nuking 
(1) handsome pmfiu. If you wish to call Ih.1 
m coniribution. h e n  you may do aa. 

(to1 Q. Let's continue w call it 
t i t )  contribution. Docsn'the conuibution from 
1111 local wll belp keep basic crchMgc prices low 
(13) forGTEcuswmen? 
(10 A. Thrr is an irucrestiw question. I 
tis) have wondered for sevenl  yean m w  where hor 
(16) profiugo. AsIiadiuledIlhinka~duvery 
(In froalof hhdepoai t ioa hen ia wwidcnble 
tin d e h e  in he economkr li*nlure u lhia poim 
(in u m wbeher l o u l  xrvisu rrccivc my subaidy 
om w t u u a r e r .  If h e y  LIC DM receiving a subsidy. 
at) then those pmfiu are not going m bold hem 
(PI low. They are going either w du swctholdcn 
(nI or they are going m pay for imfficielvier 
(10 within he  firm. 
125) Q. So lhe answer is you don't whether du 
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( I )  conmburions from local to11 help keep basic 
,? I  exchange prices low for GTE customers? 
OI A .  I have seriousquestions aboutwhclher 
(41 that tithe care. 
O I  Q. What is your basis forthose questions? 
10 A .  The debate about whether IocalSeWlcc 
(71 covers its costs or not. 
,at Q. Wal is your basis for thinking that 
lei those people who in rhc alleged debale say that 

1101 itdoesn'l help keep prices low are corrccl? 
1111 A .  Again. I haven'trcachcdafirm 
t t i i  conclusion. I said I had serious questions. and 
I I J I   heq questions hingcon wha~the lNhOfIhe  
1141 maner is in that debate. 
t is1  Q. You just don't know? 
(16) A. And I do not know which side is 
117) acnully correct. 
(10 Q. All right. WhcnATkTpurchaseSlocal 
1191 ercbngc  services for resale. do you know whether 
114 it will purchase Id wll from GTE or 
nti altenutirely self-provide local Wll? 
111) A. I do not know whai ATkI's plans rre. 
011 Q. If ATBTdoespmvide l o u l  wll. won? 
n61 GTE lose this source ofconuibution when ii 
mi loses reuil customers? 

.' . 

eye lo4 
(1) A. Tba1 is anomer area ha1 h subject W 
n) debars. When GTE loser M inmLATA wll 
0) cuswmer w acompetiwr. k itAT&T, MCI. 
14) wbosver. it loses the maqin on h e  wll x n i c c .  
cn It a h  saves the cost ofproviding h e  toll 
(6) service and it e a r n  he  margin on the rccera 
m service that it is providing. On MI. wbeher 
111 iupmfiugoupordownhrnohercmpirical 
(e) question. 

(10) Q. You don'l know the answer w? 
( 1 1 )  A. Ih . lwedo~1harcheawwcrm.  I 
1121 can say chat I bare done row 
(IR issue wihaindwwdcnrbcrearAubumand 
(la) John Mayo. md the empi r id  resulu lhu we h v e  

1161 hhmr*.lly hu he gmrtb of iamLATA mll 
tin wmpcotionpll~upwudpreuunonbul nea 
tin whist b wtut your position would be. We fwd 
(in t h a l h e l r u w e r i a m . i ~ h u m ~  Totkcrtcm 
m dure h u  bccn i n m U T A  PI1 competition m thia 
at) p i n 1  in b e .  here hu k c n  m iasreue h 
mi loul n e s .  surLticllly aigniRunt incruac 

ns Q. Hu Ih.1 m d y  been publiahrd? 
0s) A. No, i l tus 1101. 

on mi 

( I D  fOUld - Ud W h U  WC WClc  h k h #  II b U k d y  b 

NI I h . l W C C M f & d .  
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(11 Q 1% ~tavmlablc? I s  I I I  written sludy 

01 A.  Yes. I t  IS I paper that I S  wrlttcn. 
MI We hare not published i t  yet. 
01 Q. Have you submitted 11 for publication? 
(61 A. Wc submitted it and are currently in 
$7) the processofreviring it and wil l be submitting 
(81 11 wheneverwe get same lime to work on it. to 
(91 rend i t  back oul. It is ready w send back out. 

1101 I believe. 
(III Q. I f  ATkTprovides local to11 and GTE 
in1 loses a customer to AT&T that i s  taking th is  
111) source of Significant contribution or profit. you 
1141 arc saying that GTE won't lore the source of 
(is) contribution when i t  l o u s  the retail customer? 
116) A. Again. the theory i s  that you lose the 
tin contribution but you also lose the cost of 
111) providing that service m the end customer and 
(in you now sell access at a substantial markup above 
~m cost to whoever i s  serving that customer. 
(11) Q. When you say you don't have m pay the 
tu) cost of providing B e  service. Be loll service. 
m) when you u y  there iscontribution. dwsn't that 
(241 man that what you get from ATBT is far greater 
(w) than what you pay to provide it? Do you want me 

121 perre? 
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(11 to rephnse that? 
01 A. The conuibution with the sale ofthe 
01 1011 will d i u p p r .  I think my point was the 
(*I toul contribufion i s  not the revenues that ~ 1 s  

(91 lost. It i s  something smaller than the revenues 
16) because you also save the costs. So the true 
(n contribution i s  smaller than the total revenues 
to Youlose. Offsellin#th.lrretheacceu 
on contribution. if you will. or pmfiu in the d e  

1101 of the access m this outside provider now. 
(11) Q. ButthrtdcpendronGrr'scontinucd 
(11) ability lo make thar d e ,  docs it w17 
(11) A. Itdcpendronthcirmo~polypowcrand 
(to pmvisionof.cserswnis+rwbuhIthinLir 
(1s) beyond dispute. 
(16) Q. Whataboutundertheictuthe.stis 
fin implcmenud? Willth.tsonlinuemeriui.your 
1181 view? 
fin A. I h o p  it w0n.L Am you W k i  lboul 
w the pricing of asseu xrvker? 
1111 Q. I t h i n k d u r i 1 w b . t y o u ~ 1 s o l t i  
1111 about. isn't it? 
el) A. Yes. R u t  i s  markup I think - of 
I241 coune. the FCC h u  not yet held mtir w e a s  
fa docket. So I redly don't know what they am 

( 1 8  going wdoonthit .  I hopctheydoiherlght 
811 Ihlng. Ican'tbcccrcainofIhl. 
111 Q. Has anybody clsc reached I finding 
1.1 similar to yours. tf that I S  what you have found. 
01 that loss ofthc toll will nor O v e r i l l  have an 
161 adverse impact on contribution to CTE? 
in A. I think there i s  a paper by Mark 
fa1 Scavcrs that was published in a book that makes 
191 very similar type arguments. 

1101 Q. Mark Scavcrs? 
(111 A. Yes. I don't know if  - 1 think he may 
1111 have had some empirical evidence in his paperas 
1131 well. but Iamnolruieaboutthat. 
(141 Q. When GTE or another incumbent sells 
( IS1  toll and local exchange as a bundled package. as 
it61 you said you think happens. and when the -if. 
(In becauseyoudon'tknow.butifth~priccBatGTE 
(181 charges for the basic exchange i s  affeclcd by the 
I 1 0  price it charges for local wll. thenundcrlhese 
fm) assumptions isn't the relevant reuil price that 
011 should be used to calculate wholesale price 

(23) the local services? 
aB A. No. I don't think M. 
an Q. wby not? 

m, d l y  equal w the bundled cost O f  the toll ami 
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11) A. If the new enmnl is purchasing a 
0) local KrviCe and they are not purchasing the 
0) bundled senicer. the new entnnt that is 
(4) PI'ChUinK the loci1 service. then it certainly 
u) would not nuke KW W include the i n I n W 7 A  
161 loll U pati Of a bundle simply bcuuw GTE had 
m chownwcncage inwhatis incffectatyin~ 
(8) arnngement in the u1.s of its outputs IO i ts 
m cuswmen. 

fim Q. Isn't the price that the ALEC is p a y i q  
~til.affccud by thelo-calledyiqa;reewnt? 
fin A. I t u m i r d y  makes it harder for them 
IIJI m get in the market and compctc in me presence 
I t 0  ofdl8tyinI a ~ e m r l u .  
[in Q. Why docs it do dl81 if the - and again 
1161 we are d q  if Ihc plise for the buk 
(in cxshuye  irlowcruatelvltoftheprise for 
[in tbe 1011. why docs lbrf &e it more d i f f m l t  
iir) lor~cnrmum~meinundertheavoidedco~t 
rn wbdolofi that the animposer? 
311 A. IMI lorry. h a f m i d  I've gotten 
P) lost here hthisexamplc. You b v c  cot tho ILEC 
u) selling a bundled Icnice? 
PI 9. Yes. 
2n A.Atapriceof- 
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I t t  Q I don't think rhs price I S  r c l c v m t  Io 
a Ihe rrrrnple. What I have said. and I think you 
111 agreed. 8s that they frequently do sell to11 and 
w local -baric local exchmge as I bundled 
01 package. I think you testified that at was your 
161 understanding although you weren't sure that that 
111 frequently happened. Then I asked you whether 
113 the contribution mat they make on the local toll 
191 hclps keep the pnce low on the basic cxchanp. 

110) and you raid you didn't know. So in the 
( I I I  hyporhetd Iamiskingyoutoas~umetharit 
I I Z I  does. Under that assumption. doesn't the 
1111 existence of the so-called Iying arrangement that 
1161 lowers the'pricc on the basic exchange service 
t is)  nuke i t  easier under the avoided cost method for 
( t o  the entnnt to corn in? 
1171 A. Letmcirytoriscabovethisjustr 
(It) moment and uke a broader view. You are 
1191 claiming - I believe I hear you claiming that 
Rol lower prices pmmote entrant. that lower prices 
at) for reuil inpuu promote entry. 
mi Q. I think what I am suggesting to you ii 
a31 that under the awoided cost method whccrrin the 
Wl price that i s  going to be paid ir delermined by 
(SI the reuil price. that Ihe lower that basic price 
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(11 is. the easicrenq wil l be. yes. under Be new 
ai act which calls for the avoided cost methodology? 
(11 A. No. I think that ir silly. If entry 
141 we= encouraged by loweroutpucpricer. ~ ~ u p p o ~  
tal the price of the reui l  service went to a dimc a 
161 month. do you think a thiny perrent discount 
m would promote entry. a forty percentdiscount, a 
181 hundrcd percent discount would pmmote entry? I 
in don't think so. Maybe a hundmd percenc would. 

114 but a ninety percent wouldn*t. Because the price 
111) i s s o  farbelow thecortattharpoinrdut 
112) nobody can compete with any discount. 
tin Q. I s  it realistic w -when the price 
114) (h.1 is acrually char@ in the real world ir a 
lln bundled price whicb Utes inw .5coum1 both roll 
1161 a@ the basic eichuyes. is i t  ruI i l& m 
tin rimply call the price w break th.ldown. 
tin unbundle it. even u Ibc priu w u  bur4 on tbc 
on urumpionofbundl i i?  l s i t a l l u i c w u l l  
(ID) the price for avoided cost w d t o d o l o ~  b u d  on 
ttl i  the unbundling? 
mi A. We are back w the guntion o l n k v u r  
an mrkeu. Yer.Ithinkitis. I t h i n l ~ I ~ r c h c  
1141 local exchange service and i n v r W T A  toll am 
N) separate mrkeu fmm an economic point of view. 
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* I D  I think as such the pricmg guest~ons need to be 
I!) kcpt scparale. I also lhtnk that nnnr 
(11 irrmgcmcnts m general are not anticompetitire. 
CWI However. when they are implemented by afirm w x h  
is1 substrntd monopoly power. they can be very 
(61 anncompcclll*r. There i s  a huge lirenrure on 
171 that. 
(11 Q. Why do you consider them separate 
191 markets if they arc invariably sold. and le1.1 

1101 assume that they arc. invariably sold by GTE as a 
iiii bundle? 
1111 A. Justbecausconcfimr,asyousay 
1131 invariably. whichIguestionlbsydo. sellsthem 
1141 as a bundle. they may offer them as a bundle but 
IISI consumers may not choore them as a bundle. 
1 1 4  Q. Let's assume that they are sold 
1171 invariably or almost invariably as a bundle. 
Its1 A. By the incumbent firm. They are not 
tt91 sold invariably by new enmu u a bundle. In 
POI fact. they are generally sold sepuue. 
01) Q. We don't know because there aren't new 
01) entrants. correct. right ww? 
0 3 1  A. I thought you indicatrd them were. I 
a61 am willing to admit there mn*t  any rignificant 
(SI one,. 

we LIZ 
111 Q. If there iren't. then shouldn't the 
a) market be defined by what the ody person who ir 
13) n u k i w  those wlcs w a s i p i f i u n t  degree doer? 
(6) A. Abroluttly not. Whccrr that tlrmhu 
cn nu~etpoweryoudon'r~owthatt lna w 
(0 determine what the mutu is. If we did dut. 
rn antitrust would just be hand rrmtu in trying to 
($1 a u u k  monopolies in gencnl because Ihc 
r)) monopolist could simply define me d e t  by 

110) bundling with some otherproduct and. 

i t a  9. What if ATbT and other acw COIM(( M 
(111 presw-cbungo. you dorl ' tbvr a mowpoly. 

its1 atso pl inn iw to package tbcm Ibc ymc way. mi 
114) il. w sell both to;etheR 
iin A. IfduthamartetouDsomcina 
11.) competitive envimnmcnt, &en in th.l uy 
iin buadliw ir not uuicompdtivc. lRuuail hi 
itn ~ I P P ~ M .  I mint you neul m replnoc &e prie i i  
[in iuuer benccn mcrc NO muteu. 
30) 9. Butyoudon'tLaowwbrtbcrATLTL 
n u  planning w bundle chcm that way. do you? 
PI A.No.Idon'l. I t h i n t w e w i l l f d m t  
ut whenand i fwe do b v e  the e- wbichdepeadr. 
24) of counc. on what me c o ~ i o n  daer in this 
UI hearing. 
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111 Q. IfAT&Thissuggrstedthitthcyplanto 
121 go that way. wouldn't that be cvidence that that 
131 IS what IS going 10 happen In the new market that 
i a i  you are describing? 
i s )  A. Again. I think if  it is a naNraI 
(61 market outcome from market forces. then I think 
in that IS fine. If compelilion is present and 
(81 driving those outcomes. thal's fine. Until that 
191 happens. I think these need 10 be viewed as 

(101 separate markets. They have historically been 
(III separate markets. Consumers have purchased them 
(12)  rcparate in other markets and continue to do IO. 
IIY) And you cannot allow an incumbent firm with 
tio monopoly power to tell you what the relevant 
I I S I  market is simply by its bundling or tying 
(161 amngemenu that it chooses to implement. 
tin Q. Youdon'lknowonewayortheother 
(181 whether thai same bundling will continue? 
tin A. Ithinkifyoulwkfarenoughinthe 
m h~re I think probably lot of services will be 
a t )  bundled. All lon:disuncc. local and perhaps 
a11 entettainment serviccs andofher things. But 
(ut hopefully that will be driven by competitive 
01) market forces and consumer preferences. not by 
17% GTEs corponte decisions of what to price 
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( 8 )  wgcthcrorwhatto price separately. 
(2) Q. Aren'rthosed~isioNNbjectto 
o) regulatory review? 
(4) A.To~mcertentinthecumn1regime. I 
(5) suppose there is some regulatory review. I am 

m regime. 
to  Q. You are the author of a paper called 
(9) Local Competition Issuer and the 

(in Telecommunications Acr of 1996. are you mi? 
i t t i  A. Ik l ieveyouuerefemngwthc  
(io paper chrr w u  fded in Viwinia? 
ti)) Q. Correct. 
(141 A. Yes. Iamheco-auhoronthup.par. 
(111 Q. Your co-auhon on hi paper iDcluda 
(18 Professor Michral Crew and Pmfeuor h u t  
(in Kleindorfer? 
(18) A. Y u .  
(in Q. Havcn'r they writtenon thc ecoaomics 

ai) A. Ibelicverhey have. 

(UI mnomics w h e  posul services. haven't h e y  
a 4 1  endoncd ECPR u an appropriate method for 
(as) pricing unbundled rmnopoly elements? 

(6) IWISUICW Wh.1CXtentUndCr thCpr iCCC~p 

Ro) of the posul rcn*c? 

Q. Haven't they in he i r  writings on the 

- 
ill A.  You would have to ask them abouttheir 
121 writings. I .  frankly, have no1 even read what 
(31 they hare done on porul ICIV!CCI. 

161 Q. So you don't know also whether they 
(SI endorse the end user fee as a method of making 
161 the posul service whole? 
(I) A.  No. Ido not. 
(81 MR. MIRENGOFF: Thatconcludcs my 
I91 queslions. I don't believe we have any 

(101 redirect. 
(111 
(121 (Whereupon. at 4:45 p.m.. the taking of 
(111 the insunt deposition ceased.) 
114 
os) Signature of the Witness 
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(in 
W) 
at) NOTARY PUBLIC 
m) My Commission expires: 
0 3 )  
a9 
N 

(16) 

plpc 116 
(1) 
0) CERTlFICAIE O F  REPORTER 
0 
(41 STATE OF ALABAMA) 
IS) JEFFERSON COUNTY) 
in 1. Paige Paugh. the officer before whom 
m the foregoing deposition w u  aken. do hereby 
tn certify that h e  wimess whose testimony appears 
( i t  in the fore:oing deposition was duly sworn by me; 

(10) lhrthe tesanmny of wid wimess w u  uken by 
titi mc w mC k s r  of my ability and thereafter 
1121 d u d  m ypyriting under my direction: that I 
(if) a m n e i ~ h e r c w a u l  for. relied IO. aorcmployed 
1141 by m y  of mC panics w h e  action in which mi 
(ID deposition w u  faken. d fumhhcr th.1 I am MI a 
(10 rehtive or employee of MY altorncy or c w n ~ ~ l  
(in employed by h e  prrics hcrew. nor financially 
(in or ofherwise inrcrencd in he ou~some of he 
11- action. 
m 

mi Noury Publii in d for 
N) the Suo of Alahnu 
04) 

RII 

at1 




