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WITNESBES

NAME PAGE NO.

ALPHONSO J. VARNER
Direct Examination By Mr. Marks 98
Prefiled Direct Testimony Inserted 106
Prefiled Rebuttal Testimony Inserted 172
Cross Examination By Mr. McGlothlin 290
Cross Examination By Ms. Wilson 291
Cross Examination By Mr. Willingham 296

EXHIBITS

NUMBER ID. ADMTD.

3 AJV-1 through AJV-3 104

4 Composite of AJV-4 through 105
AJV-7

5 AJV-8 287

6 AJV=-9 287

7 AJV-10 287

8 AJV-11 288

9 AJV=-12 288

10 AJV-13 288

11 AJV-14 289

12 AJV-15 289

13 AJV-16 289

14 AJV=-17 290

15 AJV-18 290
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PROCEEDINGSS
(Transcript follows in sequence from

Volume 1.)

ALPHONSO J. VARNER
was called as a witness on behalf of BellSouth
Telecommunications, Inc. and, having been duly sworn,
testified as follows:

DIRECT EXAMINATION
BY MR. MARKS:

Q Mr. Varner, would you please state yocur name
and business address for the record.

A Yes. My name is Alphonso Varner. My
business address is 675 West Peachtree Street in
Atlanta, Georgia.

Q Mr. Varner, are you the same individual who
filed -- how many pages of prefiled testimony?

Sixty-six pages of prefiled testimony in this matter.

A Yes, I am.

Q I'm sorry. Direct testimony in this matter.
A Yes.

Q Do you have any additions or deletions or

corrections to that prefiled testimony?
a Yes. I have a couple on the -- or a few on
the direct. On Page 11, Line 23, there's a reference

to the conference report, and it says "at 149", It

FLORIDA PUBLIC SERVICE COMMISSION
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should be "148",
Q Is that on Line 237
A Yes, it is.
CHAIRMAN JOHNS8ON: It should have been what?
WITNESS VARNER: 148 instead of 149.
CHAIRMAN JOHNSBON: Thank you.
WITNESS VARNER: On Page 22, the sentence

beginning on Line 14 and ending on Line 16, should be

stricken.

Q (By Mr. Marks) I believe that was stricken
during --

A That was stricken during my deposition. I'm

just making it here to make the testimony conform with
what was discussed in the deposition.

On Page 44 at Line 25, the end of that
sentence "and to the extent that it is technically
feasible superior," those words should be stricken.
That requirement was vacated by the Eighth Circuit.

COMMISBIONER CLARK: Mr. Varner, I'm sorry.
Would you give us that page number and line number
again?

WITNESS VARNER: Page 44, Line 25. And it's
the words "and to the extent that it is technicallly
feasible superior.™ That requirement was vacated by

the Eighth Circuit.

FLORIDA PUBLIC SERVICE COMMISSION
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Similarly, on Page 49, starting at Line 20,
to the bottom of the page, continuing over to Page 50,
Line 2 through the word "previously," should be
stricken. All of those requirements were vacated by
the Eighth Circuit.

COMMISSIONER GARCIA: What page? I'm sorry,
Mr. Varner.

WITNESS VARNER: Page 49, beginning at
Line 20.

COMMISSIONER KIESLING: And going to where?

WITNESS8 VARNER: Page 50.

COMMISSIONER KIESLING: So the entire answer
to that question --

WITNESS VARNER: It ends up with one
sentence remaining, starting "Rule 51.217" is all that
remains. All of those other rules were vacated by the
Eighth Circuit.

And then on Page 52, Line 13, the word
"retroactively" should be stricken. The true-up
mechanism in Florida was not retroactive.

Now, with respect to my Exhibit 3, it refers
to many of the FCC's rules.

COMMISSIONER CLARK: Mr. Varner, that
confuses me. They will be trued up; is that right?

WITNESS VARNER: Right, but not

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

101

retroactively. I'm just striking the word
"retroactively." They will be trued up, but they will
not be trued up retroactively to --

COMMISSIONER CLARK: How do you true
something up retroactively?

WITNESS VARNER: What you would do is you
would go back to the date that they actually ordered
the service and you would change the rate from that
date in the past all the way up to the date that you
actually changed it, and you would either bill them
more or make refunds.

COMMISSIONER CLARK: And what you propose to
do is just change the rate going forward?

WITNES8S VARNER: That's correct.

COMMIS8STONER CLARK: Okay.

COMMISSIONER GARCIA: Which exhibit are you
on, Mr. Varner?

WITNES8S8 VARNER: It's Exhibit 3. And the
only changes I'm making here are to delete the rules
that were vacated by the Eighth Circuit. The first
one is on Page 3, and it's the rule that's in
parentheses, number 4, "That if so requested by a
telecommunications carrier," so forth. That rule was
vacated.

Q (By Mr. Marks) Mr. Varner, you're

FLORIDA PUBLIC SERVICE COMMISSION
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sponsoring those exhibits. I think they are Exhibits
AJV~1 through AJV-12 -- through 7. I'm sorry.

A Yes.

The next one on is Page 4 and it's C at the
bottom. That rule was vacated also.

CHAIRMAN JOHNSON: Mr. Varner, where are
you?

WITNESS VARNER: Page 4 of Exhibit 3.

COMMISSIONER KIESLING: Do I understand that
that goes over then onto Page 5 so that all of Rule C
is —-

WITNESS VARNER: 1It's all of C.

COMMISSIONER KIESLING: Okay.

A (Continuing) Likewise, on Page 22 of
Exhibit 3, Rules 51.205 and 51.207 were vacated. And
the last one is Page 24, Rule 51.703 is applicable to
CMRS providers only. It was vacated with respect to
everyone except CMRS providers.

COMMISSIONER KIESLING: What exactly --
change do you want to make?

WITNESS VARNER: That it would be --

COMMISSIONER KIESLING: Am I inserting
language?

WITNESS VARNER: No, you would just have to

make a note. The way that the Court did it is they

FLORIDA PUBLIC SERVICE COMMISSION
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said, "This rule is vacated to the extent and applies
to anyone other than CMRS providers."

Q (By Mr. Marks) Mr. Varner, does that
address your exhibits on direct?

A Yes, it does.

MR. MARKS: All right. Madam Chair, we
would request that his direct testimony be inserted
inte the record at this point as though read.

CHAIRMAN JOHNSON: It will be so inserted.

MR. MARKS: We would also request that his
exhibits be marked appropriately.

CHAIRMAN JOHNMS8ON: Okay. Would you like
them marked as a composite exhibit?

MR. MARKS: Yes, that will be fine.
Composite exhibit, I guess it would be 4, 3 or 4.

CHAIRMAN JOHNSON: It's Exhibit Number 3.

MR. MARKS8: 37?

CHAIRMAN JOHNSON: Uh-huh.

COMMISSIONER KIESLING: And just so that I'm
clear, that is AJV-1 through 3.

MR. MARKS8: Through 7.

COMMISSIONER KIESLING: Attached to -- all
of that that's attached to his direct?

MR. MARKS: That's correct.

Q (By Mr. Marks) Mr. Varner --

FLORIDA PUBLIC SERVICE COMMISBION
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A I'm sorry.
Q Through 3, AJV-1 through 3 are attached to
your direct?
CHAIRMAN JOHNSON: Say that again, because
I'm not ~-
MR. MARKS: AJV-1l through 3 will be marked
as Exhibit 3, Composite Exhibit 3.
CHAIRMAN JOHNSON: We'll mark that as a
composite exhibit, AJV-1 through 3.
(Exhibit 3 marked for identification.)
Q (By Mr. Marks) Mr. Varner, did you also

prefile rebuttal testimony in this matter?

A Yes.

Q Consisting of 95 pages?

A Yes.

Q Do you have any corrections or additions to

that testimony?

A There is one correction in that testimony
and it's on Page 87.

Q wWhat was that page again?

A 87, on Line 21. THhe word "combination"
should be "provision".

Q Were there exhibits attached to your
rebuttal testimony?

A Yes, there were.

FLORIDA PUBLIC SBERVICE COMMISSION
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Q Are those exhibits AJV~-4 through 77

A Yes, they are.

Q Are there any corrections to those exhibits?
A No, there are not.

MR. MARKS8: Madam Chairman, we would request
that his reuttal testimony be inserted into the record
at this point as though read.

CHAIRMAN JOHNSBON: It will be so inserted.

MR. MARKS: And that his exhibits be marked
-- rebuttal exhibits be marked as Composite Exhibit 4.

CHAIRMAN JOHNSON: It will be marked as
Composite Exhibit 4, short titled, Composite, AJV-4
through 7.

(Exhibit 4 marked for identification.)

FLORIDA PUBLIC S8ERVICE COMMISSION
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BELLSOUTH TELECOMMUNICATIONS, INC.
DIRECT TESTIMONY OF ALPHONSO J. VARNER -
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 960786
July 7, 1997

. PLEASE STATE YOUR NAME, ADDRESS AND POSITION WITH

BELLSOUTH TELECOMMUNICATIONS, INC.

. My name is Alphonso J. Varner. | am employed by BellSouth as Senior

Director for Regulatory for the nine state BellSouth region. My business

address is 675 West Peachtree Street, Atlanta, Georgia 30375.

. PLEASE GIVE A BRIEF DESCRIPTION OF YOUR BACKGROUND AND

EXPERIENCE.

. I graduated from Florida State University in 1972 with a Bachelor of

Engineering Science degree in systems design engineering. | immediately
joined Southern Bell in the division of revenues organization with the
responsibility for preparation of all Florida investment separations studies

for division of revenues and for reviewing interstate settlements.

Subsequently, | accepted an assignment in the rates and tariffs
organization with responsibilities for administering selected rates and tariffs

including preparation of tariff filings. In January 1994, | was appointed

-1-
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Senior Director of Pricing for the nine state region. | became a Senior

Director of Regulatory in August 1994.

. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

. The purpose of my testimony is to provide information which will assist the

Florida Public Service Commission (hereinafter referred to as “the
Commission”} in fulfilling its consultative role under Section 271 of the
Telecommunications Act of 1996 (the “Act”). My testimony will . 1) provide
an overview of the requirements BellSouth must fulfill to achieve in-region
interLATA relief; 2) provide data to demonstrate BellSouth's compliance
with Section 271(c){(1)(A) and/or Section 271(c)(1)(B); 3) explain why this
Commission's proceeding for interLATA entry is timely; 4) discuss the
basis for the BellSouth Statement of Generally Available Terms
(“Statement”) pursuant Section 252(f); and 5) define the obligations of
BellSouth to comply with the 14-point checklist as required under Section

271(c)(2XB).

. WHAT IS THE GOAL OF THE TELECOMMUNICATIONS ACT OF 1996

AND SECTION 271 IN PARTICULAR?

. The goal of the Act is to promote the development of competition across all

telecommunications markets. BellSouth is aggressively moving forward to
open the local exchange to competition on both a facilities-based and

resale basis through negotiated and/or arbitrated agreements with

-2-
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competitors. In furtherance of this goal, Section 271 of the Act establishes
the criteria that the Bell Operating Companies (BOCs) must meet in order
to enter the in-region interLATA services market as defined in the Act.
Section 271 also outlines the roles the Federal Communications
Commission (“FCC”), the state commissions and the Department of
Justice (“DOJ”) play in the process created by Congress by which BOCs

gain authority to enter the interLATA long distance market.

. WHAT DO YOU VIEW AS THE GOALS OF THIS PROCEEDING?

. First, BellSouth is filing with this Commission a draft Statement and will file

an actual Statement in the near future pursuant to Section 252 of the Act.
Under Section 252(f)(3), this Commission will then have 60 days to review
the Statement after BellSouth's submission. BellSouth is asking that this
Commission find that the Statement complies with the competitive
checklist found in Section 271(¢)(2)(B). BellSouth also believes that this
Commission’s Orders in the AT&T and MCI arbitrations include provisions
that have resulted in agreements that comply with the checklist. In
addition, BellSouth has entered into over 55 local interconnection
agreements in Florida and over 150 local interconnection agreements

region-wide that provide items required by the checklist.

It is also important for the Commission to assess the current market
conditions existing in Florida. This assessment will assist this Commission

in consulting with the FCC as to whether BellSouth has met the
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requirements of Section 271(c)(1)(A) (“Track A”) or Section 27 1(c)(1)(B)
(“Track B").

. WILL BELLSOUTH AUTOMATICALLY RECEIVE IN-REGION INTERLATA

RELIEF UPON THIS COMMISSION'S RULING THAT IT IS NOW IN
COMPLIANCE WITH THE CHECKLIST?

. No. The determination of whether BellSouth should be authorized in-

region interLATA relief will be made by the FCC. BellSouth must make its
application to the FCC for authorization to provide in-region interLATA
services. The FCC must grant this permission once it determines that the

requirements of Section 271(d) of the Act have been met.

. SHOULD THE COMMISSION CONTINUE WITH THIS PROCEEDING IN

LIGHT OF THE FCC’S RULING ON THE SOUTHWESTERN BELL (SBC)
OKLAHOMA APPLICATION? [ISSUES 1A and 1B]

. Yes. First, BellSouth does not agree that the FCC has properly interpreted

the Act in its SBC decision. The FCC’s decision establishes a “Black Hole”
between the Track A and Track B provisions of the Act. BellSouth does
not believe that Congress ever intended for the FCC to create a situation
where our competitors could effectively decide when customers can enjoy
the benefits of competition in the long distance market through in-region

BOC entry.
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Regardless of the FCC's actions on the SBC petition, this proceeding is
still important for the following reasons. First, approval of the Statement,
independent of Section 271 concerns, will allow any new Alternative Local
Exchange Company (“ALEC"), particularly smaller ALECs who have found
the negotiation/arbitration process too costly to pursue, to compete without
negotiating/arbitrating separate agreements. Second, the Statement may
be used to demonstrate checklist compliance under either Track A or
Track B. This proceeding is necessary to allow this Commission to
respond to the FCC within the 20 days as specified in the FCC'’s
procedural requirements. Further, under Track A, if an agreement with a
competitor does not address a particular checklist item, a Statement may
be used to supplement the agreement and show checklist compliance.
Finally, under Track B, the Statement itself supplies all the elements of the

checklist and is required by statute.

Additionally, Track A/Track B is a federal, not a state issue. The Act
requires the FCC to consult with this Commission concerning compliance
with Track A/Track B provisions and the competitive checklist. This
Commission’s role is consultative -- the approval decision is the FCC's.
The Act makes it clear that the BOC has the ability to file under either
Track A or Track B depending upon the facts in existence. BellSouth’'s
position from the outset has been that it is ultimately the role of the FCC to
make a determination as to whether the requirements of Section 271 have
been met. Since the FCC’s decision is limited to an evaluation of Track A

versus Track B based on conditions in Oklahoma at the time of SBC's
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filing, nothing in that FCC decision changes the need to go forward with

this proceeding.

. WHY SHOULD THE COMMISSION ACT NOW IN MAKING ITS

DETERMINATION THAT BELLSOUTH IS IN COMPLIANCE WITH THE
14-POINT CHECKLIST? [ISSUES 1A and 1B]

. There are several reasons why it is important for this Commission to act

now. First of all, a positive response from this Commission will hasten the
day when consumers in Florida will see the benefits of increased long
distance competition. Also, positive action on BellSouth’s requests will

likely accelerate the development of local competition in Florida.

Once BellSouth files for interLATA entry with the FCC, this Commission
will have 20 days to tell the FCC whether BellSouth has complied with the
checklist. To meet this 20 day deadline, Chairman Hundt of the FCC, in a
speech on February 25, 1997 before the National Association of
Regulatory Utility Commissioners (NARUC), stressed “the importance of
states completing their analysis of Bell Operating Company’s compliance
with the Section 271 requirements prior to the date that the company files
its application with the FCC.” One result of this docket will be to position
this Commission to provide the FCC with a record to support the
Commission’s recommendations concurrent with BellSouth’s filing with the
FCC. Acting promptly will greatly enhance this Commission’s ability to

fulfill its pivotal role in the interLATA entry process. BellSouth firmly
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believes that it will meet the checklist requirements upon approval of its
Statement. The Statement can be used alone or in conjunction with

approved negotiated or arbitrated agreements.

In the unlikely event this Commission does not agree, it is still important for
the Commission to act now. Advising BellSouth of this Commission’s
views and the reasons for them at the earliest possible time will advance
the day when any perceived deficiencies can be remedied. If BellSouth is
not made aware of the views of this Commission, whatever they are, until
after its application is filed with the FCC, consumers in Florida will be
disadvantaged. They will be deprived for a longer period of the benefits
from increased interLATA competition that BellSouth can offer. It is vitally
important to the consumers in Florida for this Commission to act

expeditiously and with specificity.

. WHY SHOULD BELLSOUTH BE PERMITTED TO OFFER INTERLATA

SERVICE? [ISSUES 1A and 1B]

. Congress has specified the requirements necessary to open local markets.

In compliance with these requirements, BellSouth offers all local
competitors interconnection on non-discriminatory terms which include the
opportunity to exchange traffic with BellSouth, to purchase unbundled
elements of BellSouth’s local network and to buy retail services at
wholesale rates. BellSouth has lived up to its duties under the Act and has

satisfied the core preconditions for entry into the interLATA market in
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Florida -- meeting the 14-point checklist. Specifically, with regard to the

checklist, BellSouth asks this Commission to confirm that it has
responsibly carried out its duties. Given that BellSouth has met the Act’s
requirements, there is no doubt that customers will benefit from interLATA
entry by BellSouth. There is no sound policy reason to continue to delay

customer benefits from such entry.

GENERAL OVERVIEW OF SECTION 271 OF THE ACT

. WHAT IS THE ROLE OF THE FCC WITH REGARD TO OPENING THE

INTERLATA MARKET TO ALLOW BOC COMPETITION? [ISSUE 1]

. BellSouth must file an application for interLATA relief with the FCC. Under

Section 271(d), the FCC shall issue written documentation either
approving or denying BellSouth’s application within 80 days after receiving
the application. Further, the requested authority must meet the separate
affiliate requirements of Section 272. Finally, the FCC must determine

that the requested authorization is consistent with the public interest.

. WHAT IS REQUIRED OF BELLSOUTH UNDER SECTION 271 FOR

INTERLATA ENTRY? [ISSUES 1A, 1B, 2-15, and 17]

. In order for the FCC to approve BellSouth’s application for in-region

interLATA relief, BellSouth must meet certain conditions specified by the

Act. Those conditions, defined in Section 271(d)(3), are as follows:

8-
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“(A) the petitioning Bell operating company has met the requirements of
subsection (¢)(1) and (i) with respect to access and interconnection
provided pursuant to subsection (c)(1)(A), has fully implemented the
competitive checklist in subsection (¢)(2)(B); or (ii) with respect to access
and interconnection generally offered pursuant to a statement under
subsection (c)(1)(B), such statement offers all of the items included in the

competitive checklist in subsection (c)(2)(B);

(B) the requested authorization will be carried out in accordance with the

requirements of Section 272; and

(C) the requested authorization is consistent with the public interest,

convenience and necessity.”

Finally, Section 271(d) requires a BOC to file an application with the FCC
for authorization to provide interLATA services on a state-by-state basis.
There are no other requirements that BellSouth must meet to receive

interLATA entry.

. WHAT IS REQUIRED UNDER SECTION 271(c){(1)(A) AND SECTION

271(c)(1)(B)? [ISSUES 1A and 1B]

. These subsections provide two alternative means by which BellSouth can

fulfill one of the requirements of Section 271(d)(3). Under both of these

9
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provisions, BellSouth must also comply with the requirements of the

competitive checklist in Section 271(c)(2).

In order to satisfy Section 271(c)(1}{(A), BeliSouth must show that it “has
entered into one or more binding agreements that have been approved
under Section 252 specifying the terms and conditions under which the
Bell operating company is providing access and interconnection to its
network facilities for the network facilities of one or more unaffiliated
competing providers of telephone exchange service to residential and
business subscribers. Such telephone exchange service may be offered
by such competing providers either exclusively over their own telephone
exchange service facilities or predominantly over their own telephone
exchange service facilities in combination with the resale of the

telecommunications services of another carrier.” (Track A).

Section 271(c)(1}(B) allows BellSouth to file an application with the FCC
requesting interLATA authority even if no facilities-based competition
exists that allows BellSouth to meet the requirements of Section
271(c)(1}A). In this case, a Statement pursuant to Section 252(f) of the
Act must be effective. This Statement must be available for competitors to
use to compete in the local exchange market. These terms and conditions
must encompass the 14-point checklist and be availabie to anyone wishing
to compete in this marketplace. Track B is available to BellSouth whether

or not BellSouth has entered into any local interconnection agreements

-10-
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with a competitor or if no competitor that meets the requirements of Track

A is operational.

Section 271(c)(1)(A) allows BellSouth to meet the requirements for
providing interLATA service in less than 10 months after enactment of the
Act if an unaffiliated facilities-based competitor providing service to
residential and business customers predominantly over its own facilities is
present. In contrast, relief can be granted under Section 271(c)(1)(B) even
if no such facilities-based competitor is present within 10 months after
enactment. Under subsection (c){1)(B), BellSouth can provide interLATA
services as long as it has opened its local market to competition, even if no
actual facilities-based local competition is in place. Clearly, Congress
intended to permit interLATA relief once the markets were open to

competition and did not require some actual level of competition.

. DOES THE ACT PRECLUDE BELLSOUTH FROM APPLYING FOR

INTERLATA RELIEF UNDER EITHER TRACK A OR TRACK B? [ISSUES
1A and 1B]

. No. BellSouth may file under either track for which the qualifying criteria

are met. Under Track A, actual facilities-based competition must be
present in the local market. The Joint Explanatory Statement of the
Committee of Conference, S. Conf. Rep. No. 104 - 230, at 4:-49?-(1996)
(“Conference Report’) makes clear that Track A requires an operational

facilities-based competitor, noting that “the requirement that the BOC ‘is

-11-
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providing access and interconnection’ means that the competitor has
implemented the agreement and the competitor is operational.”
(Conference Report on S. 652 at 148.) That the access and
interconnection agreement be implemented “is important because it will
assist the appropriate State commission in providing its consultation.”
(Conference Report on S. 652 at 148.) Track A arose from Congress’
belief that cable companies would emerge quickly as facilities-based
competitors to telephone companies, justifying quicker BOC entry into the
long distance market. |In addition, some states, such as Florida, had

already authorized local competition before the Act became effective.

Under Section 271(c){(1)(B} “[a] Bell operating company meets the
requirements of this subparagraph if, after 10 months after the date of
enactment of the Telecommunications Act of 1996, no such provider has
requested the access and interconnection described in subparagraph
(A)....” The provider described in subparagraph A must be a “competing
provider of telephone exchange service...to residential and business
subscribers exclusively or predominantly over its own facilities”. Thus, the
“no such provider” phrase in Subparagraph (B) plainly states that Track B
remains open until a facilities-based competitor meeting the definition in
Subparagraph 271(c)(1)(A) requests access and interconnection. Unless
a facilities-based competitor that meets the requirements of Track A has
sought access and interconnection under the Act, Track B is the only route
available to BellSouth. BellSouth may file with the FCC under Track B up

to three months after it receives a request for access and interconnection
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from a competitor that meets the requirements of Track A. This provision
ensures that competitors cannot block an application for long distance
authority by seeking interconnection after BellSouth has started down the

Track B route.

. IS THERE ANY LEGISLATIVE SUPPORT FOR BELLSOUTH'S

INTERPRETATION OF TRACK A VERSUS TRACK B? [ISSUES 1A and
1B]

. Yes. Congress’s goal was to open the long distance market to competition

by keeping one of the routes, Track A or Track B, open for BOCs to seek
long distance authority. The Conference Report makes the point that
Section 271(c)(1)(B) “is intended to ensure that a BOC is not effectively

prevented from seeking entry into the interLATA services market simply

because no facilities-based competitor that meets the criteria set out in

new section 271(c)(1)(A) has sought to enter the market.” Conference
Report on S. 652 at 148 (emphasis added). This interpretation is

supported by a statement by Representative Tauzin (141 Cong. Rec.
H8457, H8458, August 4, 1295) which is attached as Varner Exhibit No. 1.
This statement contains seven examples of the application of Track A
versus Track B. The statement was made during the debate on House Bill
1555 which established the Track A and Track B dichotomy. Sections
245(a)(2)(A) and 245(a)(2)(B) of House Bill 1555 became Sections
271(c)(1}A) and 271(c)(1)(B) of the Act respectively. Some excerpts from

Representative Tauzin's statement on H8458 are as follows:
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“Example No. 2: If no competing provider of
telephone exchange services, has requested access
or interconnection-the criteria in section

245(a)(2)(B) has been met.”

“‘Example No. 3: If no competing provider of
telephone exchange service with its own
facilities or predominantly its own has requested
access and interconnection-the criteria in

section 245(a)(2)(B) has been met.”

“Example No. 4: If a competing provider of
telephone exchange with some facilities which

are not predominant has either requested access
and interconnection or the RBOC is providing

such competitor with access and interconnection-
the criteria in section 245(a)(2)(B) has been

met because no request has been received from an
exclusively or predominantly facilities-based
competing provider of telephone exchange service.
Subparagraph (b) uses the words “such provider”
to refer back to the exclusively or predominantly
facilities-based provider described in subparagraph

(A).”

-14-
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“Example No. 6: If a competing provider of

telephone exchange service requests access to serve
only business customers-the criteria in section
245(a)(2)(B) has been met because no request has
come from a competing provider to both residences

and businesses.”

In addition to Representative Tauzin's explanation, a statement made by
Congressman Hastert provides further support. (142 Cong Rec. H1152,
February 1, 1996). Congressman Hastert's statement is as follows:
“As a member of the Commerce Committee, | worked on several
provisions of this bill, and was the author of section 245(a)(2)(B) of H.R.
1555 which deals with the issue of BOC entry into in-region inter-LATA
telecommunications service. This provision has become section
271(c)(1)(B) in the conference report. Section 271(c)(1)}(B) provides that a
BOC may petition the FCC for this in-region authority if it has, after 10
months from enactment, not received any request for access and
interconnection or any request for access and interconnection from a

- mpetitor th iteria | I A).
Section 271(c)(1)(A) calls for an agreement with a carrier to provide this
carrier with access and interconnection so that the carrier can provide
telephone exchange service to both business and residential subscribers.
This carrier must also be facilities based; not affiliated with a BOC; and
must be actually providing the telephone exchange service through its own

facilities or predominantly its own facilities.” (emphasis added)

-15-




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

121

Clearly, Congress intended to keep a route open for BOCs to seek
interLATA authority if no competitor is meeting the requirements of Track

A

The ability to proceed under Track A or Track B is determined by the
existence of a qualifying facilities-based competitor. The actual track will
have to be determined at the time of the filing of BellSouth’s application
with the FCC. If a provider meeting the requirements of Track A requests
access three months or more before BellSouth files its application,
BellSouth must file under Track A. If not, Track B must be followed. Also,
if a competitor would otherwise qualify under Track A but does not
negotiate in good faith or delays implementation of its agreement, Track B

must be followed.

. WHICH TRACK CAN BELLSOUTH FOLLOW AT THIS TIME?

. BellSouth meets the requirements of Track A based on the information

BellSouth has at this time.

. HAS BELLSOUTH ENTERED INTO ONE OR MORE BINDING

AGREEMENTS APPROVED UNDER SECTION 252 WITH
UNAFFILIATED COMPETING PROVIDERS OF TELEPHONE
EXCHANGE SERVICE? [ISSUE 1A(a)]

-16-
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Yes. As of May 30, 1997, BellSouth had entered into interconnection
agreements with over 55 competitors in the state of Florida. Additionally,
several forms of wireless telecommunications service offerings, including
those provided over PCS spectrum licenses, also may be considered by
the FCC as “competing telephone exchange service” pursuant to Section
271. These wireless communications services are currently being
provided to both residence and business customers in a number of
markets in Florida. BellSouth has signed interconnection agreements with
a number of these wireless providers, several of which have been

approved by this Commission.

IS BELLSOUTH PROVIDING ACCESS AND INTERCONNECTION TO
ITS NETWORK FACILITIES FOR THE NETWORK FACILITIES OF SUCH
COMPETING PROVIDERS WITHIN THE MEANING OF SECTIONS
271(c)X1)(A) and 271(c)(1)(B)? {ISSUE 1A(b) and 18(a)]

Yes. BellSouth is provisioning network elements and network functions to
facility-based competitors in Florida. The network elements being provided
to such competitors in Florida include 7,612 interconnection trunks, 7
switch ports, and 1,085 loops. In addition, there are 7 physical collocation
arrangements in progress, 34 virtual collocation arrangements completed
and 24 more in progress. BeliSouth has 9 poles, ducts and conduits/rights
of way license agreements. There are 277 ALEC trunks terminating to
BellSouth Directory Assistance, 811 and intercept and operator services,

11 verification and inward trunks and 31 ALEC trunks to BellSouth for
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Operator services. See the testimony of BellSouth’s witness Keith Milner

for the list of all checklist items BellSouth is currently providing in Florida.

The Statement provides an additional vehicle to provide those items of the
checklist that have not been requested by competing providers thus far.
Upon effecting its Statement, BeliSouth wili have generally offered every

item on the 14-point competitive checklist.

. ARE SUCH COMPETING PROVIDERS PROVIDING TELEPHONE

EXCHANGE SERVICE TO RESIDENTIAL AND BUSINESS CUSTOMERS
EITHER EXCLUSIVELY OVER THEIR OWN TELEPHONE EXCHANGE
SERVICE FACILITIES OR PREDOMINANTLY OVER THEIR OWN
TELEPHONE EXCHANGE SERVICE FACILITIES? [ISSUE 1A(c) and
1B(a)]

. Yes. The phrase “exclusively over their own telephone exchange service

facilities”, means that the competitor is not reselling retail
telecommunications services of another carrier to provide local service to
its customers. Under Section 271(c)(1)(A) of the Act, a facilities-based
competitor may build 100% of its own network or the competitor may
purchase certain unbundled network elements from BellSouth and
cambine them with facilities they have built to provide service to the end
user. When a competitor builds its network, the competitor can build
every component, lease components from another alternative local

exchange company, or lease components from BellSouth. Each of these
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methods for acquiring facilities would make the competitor facilities-based.
A facilities-based competitor does not have to provide service exclusively
over its own facilities but can also resell BellSouth’s services. The
competitor must, however, offer services exclusively or predominantly over
its own facilities to meet the requirement of Section 271(c)(1)(A). A pure
reseller or competitor providing service largely through resale of
BellSouth’s exchange service would not qualify as a facilities-based

competitor.

The term “predominantly over their own telephone exchange service
facilities”, means that a substantial portion of the telephone exchange
service that otherwise satisfies Section 271(c)(1)(A) is being provided over
the facilities of the competitor. Also, the Conference Board Report
accompanying S. 652 (Report 104-458) provides that the “predominance”
requirement is to “ensure that a competitor offering service exclusively
through the resale of the BOC'’s telephone exchange service does not
qualify, and that an unaffiliated competing provider is present in the

market.” (Committee Report, p. 148).

. DOES AN UNAFFILIATED COMPETING PROVIDER QUALIFY UNDER

THE REQUIREMENTS OF TRACK A IF THE COMPETITOR IS
PROVIDING FACILITIES BASED SERVICE TO ONE CATEGORY OF
CUSTOMERS AND RESELLING TO THE OTHER CATEGORY? [ISSUE

1A(c)]
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A. Yes, if the competing provider is providing facilities-based services to one

group of customers and resale to the other group, the provider still
qualifies under Track A. The Act requires a competing provider to serve
both business and residential customers. That provider must be
exclusively or predominantly facilities-based. However, the Act does not
require that provider to serve both customer classes over their own
facilities. In fact, the Act states that the competitor may be providing
service predominantly over its own facilities in combination with resale of
BOC services. Thus, the competitor can reach one class of customer
wholly through resale provided that the competitor’s service as a whole is

predominantly facilities-based.

This view is consistent with Congress’ dual objective of increasing the level
of competition in both the local and long distance markets. It ensures that
at least one facilities-based competitor is offering service to both
residential and business customers. Once that condition is met, there is
no reason to delay BellSouth’s entry simply because that competitor opts

to serve one class of customer on a resale basis.

. DOES AN ALEC HAVE TO OFFER SERVICE THROUGHOUT THE

EXCHANGE FOR BELLSOUTH TO QUALIFY UNDER TRACK A?
[ISSUE 1A(b) & (c)]

. No. ALECs must merely be offering service in competition with BellSouth.

There are several ALECs providing facilities-based service to business
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customers in particular buildings in competition with BellSouth’s business
offerings. Based on our information, at least one ALEC offers service in
the Multi-Family Dwelling Unit (MDU) sector of the marketplace. In this
case, both the ALEC and BellSouth offer service to customers in this MDU.
The ALEC appears to be providing residential service to all of its

customers over its own network facilities in competition with BellSouth.

. MUST A SINGLE PROVIDER HAVE TO MEET ALL OF THE CRITERIA

UNDER SECTION 271(c)(1}(A) OR CAN A COMBINATION OF
PROVIDERS MEET THE REQUIREMENTS IN ORDER TO SATISFY
TRACK A? [ISSUE 1A(c)]

. A combination of facilities-based providers satisfies the requirements of

Track A. The Act does not state it must be a single provider to both
residential and business customers. One competitor with a binding
agreement may provide facilities-based service to residential customers
and another may provide facilities-based service to business customers.
The combined offerings of these two ALECs would allow the requirements

of Track A to be met.

. ARE ANY OF THE UNAFFILIATED COMPETING PROVIDERS THAT

HAVE QUALIFYING AGREEMENTS PROVIDING TELEPHONE
EXCHANGE SERVICE TO BUSINESS AND RESIDENCE CUSTOMERS
PREDOMINANTLY OVER THEIR OWN TELEPHONE EXCHANGE
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SERVICE FACILITIES OR IN COMBINATION WITH THE RESALE OF
TELECOMMUNICATIONS SERVICES? [ISSUE 1A(c)]

. Yes. BellSouth believes there are unaffiliated competing providers

providing telephone exchange service to residential and business
customers predominantly over their own facilities or in combination with
resale. From the information currently available to BellSouth,
interconnection, network elements and network functions which may be
utilized by facility-based providers to service residential and business

customers have been provisioned by BellSouth in Florida.

Eight facility-based ALECs have established between 100 and over 1000
local interconnection trunks between their networks and BellSouth's

network in Florida as of May 15, 1997. ©ne-ofthese-ALECs hasreeeived

sustomers-and-does-not-resellany-BeltiSouthrservices: Purchasing

interconnection trunks indicates the competitor is at least planning to

provide services to both residential and business customers over its own
facilities. Another ALEC has ported hundreds of numbers for business
customers and a few residence customers. The low number of residence
ported numbers could possibly be representative of a test situation for
residence customers. The information available to BellSouth is
inconclusive as to whom this competitor is providing these residential

ported numbers. In addition to this ALEC, there are three other ALECs
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who have ported a substantial quantity of numbers for business customers

and are reselling significant quantities to residential customers.

Given this set of conditions, BellSouth qualifies for Track A. First, at least
one and possibly two ALECs are providing facilities-based service over
their own network to both residential and business subscribers. The
second qualifying circumstance is that three or four other competitors
appear to be providing service to business customers over their own
network and reselling to residential customers. Third, the competitors who
provided facilities-based service to residence customers can be combined
with the ALECs providing facilities-based business service to qualify
BellSouth under Track A. BeliSouth meets the requirements of Track A
since BellSouth has at [east one facilities-based provider of residential
service in combination with several facilities-based providers serving

business customers.

In addition, PCS providers may also be qualifying carriers under Track A.
These providers could provide a fourth means for BellSouth to qualify for

interLATA relief under Track A.

SHOULD PROVIDERS COMPETING WITH BELLSOUTH BE REQUIRED
TO PROVIDE TELEPHONE EXCHANGE SERVICE TO MORE THAN
ONE RESIDENTIAL SUBSCRIBER AND ONE BUSINESS
SUBSCRIBER?

-23.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

129

. No. Nowhere in the Track A criteria does the Act require that service be

provided to more than one residential and one business customer in order

to satisfy the Track A requirement.

. IF, BASED ON FURTHER INFORMATION, THIS COMMISSION

DETERMINES BELLSOUTH DOES NOT QUALIFY UNDER TRACK A,
CAN BELLSOUTH QUALIFY UNDER TRACK B? [ISSUE 1B]

. Yes. If BellSouth does not qualify under Track A, then Track B becomes

open to BellSouth. Congress intended after 10 months that one of the two

tracks be available to BellSouth upon compliance with the checklist.

. DOES SECTION 271 ALLOW ADDITIONS TO THE CHECKLIST PRIOR

TO GRANTING IN-REGION INTERLATA RELIEF? [ISSUES 2-13]

. No. Section 271(d)(4) states that the FCC may not limit or expand the

terms set forth in the competitive checklist. The 14-point checklist is the
mechanism by which Congress ensured that Bell companies will have
opened their local market to competitors by the time they provide in-region

interLATA services.

. WHAT IS THIS COMMISSION’S ROLE WITH REGARD TO

BELLSOUTH'S ENTRY INTO THE IN-REGION INTERLATA MARKET?
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A. The Commission has played an active role in arbitration proceedings, has

the best view of the issues associated with promoting telecommunications
competition in this state, and plays a critical role in implementing the Act.
When BellSouth files its application for in-region interLATA relief, the FCC
must consult this Commission to verify that BellSouth has complied with
Section 271(c). This verification must be made before the FCC can make
any determination on BellSouth’s application. In this proceeding, this
Commission is examining all of the issues necessary to make this
verification. BellSouth is filing its draft Statement and will be filing its actual
Statement soon. This Commission will determine whether that Statement
meets the checklist. Further, BellSouth also believes interconnection
agreements already approved by this Commission meet the requirements
of the checklist. Once BellSouth has proven its compliance with the
checklist, the local exchange is irreversibly open to competitors wishing to

enter this market.

. WHAT INFORMATION SHOULD THIS COMMISSION PROVIDE TO

ENABLE THE FCC TO DETERMINE IF BELLSOUTH SHOULD BE
ALLOWED ENTRY INTO THE IN-REGION INTERLATA MARKET?
[ISSUES 1A and 1B]

. Although the Commission does not need any specific data on local

competition to determine if BellSouth is compliant with the checklist, this
Commission will need to provide factual input to enable the FCC to make

the decision of whether BellSouth has met the criteria of Track A or Track
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B. The Commission will be in the best position to advise the FCC of the
relevant facts on this question because it involves the state of competition
in Florida. This type of factual input would likely include answers to

guestions such as:

1. When BellSouth filed its application for in-region interLATA
authority, was one or more unaffiliated competing providers offering
telephone exchange service as defined in Section 3 (47) of the Act, but
excluding exchange access, operating in BellSouth's territory in

Florida?

2. Was this unaffiliated provider(s) providing such telephone exchange

service to residential and/or business customers in Florida?

3. Was this unaffiliated provider(s) providing such telephone exchange

service exclusively over its own facilities in Florida?

4. Was this unaffiliated provider(s) providing such telephone exchange
service in Florida predominantly over its own facilities in combination

with the resale of telecommunications from another carrier?
5. When BellSouth filed its application, was it providing access and

interconnection to its facilities in Florida for the network facilities of a

provider who meets all of the criteria listed in Questions 1 - 47
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6. At least 3 months prior to the date that BellSouth filed its application,
had an unaffiliated provider who meets all of the criteria of Questions 1
through 4 requested BellSouth to provide access and interconnection

to its facilities in Florida?

7. Has the provider or providers identified in response to question 6

been negotiating in good faith?

8. Has the provider or providers identified in response to question 6
delayed implementation of its agreement approved pursuant to Section

2527

In addition, the Commission may also want to develop a record concerning
whether requests from facilities-based competitors are qualifying requests
under the FCC'’s recent order concerning SBC’s 271 application. To fulfill
its role in the process required for BellSouth to gain interLATA authority,
this Commission has already begun to gather information through surveys,
data requests and other reasonable means to answer the types of
questions listed above. With respect to the market as it exists currently,
the Commission should continue to gather this information from
competitors and potential competitors that are certificated to provide local
service in Florida. Additionally, the Commission should establish a
process to ensure that carriers inform the Commission of any relevant

changes that occur.
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To carry out its consultative role on Track B, this Commission will also
need information concerning ALECs’ efforts to implement their
agreements. If ALECs are delaying implementation of agreements,
BellSouth may qualify under Track B even if market conditions would
otherwise dictate an application under Track A. This Commission will be in

the best position to assess this situation.

This data gathering process is imperative because most of the information
that the Commission needs on this subject is possessed by the
competitors and not by BellSouth. For example, BellSouth cannot fully
answer questions about the type of customers served by competitors or
the manner in which their customers are served. Also, it will be critical for
this Commission to require factual documentation to enable it to verify the
new entrant's answers to the Commission’s questions. This
documentation will be necessary to ensure that questions were interpreted

correctly.

. ARE THERE ANY OTHER EVENTS THAT OCCUR UNDER SECTION

271 UPON BELLSOUTH'S ENTRY INTO THE INTERLATA BUSINESS?
[ISSUE 16]

. Yes. As required under Section 271(e)(1), until BellSouth is authorized to

provide in-region interLATA service within a state or until 36 months after
enactment of the Act, whichever comes first, certain telecommunications

carriers may not jointly market resold exchange service obtained from
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BellSouth with interLATA services. Once BellSouth receives in-region
interLATA authority, this joint marketing restriction on large interexchange
carriers is eliminated. in addition, after BellSouth receives a grant of in-
region interLATA authority, Section 271(e)}(2) requires BellSouth to provide
intraL ATA toll dialing parity throughout the BellSouth territory coincident
with its exercise of interLATA authority. On February 13, 1995 in Docket
No. 930330-TP, the Florida Commission ordered BellSouth to provide 1+
intralLATA presubscription by the end of 1997. BeliSouth has been
providing 1+ intralLATA toll presubscription in all of its end offices since the

end of March 1997.

. LOCAL MARKETS ARE OPEN AND BELLSOUTH'S REQUEST FOR

INTERLATA ENTRY IS TIMELY

DOES SECTION 271 REQUIRE A CERTAIN LEVEL OF COMPETITION
WITHIN THE LOCAL EXCHANGE PRIOR TO BOC ENTRY INTO THE
INTERLATA MARKET? [ISSUE 1A]

No. Section 271(c) requires that a BOC open its local markets to
competition. This opening can be achieved by entering into an approved
agreement with an operational facilities-based competitor as defined in
Section 271(c)(1)(A). In addition, the market can be opened by generally
offering a statement of terms and conditions for access and

interconnection that has been approved or permitted to take effect by the
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relevant state commission. Both approaches reject the notion that
anything other than the creation of a market that is open to competition is
the appropriate measure of whether a BOC should be allowed to enter the
interLATA services market. By adopting Section 271(c)(1)(B), Congress
judged that BOC entry into interLATA service should be permitted even if
no competitor was present in a particular state, as long as that state’s

market was open to competition.

As pointed out by Representative Bryant, “the Bell companies could enter
long distance without facing real local competition.” (Cong. Rec. H8452,
August 4, 1995). In making this statement, Representative Bryant was
objecting to the changes made to the bill to remove threshold requirements
for local competition prior to the Bell companies’ entry into the long
distance market. It is very clear from his objections that no competitive

threshold was included in the Act.

Section 271 does not require any quantification of competition in the local
market and provides no invitation to import any other additional measure of
competition into Section 271 in order for a BOC to enter the interLATA
services market. Importing any such measurement into Section 271 would
clearly be contrary to the intent of Congress and its judgment that open
markets be the appropriate gauge of competition as evidenced by the two
approaches created in Section 271(c)(1). This view is further supported by
Congress’ explicit prohibition against adding to “the terms used in the

competitive checklist set forth in subsection (c)(2)(B)” in Section 271(d)(4).
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This view is also supported by Section 271’s legislative history. For
example, Congressman Bunn attempted to introduce an amendment that
would require a ten percent threshold level of competition before in-region
entry could be achieved. This minimum threshold level was defeated.
Senator Kerrey also introduced an amendment to the Act that would have
changed Section 271(c)(1) to say that “a Bell operating company may
provide interLATA services in accordance with this Section only if that
company has reached interconnection agreements under Section 251 with
... telecommunications carriers capable of providing a substantial number
of business and residential customers with service”. 141 Cong. Rec.
S8310, S8319 (June 14, 1995)(emphasis added). A copy of the pertinent
pages are attached to this testimony as Varner Exhibit No. 2. Although
Senator Kerrey's proposed amendment only required the capability to
serve a substantial number of customers, and did not attempt to create a
requirement that any particular number or percentage of customers be
served, the amendment was rejected. In the ensuing debate, Senators on
both sides of this issue were explicit about their understanding that the Act
would, absent Senator Kerrey's amendment, allow interLATA entry even if
the qualifying local interconnection agreement was with a small company
initially capturing only a few subscribers. Id. at S8319-8321. As the
successful opponents of that amendment made clear, the Act “does not
look at [a competitor's] size as being determinative of whether or not the
Bell company could... provide service in the interLATA area.” |d. at S8321.

Thus, it is clear that Congress debated and explicitly decided to exclude a
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specific level of local competition as being a requirement for interLATA
entry. Congress believed the requirements to comply with the 14-point
competitive checklist to prove the local market is open to competition and
Section 27 1(d)(3) of the Act struck an appropriate balance between
opening local markets and the BOCs being granted interLATA relief.

. WHY DOES BELLSOUTH BELIEVE IT WAS NOT THE INTENT OF

CONGRESS THAT LOCAL COMPETITION BE FULLY DEVELOPED
PRIOR TO BOC ENTRY INTO LONG DISTANCE? [ISSUE 1B]

. Congress wanted competition in all telecommunications markets in order

to bring consumers the benefits of full competition. Section 271 ensures
that opening the BOCs’ local markets will not only allow competition in
local services, but will also enhance competition in the long distance
business through BOC entry. Sections 271 and 272 establish stringent
safeguards evidencing Congress’ desire to open the long distance market
without full local competition. This section was not established to give
incumbent interexchange carriers (IXCs) ways of postponing competition
from BOCs, but to allow a BOC to secure interLATA authority as soon as it

opened the local exchange to competition.

In addition, Congress recognized that competitive providers could attempt
to thwart BellSouth's entry into the long distance market. Congress
expressly did not want the ALECs to impede BellSouth’s ability to obtain
interLATA authority beyond the 10 months stated in Section 271(¢c)(1)(B)
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of the Act. Congress did not allow a competitor to prevent a BOC from
filing under Track B because the competitor requested access and
interconnection without making the pro-competitive investment in local
facilities that Congress thought necessary under Track A. If this was
permitted, a competitor could foreclose the BOC’s entry into the interLATA
market by simply requesting access and interconnection and then limiting

or delaying facilities investments to only residential or business customers.

. DOES BELLSOUTH BELIEVE A THRESHOLD LEVEL OF LOCAL

COMPETITION SHOULD BE ESTABLISHED PRIOR TO BEING
ALLOWED ENTRY INTO THE INTERLATA MARKET? [ISSUES 1A and

1B]

. No. As discussed above, BellSouth does not believe the level of local

competition should be a consideration. The Act clearly outlines the
guidelines required for a BOC to be allowed entry into the long distance
market. The Act only requires BellSouth to allow competitors access to
and interconnection with the local exchange by entering into
interconnection agreements and meeting the 14-point checklist. Nowhere
in Section 271 does the Act require a certain level of competition be met

prior to interlL ATA relief.

Congress realized that it takes time to build up competition once a market
is open to competitors. That is one reason Congress included a provision

in the Act that BellSouth could apply for in-region interLATA relief under
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Section 271(c)(1)(B) even if it has no competitors at all. Clearly, the level
of local competition is not an issue that should impact BellSouth’s entry

into the long distance market.

The intent of the Act is for all markets to be open to competition. Public
policy would best be served by having full competition in all markets. Once
local markets are open to competition, the necessary conditions for all
parties to compete are available. New entrants must determine how
quickly they will enter the local market. Delaying BellSouth’s entry into the
long distance market does not enhance the level of competition in the local
market; instead, it only lessens the benefits yet to be fully realized by

consumers in the long distance market in Florida.

. DOES BELLSOUTH AGREE THAT COMPETITION IN THE LOCAL

TELECOMMUNICATIONS MARKET (S BENEFICIAL FOR FLORIDA
CUSTOMERS? [ISSUES 1A and 1B]

. Yes. BellSouth believes that competition for local exchange services is

beneficial if implemented in a competitively neutral manner, devoid of
artificial incentives and/or regulatory rules that advantage or disadvantage
a particular provider or a group of providers. Competition properly
implemented can provide business and residence customers with real
choices from numerous telecommunications providers. Properly
implemented, competition will allow efficient competitors to attract

customers and be successful in a competitive marketplace where
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regulatory oversight is minimized. BellSouth believes that this is the
environment that the Act intended to create. It is this view of competition
that BellSouth has used as the basis of negotiations with prospective
providers of local exchange service, and it is this view that BellSouth

believes Congress embraced with its emphasis on negotiated agreements.

BellSouth has strong financial incentives to comply with all provisions of
the Act. Congress has mandated that incumbent local exchange
companies must open their markets to competition, unless specifically
exempted. BellSouth is complying with the directives of the Act by
entering into numerous interconnection agreements with other providers.
In addition, Congress tied the ability of BellSouth and the other BOCs to
enter and continue to participate in the interLATA services market to
compliance with the “competitive checklist” contained in the Act. Congress
also restricted the ability of competitors to thwart that entry by defining
entry requirements in detail and prohibiting expansions of those
requirements. BellSouth has every intention of meeting the checklist in
order to provide a full array of telecommunications services to its

customers.

. HAVE BARRIERS TO ENTRY INTO THE LOCAL MARKET BEEN

REMOVED? [ISSUES 1A and 1B]

. Yes. Congress has removed legal barriers to the local market. The core

rationale often cited for prohibiting Bell companies from providing
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interLATA services is that so long as the local exchange market was
legally closed to competitive entry, the BOC could give affiliated
interexchange providers an advantage by raising the cost or lowering the
quality of the local services provided to its competitors. The Act ensures
that BellSouth cannot apply for in-region interLATA relief until facilities-
based competition is possible within the local exchange. The first step
was eliminating all legal barriers to local competition by compliance with
Section 253(a), which preempts any state or local statute or regulation that
“prohibit[s] ...the ability of an entity to provide an interstate or intrastate

telecommunications service.”

Having addressed legal barriers to entry, Congress then took steps to
eliminate economic and operational barriers through the requirements of
Sections 251, 252, and 271(c)(2)(B) which specify, for example, criteria for
interconnection, unbundling and resale. Competitors can enter the local
market of BellSouth as pure resellers of BellSouth’s services without
making network investments to provide local services. Or, to take
advantage of new technologies, specialized expertise or other efficiencies,
competitors can self-provide some network elements or services and use
BellSouth's facilities or services as they need. Various opportunities to
provide local competition are available; it is up to competitive

telecommunications providers to seize these opportunities.

In any event, BeilSouth has opened the local exchange market in Florida.

BellSouth has successfully negotiated agreements with competing local
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exchange providers. The Commission has participated in arbitrations with
AT&T, MCI, Sprint and MFS and has issued its orders regarding these
arbitrations. In addition to the negotiated and arbitrated agreements,
BellSouth is also planning to formally file its Statement with this
Commission in the near future. An informal or draft Statement is included

with Mr. Scheye's testimony.

STATEMENT OF GENERALLY AVAILABLE TERMS [ISSUE 1B(b)]

Q. WHAT EXACTLY iS THE STATEMENT OF GENERALLY AVAILABLE

TERMS?

Section 252(f) of the Act permits a Bell operating company to file with the
Commission a Statement of Terms and Conditions that the company
generally offers within the state to comply with the requirements of Section
251. After the Statement is filed, the Commission will have 60 days to
review and approve the Statement or permit the Statement to take effect.
The Statement that BellSouth plans to file with this Commission will be
checklist compliant as required in Section 271(c)(2)(B). Once the
Statement is approved, any competitor that wishes to enter the local

market can do so without negotiating a specific contract.

. WILL BELLSOUTH GENERALLY OFFER ALL ITEMS iN THE

COMPETITIVE CHECKLIST? [ISSUE 1B(b)]
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. Yes. Upon approval of the Statement, BellSouth will be generally offering

all of the items in the competitive checklist through that Statement that will

be pending approval before this Commission.

. WHY IS BELLSOUTH FILING THIS STATEMENT? [ISSUE 1B(b)]

. The Statement is one method of generally offering all of the items on the

checkiist. BellSouth is making this filing to provide a set of terms and
conditions from which any competitor wishing to provide local exchange

service in the state of Florida can order.

Once approved by this Commission, the Statement provides the proper
vehicle for other carriers to use, if they so desire, to enter the local market
quickly without having to negotiate an agreement. The Statement provides
a vehicle that ensures fair and equal interconnection to all competitors
within the same guidelines. Based on BellSouth’s recent experiences with
negotiating contracts and participating in the arbitrations in Florida,
BellSouth has developed this Statement to provide the interconnection
features and options that ALECs appear to need to provide service in the
local market. The Statement may be particularly useful for smaller carriers
who wish to do business with BellSouth without becoming involved in

formal negotiations.

Of course, BellSouth will continue to negotiate agreements with any

competitor who chooses to enter an interconnection agreement with
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BellSouth. The Statement in no way supplants any previously negotiated
agreements or restricts a carrier’s right to negotiate. The Statement also
does not duplicate any particular negotiated or arbitrated agreement. If a
competitor desires, it can also still accept the contract of another carrier

rather than terms in the Statement in order to provide service.

COMPLIANCE WITH 14-POINT CHECKLIST [ISSUES 1B(b), 2-15]

. CAN BELLSOUTH COMPLY WITH THE 14-POINT CHECKLIST?

[ISSUES 1C, 2-15)

Yes. BellSouth can comply with the requirements of the checklist through
its agreements and/or Statement. As covered in my overview, BellSouth
will or has satisfied the checklist through its negotiated and arbitrated
agreements approved by this Commission. In addition, BellSouth will,
upon Commission approval, offer its Statement in compliance with all 14
points. This Statement will be available to any competitor desiring to enter

the local exchange market.

WILL THE AGREEMENTS RESULTING FROM THE RECENT
ARBITRATIONS COMPLY WITH THE 14-POINT CHECKLIST? [ISSUES

1C & 17]

Yes. BellSouth believes that the agreements resulting from the AT&T and

MCI arbitrations comply with the 14-point checklist. The arbitrated issues
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must comply with the provisions of Sections 251 and 252 of the Act.
Under the arbitrations, BellSouth addressed the checklist items and the
Commission issued its orders accordingly. The agreements that resulted

from these decisions are checklist compliant.

. CAN BELLSOUTH MEET THE CHECKLIST USING ITS AGREEMENTS

AND THE STATEMENT? H{SSUE 17]

. Yes. There are several ways that BellSouth can be in compliance with the

requirements of the checklist. BellSouth can enter into a single agreement
with a new entrant who offers local exchange service to both residential
and business customers. Alternatively, BellSouth can enter into multiple
agreements which collectively cover the 14-point checklist. Upon
Commission approval, BellSouth’s Statement, which is also checklist
compliant, will offer another alternative to competitors. Finally, Section
271(d){3) provides that a combination of the agreements and the
Statement could be used to meet the checklist requirements for a filing

under Section 271(c)(1)(A).

. WHY IS IT APPROPRIATE TO USE THE STATEMENT TO

SUPPLEMENT THE AGREEMENTS WHEN INTERLATA ENTRY IS
SOUGHT UNDER TRACK A? [ISSUES 1C & 17]

. Qualifying agreements used under Track A may not contain all items on

the checklist. The combination of the agreements with the Statement does
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provide a way for BellSouth to meet the checklist if the qualifying
competitor under Track A does not elect to have all of the checklist items
included in its agreement. For capabilities that new entrants are not using,
BeliSouth must offer the item in its Statement and demonstrate readiness
to provide the item. This combination prevents the ALECs from requesting
some, but not all, of the items on the checklist, therefore, controlling the
timing of BellSouth's entry into the in-region interLATA market. As |
previously stated, Section 27 1(d)(3) of the Act permits these combinations

of statement and agreements.

. HAS BELLSOUTH FULLY IMPLEMENTED THE ITEMS IN THE

CHECKLIST UNDER THE AGREEMENTS? [ISSUES 2-15]

. Yes. As discussed previously, BellSouth has fully implemented the items

in the checklist under the agreements. The term “fully implemented”
means that either the items are actually in service or are in fact functionally
available. Foritems that have actually been requested, BeliSouth has
provided those items and they are in use. Clearly, those items are fully
implemented. For items not yet requested, BellSouth is making them
available through its Statement. BellSouth will provide every item on the
checklist when requested in a reasonable period of time in accordance
with applicable rules and regulations. Upon effecting the Statement,

BellSouth will have fully implemented each checklist item.
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Q. TO WHAT EXTENT MUST EACH OF THE ITEMS IN THE CHECKLIST

BE IN USE TO PERMIT A GRANT OF INTERLATA RELIEF UNDER
TRACK B? [ISSUE 1B(b)]

. The checklist items do not have to be in use at all to permit BellSouth

interLATA entry under Track B. BellSouth must generally offer each of the
items through its Statement. To meet this requirement, BellSouth will offer
each item in its Statement. When a competitor requests a checklist item,
BellSouth will provide it in accordance with applicable rules and

regulations.

. GENERALLY, WHAT ARE THE 14 POINTS ON THE CHECKLIST THAT

MUST BE MET BY BELLSOUTH? [ISSUES 2-15]

. The 14-point checklist is located in Section 271(c)(2)(B) of the Act. The

Commission'’s role as stated in the Act is to verify BellSouth’'s compliance

with these requirements. Basically, the 14 points are as follows:

(1) Equal and Non-discriminatory Interconnection

(2) Unbundied Network Elements

(3) Access to Poles, Ducts, Conduits and Rights of Way
{4) Unbundled Local Loops

(5) Unbundled Local Transport

(6) Unbundled Local Switching

(7) a. Access to 911/E911 services
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b. Access to Directory Assistance
c. Access to Operator Call Completion
{8) Access to White Page Listings
(9) Access to Telephone Numbers
(10) Access to Databases and Network Functionality
(11) Number Portability
(12) Dialing Parity
(13) Reciprocal Compensation Arrangements

(14) Full Resale of Telecommunications Services

Q. WHAT ARE THE REQUIREMENTS BELLSOUTH MUST MEET WITH
REGARD TO EACH ITEM ON THIS CHECKLIST? [ISSUES 2-15]

A. Varmner Exhibit No. 3 provides details of the requirements that BellSouth

must meet to satisfy the checklist items. Section 251(d) of the Act gave
the FCC authority to set regulations to implement Section 271(d)(3). The
FCC’s First and Second Orders in CC Docket No. 96-98 and the FCC'’s
Orders in CC Docket Nos. 95-116 (Order No. 96-286) and 97-74 have set
regulations to implement and fulfill the requirements of the Act. This
exhibit includes the requirements stated in the Act, the FCC rules and

related Florida dockets.

Q. WHAT ARE THE REQUIREMENTS OF THE FCC'S FIRST ORDER IN CC
DOCKET NO. 96-98 WITH REGARD TO EQUAL AND NON-
DISCRIMINATORY INTERCONNECTION? [ISSUE 2]
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A. Rule 51.305 requires that an incumbent local exchange carrier (“ILEC”),

such as BellSouth, must provide interconnection with its network for the
facilities and equipment of any requesting telecommunications carrier.
This interconnection is for the transmission and routing of telephone
exchange and exchange access at any technically feasible point within the
ILEC’s network. The points of interconnection within the ILEC’s network
will include, at a minimum, the line-side of a local switch, the trunk-side of
a local switch, the trunk interconnection points for a tandem switch, central
office cross-connect points, out-of-band signaling transfer points and
access to call-related databases, and the points of access to unbundled
network elements. The interconnection to the ILEC’s network will be at a
level of quality that is equal to that which the ILEC provides itself, a
subsidiary, an affiliate or any other party on terms and conditions that are
nondiscriminatory in accordance with agreements, requirements of

Sections 251 and 252, and the FCC'’s rules.

. WHAT ARE THE REQUIREMENTS OF THE FCC'S FIRST REPORT AND

ORDER IN CC DOCKET NO. 96-98 WITH REGARD TO UNBUNDLED
NETWORK ELEMENTS? [ISSUE 3]

. Rule 51.311 in the FCC's First Report and Order states that the quality of

an unbundled access element, as well as the guality of access to the

unbundied element, must be the same for all telecommunications carriers

and at least equal, and-tothe-extent-that-itisteshnieallyfeasible superior-
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to the quality an ILEC provides itself. Previous successful access to an
unbundled element at a particular pcint and level of quality is evidence that

access is technically feasible at that point and levei of quality.

. WHAT REGULATIONS ARE INCLUDED IN THE FCC’S FIRST REPORT

AND ORDER IN CC DOCKET NO. 96-98 PERTAINING TO CHECKLIST
ITEM NO. 3, ACCESS TO POLES, DUCT, CONDUITS AND RIGHTS OF
WAY? [ISSUE 4]

. Under rule 1.1403, a utility shall provide any carrier with nondiscriminatory

access to any pole, duct, conduit, or right-of-way owned or controlled by it.
Notwithstanding this obligation, a utility may deny any telecommunications
carrier access to its poles, ducts, conduits, or rights-of-way, where there is
insufficient capacity or for reasons of safety, reliability and generally

applicable engineering purposes.

. WHAT ARE AN ILEC'S OBLIGATIONS UNDER THE FIRST REPORT

AND ORDER WITH REGARD TO CHECKLIST ITEM NO. 4 -
UNBUNDLED LOOPS, CHECKLIST ITEM NO. 5 - UNBUNDLED LOCAL
TRANSPORT, CHECKLIST ITEM NO. 6 - UNBUNDLED LOCAL
SWITCHING, CHECKLIST ITEM NO. 7 - ACCESS TO 911/E811
SERVICES, DIRECTORY ASSISTANCE, AND OPERATOR CALL
COMPLETION, CHECKLIST ITEM NO. 8 - WHITE PAGE LISTINGS AND
CHECKLIST ITEM NO. 10 - ACCESS TO DATABASES AND NETWORK
FUNCTIONALITY? [ISSUES 5,6,7, 8,9, 11]
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A. With regard to Checklist Iltem No. 4, Rule §1.319 requires an ILEC to

provide nondiscriminatory access to the following network elements on an
unbundled basis: local loop, interoffice facilities and switching capability.
The local loop network element is defined as a transmission facility
between the distribution frame in an ILEC central office and an end user

premises.

Interoffice facilities, Checklist ltem No. 5, are defined as ILEC facilities
dedicated to a particular customer or carrier, or shared by more than one
customer or carrier that provide communications between wire centers or
between switches. The ILEC must provide exclusive use of facilities
dedicated to a particular customer or carrier, or use of the features,
functions and capabilities of facilities shared by more than one customer.
in addition, the ILEC must provide all technically feasible facilities,
features, functions and capabilities that the telecommunications carrier
could use to provide service. Further, the ILEC must permit a carrier to
connect such facilities to the requesting carrier's collocation equipment
and obtain the functionality provided by the ILEC's digital cross-connect
systems in the same manner that the ILEC provides the connection to

IXCs.

The local switching network element in Checklist ltem No. 6 is defined as
either line-side facilities or trunk-side facilities. Pursuant to the FCC's

rules, local switching capability includes all features and functions of the
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switch including basic switching, telephone number, white page listings
and dial tone. All other features, including custom calling, local area
signaling service, Centrex, and customized routing functions are also

included in local switching.

For Checklist ltem No. 7, access to 911/E911 emergency services, access
to directory assistance, and access to operator call completion, the ILEC
shall provide nondiscriminatory access to switching capability including
customized routing functions. Paragraph 412 of the FCC’s Orderin CC
Docket 96-98 states that “it also includes the same capabilities that are
available to the incumbent LEC’s customers, such as access to 911,
operator services and directory assistance.” Footnote 914 in the Order
further states “we also note that E911 and operator services are further

unbundled from local switching.”

Rule 51.319, as applicable to Item No. 8 - white page listings, states that
an ILEC shall provide nondiscriminatory access to the switching capability.
The local switching capability network element is defined as the same
basic capabilities made available to ILEC’s customers, including white

page listings.

With regard to Checklist Item No. 10, access to databases and network
functionality, Rule 51.318 requires an ILEC to provide nondiscriminatory
access to signaling networks and call-related databases. When a

requesting carrier purchases unbundled switching, the ILEC must provide
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access to its signaling network from that switch in the same manner in
which it obtains such access itself. The ILEC will provide a carrier with its
own switching facilities access to the ILEC's signaling network for each of
the carrier's switches in the same manner that an ILEC connects one of its
own switches. For query and database response, an ILEC will provide

access to its call-related databases by means of physical access.

. WHICH FCC RULE APPLIES TO CHECKLIST ITEMS NO. 7, ACCESS TO

911/E911 SERVICES, DIRECTORY ASSISTANCE, AND OPERATOR
CALL COMPLETION AND NO. 9, ACCESS TO TELEPHONE NUMBERS?
[ISSUES 8 & 10]

. Inthe FCC’s Second Order, Rule 51.217 applies to these checklist items.

This rule states that a LEC that provides operator services, directory
assistance services or directory listings to its customers or provides
telephone numbers, shall permit competing providers to have
nondiscriminatory access to that service or feature with no unreasonable
dialing delays. In addition, this rule requires a LEC to permit competing
providers to have access to telephone numbers that is identical to the

access that the LEC provides itself.

. HAS THE FCC ISSUED ANY RULES REGARDING ITEM NO. 11,

NUMBER PORTABILITY? [ISSUE 12]
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1 A. Yes. Inthe First Report and Order and Further Notice of Proposed

2 Rulemaking released July 2, 1996 and the First Memorandum Opinion and
3 Order on Reconsideration released March 11, 1997 in CC Docket No. 95-
4 116, the FCC issued rules related to number portability. Rule §2.7

5 provides for the deployment of transitional measures for number portability.
6 On an interim basis, LECs may use Remote Call Forwarding (RCF) or

7 Flexible Direct Inward Dialing (DID). Rule 52.3 provides for the

8 deployment of long-term database methods for number portability by
9 LECs. Long term number portability must support network services,
10 features and capabilities existing at the time number portability is
11 implemented. It must efficiently use number resources and must not
12 require end users to change their phone numbers. In addition, the service
13 quality and network reliability should be maintained when implemented
14 and when customers switch carriers.
15

16 Q. WHAT ARE THE REQUIREMENTS IN THE FCC’'S SECOND ORDER
17 WITH REGARD TO CHECKLIST ITEM NO. 12, DIALING PARITY?
18 [ISSUE 13]

19

. Under Rule 51.205 in the FCC's Second Order, a LEC shall

21 dialing parity to competing providers wit unreasonable dialing

22 delays. Dialing pari or all services that require dialing
23 to route a call. Rule 5 LEC shall permit telephone

ice customers within a local callin to dial the same

24 exchange s

er of digits to make a local call notwithstanding the identityotthe

25
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stated-previously, Rule 51.217 requires a LEC to permit competing

providers to have access to telephone numbers that is identical to the

access that the LEC provides itself.

. WHAT ARE THE FCC'S RULES RELATED TO CHECKLIST ITEM NO. 13,

RECIPROCAL COMPENSATION ARRANGEMENTS? [ISSUE 14]

. In the FCC's First Report and Order, Rule 51.703 applies to reciprocal

compensation arrangements. Each LEC shall establish reciprocal
compensation arrangements for transport and termination of local traffic

with any requesting telecommunications carrier.

. WHAT ARE THE FCC’'S RULES RELATED TO CHECKLIST ITEM NO. 14,

RESALE OF TELECOMMUNICATIONS SERVICE? [ISSUE 15]

. The majority of the rules related to resale have been stayed by the Eighth

Circuit Court of Appeals. The rules that have not been stayed include
Rules 51.613, 561.615 and 51.617. Rule 51.613 provides for restrictions on
resale; Rule 51.615 provides for withdrawal of services; and Rule 51.617
provides for the assessment of the end user common line charge on

resellers.

. WITH REGARD TO THESE CHECKLIST ITEMS, WHAT IS THE PRICING

STANDARD THAT APPLIES? [ISSUES 2-15]
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A. Section 252(d) establishes the pricing standards to be used for

interconnection and unbundled elements. Section 252(d)(1) states that
“‘interconnection and network element charges... shall be based on the
cost {(determined without reference to a rate-of-return or other rate-based
proceeding) of providing the interconnection or network element
{whichever is applicable), and [be] nondiscriminatory, and may include a
reasonable profit.” The Act is clear that the rates for these elements
should be based on cost and not set equal to cost. The Act does not
define the cost standard that should apply; however, the appropriate cost
standard should provide for full recovery of BellSouth’s costs and may

include a reasonable profit.

. DO THE RATES ORDERED BY THE COMMISSION IN ARBITRATIONS

MEET THE CRITERIA OF SECTION 252(d)? [ISSUES 2-15]

. Yes. According to Section 252(c)(2), “in resolving by arbitration...any open

issues and imposing conditions upon the parties to the agreement, a State
commission shali--establish any rates for interconnection, services or
network element according to subsection (d)...." Subsection (d), as
defined above, is the pricing standard which requires rates for

interconnection and unbundled network elements to be cost-based.

In the AT&T and MCI arbitrations, for each unbundled network element

that AT&T and MCI requested, the Commission ordered permanent prices
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to be based on BellSouth’s TSLRIC cost studies. Where no TSLRIC was
provided, interim rates were based on the Hatfield model or BellSouth’s
tariffs. While BellSouth does not necessarily agree that the proper cost
standard has been applied in all cases, the Commission approved rates

that are based on costs consistent with Sections 252(c)(2) and (d)(1).

. WHAT IS THE TRUE-UP MECHANISM ORDERED BY THIS

COMMISSION?

. BellSouth has filed verifiable cost studies in support of the prices for those

unbundled network elements lacking a filed study on March 18, 1997. The
differences between the ordered rates and the prices developed pursuant
to the cost studies will be trued-up or down etreactivety: When the cost
studies are approved and permanent rates are established, these rates wili

also be cost-based.

. DOES THE FACT THAT THE COMMISSION ORDERED THE INTERIM

RATES TO BE SUBJECT TO TRUE-UP CHANGE THE FACT THAT THE
INTERIM RATES ARE COST-BASED? [ISSUES 2-15]

. No. The fact that the Commission has ordered the interim rates to be

subject to a true-up to reflect new cost studies does not change the
Commission’s decision approving the interim rates. Section 252(d)
requires the rates for interconnection and unbundled network elements to

be cost-based but does not specify what methodology this Commission
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must use. The Commission is certainly free to allow one methodology to
establish interim cost-based rates, while ordering a different cost-based

methodology to true-up these costs and establish permanent prices.

. OTHER THAN THE REQUIREMENTS OF THE ACT AND THE FCC’S

RULES ARE THERE ANY ADDITIONAL REQUIREMENTS THAT
BELLSOUTH MUST MEET IN ORDER TO COMPLY WITH THE
CHECKLIST?

No. BellSouth does not believe that there are any additional requirements

BellSouth must meet to comply with the checklist.

. DOES BELLSOUTH INTEND TO CONTINUE FULFILLING THE

REQUIREMENTS OF THE CHECKLIST AFTER BELLSOUTH IS
GRANTED INTERLATA AUTHORITY? [ISSUES 2-15]

. Yes. BellSouth has every intention of continuing to fuffill the checklist

requirements once BellSouth has entered the interLATA market. The
approved agreements and the Statement will be under the authority of this
Commission. BellSouth is legally bound by the terms and conditions of
these agreements. BellSouth has a long history of complying with federal
and state laws and regulatory commissions’ orders and regulations.
BellSouth will continue to comply with the laws established under the Act
and the regulations of its federal and state regulators. In addition to legal

compliance, if BellSouth discontinued open access to the local market, it
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could in turn lose its authority to be in the interLATA market. That would
be a “no win” situation for all telecommunications providers and

consumers.

To comply with the Act, BellSouth has negotiated and will continue
negotiating interconnection agreements. The Commission will have the
continued responsibility to arbitrate and approve these agreements. This
responsibility gives the Commission continued oversight of BellSouth’s
interconnection agreements and BellSouth's activities to satisfy the terms

of these agreements.

When the terms of the existing agreements expire, BellSouth will be in the
position to renegotiate the terms and conditions under the same
negotiation and arbitration processes it has just accomplished. This
Commission has a continuing responsibility to oversee these negotiations
and settle issues through arbitration. Renegotiations will go much
smoother if the competitors are satisfied with the service and level of

interconnection they have received from BellSouth.

Furthermore, BellSouth is offering a general Statement that future
competitors may choose for interconnection purposes if they do not wish to
negotiate. This Statement will continue to be under Commission oversight

and any changes in this Statement must be approved by this Commission.
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Q. ARE THERE SAFEGUARDS IN PLACE UNDER SECTION 271 OF THE

ACT? [ISSUES 2-15]

. Yes, Section 271(d)(6) of the Act provides the FCC with the authority to

enforce the conditions of the Act. If the FCC determines that BellSouth is
not meeting the conditions required for entry into the long distance market,
the FCC may “1) issue an order to such company to correct the deficiency;
2) impose a penalty on such company... or 3) suspend or revoke such

approval.”

. DOES THE ACT INCLUDE STRUCTURAL REQUIREMENTS AND NON-

DISCRIMINATION SAFEGUARDS FOR THE BOCS ENTERING THE
INTERLATA ARENA? [ISSUES 2-15]

. Yes. To receive interLATA relief under Section 271 it requires such relief

to be exercised in accordance with requirements of Section 272. Section
272 of the Act imposes numerous safeguards with regard to BOC entry
into long distance for a minimum of three years. Under Section 271, the
checklist essentially requires any BOC seeking to provide in-region long
distance service to open its local network at many levels at non-
discriminatory prices and terms supervised by the state commissions. The
FCC must find that BOC entry is in accordance with the safeguards
required in Section 272 and is in the public interest. The first obligation
under Section 272 is that for at least three years the long distance

business is to be conducted by a separate subsidiary that operates
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independently of the local company. Further, Section 272 deals explicitly

with potential cost misaliocation and price discrimination.

. ARE THERE OTHER SAFEGUARDS REQUIRED UNDER SECTION 272

OF THE ACT? [ISSUES 2-15]

. Subsections 272(c) and (e) contain detailed non-discrimination

requirements that prevent BellSouth from favoring its affiliate. BellSouth
“may not discriminate between the company or affiliate and any other
entity in the provision or procurement of goods, services, facilities and
information, or in the establishment of standards” and shall account for all
affiliate transactions in accordance with regulations established by the
FCC. Section 272(e) mandates that services offered by BellSouth to its
affiliate be at parity with the services offered to unaffiliated entities. That is
BellSouth: (1) is to respond to requests of an unaffiliated entity for
exchange or exchange access service within the same time period in
which it would provide such services to its own affiliate; (2) shall provide
the same facilities, services or information concerning exchange access to
the affiliate as are available to other providers of interLATA services on the
same terms and conditions; (3) shall charge the affiliate or impute to itself
(if using the access for its provision of its own services) an amount for
access to its telephone exchange service and exchange access service
that is no less than the amount charged to any unaffiliated interexchange
carriers for such services and; {4) may provide any interLATA or intralLATA

facilities or services to its interLATA subsidiary if such facilities or services
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are made available to all carriers at the same rates, terms and conditions

and so long as the costs are appropriately allocated.

Further, Section 272(d) provides for biennial audits. Every two years,
BeliSouth must initiate an independent federal/state audit to prove its
compliance with the separate subsidiary requirements of the Act. The
auditor, the FCC and state commissions have access to the financial
accounts and records of BellSouth and of its affiliates to the extent
necessary to verify that transactions have been made in compliance with

the Act.

. HAS THE FCC ESTABLISHED ANY SAFEGUARDS TO ENSURE BOC

COMPLIANCE UNDER THE ACT?

. The FCC already has available many regulatory mechanisms in place to

oversee BellSouth's participation in the long distance market to ensure that
no harm results to the public or competition. These mechanisms include
cost accounting requirements, nondiscrimination provisions, access charge

guidelines and equal access requirements.

In addition, the FCC’s Orders in Docket No. 96-98 discuss several options
that parties have for seeking relief if they believe that a carrier has violated
the standards under Section 251 or 252. These include bringing an action
in federal district court, using the Section 208 complaint process, and

seeking relief under the antitrust laws, other statutes, or common law.
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Therefore, there are ample avenues to pursue if a party believes it has not

been dealt with justly under the Act.

. WHAT SAFEGUARDS, IF ANY, EXIST UNDER THIS COMMISSION’'S

SUPERVISION? [ISSUES 2-15]

. Rates, terms and conditions for local interconnection must be set so as not

to discriminate between providers. In addition, negotiations are to be
conducted in good faith between the providers. Negotiated agreements
must be filed with the Commission for approval. If the terms and
conditions cannot be adequately negotiated, the Commission has authority
to determine the rates, terms and conditions for interconnection services
through arbitration. The Commission must also determine reasonable
discounts and terms for the resale of local exchange services. It is the
Commission’s responsibility to ensure that no local exchange company or
telecommunications provider gains an unfair market position. Of course,
competitors have the option of filing a complaint with this Commission in

the event they believe they have been treated unfairly.

. ARE THERE ANY OTHER EXAMPLES OF FEDERAL OR STATE

REGULATORY SAFEGUARDS WITH WHICH BELLSOUTH MUST
COMPLY? [ISSUES 2-15]

. Yes. In addition to the many legal requirements established in the Act,

BellSouth Telecommunications, Inc. (BST) must still operate under all of
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the existing regulatory requirements as well. BST is still subject to far
more regulation than its competitors. For example, at both the federal and
state levels, price regulation provides protection for concerns regarding
cross-subsidization of BST’s interexchange operations. Under price
regulation, BST does not benefit by cross-subsidizing any of its regulated
services with other services. The essential feature of this form of price
regulation is that the linkage between cost and price is broken. BST would

therefore not have an incentive to improperly allocate costs of its services.

In addition to price regulation, BST must file tariffs with the FCC and state
commissions prior to offering new services or changing existing ones.
BellSouth is subject to reguilatory audits, structural separation
requirements, accounting requirements, separation processes, interstate
depreciation prescription, and cost allocation rules, among other regulatory
requirements. BellSouth has a strong incentive to comply with the rules

and regulations in both the interstate and intrastate jurisdictions.

. DOES BELLSOUTH BELIEVE THE VARIOUS SAFEGUARDS

DISCUSSED WILL ENSURE OPEN COMPETITION ONCE INTERLATA
RELIEF IS GRANTED? [ISSUES 2-15]

. Yes, with the opening of local markets pursuant to the checklist, the

Section 272 safeguards, and the oversight of federal and state regulators,
there should be no doubt that BOCs will not have the ability to impede

competition through their entry into the long distance market. In addition
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to complying with the law, BellSouth will continue to have a strong
business incentive to cooperate in the development of local competition
after interLATA authority is granted. BellSouth will still be heavily
regulated and its competitors will not. This inequality increases
BellSouth’s costs and constrains its ability to compete. As markets
become more competitive, regulation of BellSouth must be relaxed for it to
have any possibility of competing effectively. Regulators are not likely to
relax regulation until they are confident that the marketplace will discipline
the behavior of BellSouth. An uncocoperative BellSouth cannot hope to
achieve the equality of regulation that it needs. Although interLATA relief
is important, it is by no means the ultimate relief that BellSouth needs from
regulators. As the local market becomes more competitive, any ability that
BellSouth may have to impede competition will be quickly eroded.
Contrary to impeding competition, BellSouth’'s entry into the interLATA

market will bring substantial benefits of increased competition.

. HOWWILL CUSTOMERS BENEFIT FROM BELLSOUTH'S ENTRY INTO

THE INTERLATA MARKET? [ISSUES 1A & 1B]

. Customers will benefit from BellSouth’s entry into the interexchange

market in Florida immediately. Allowing BellSouth to enter the in-region
interLATA market in Florida will promote interLATA competition in a way
that will more effectively deliver the benefits of long distance competition to
all consumers than is currently provided. Although competition in the

interexchange business has grown substantially since divestiture in 1984,
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it is still not all that it could be. AT&T, MCI, Sprint and WorldCom carry the
majority of the interLATA traffic but maintain a classic oligopoly. Prices
move up in lock-step without regard to decreasing costs; profit margins are
high and rising; and carriers target discounts at high-volume, price-
sensitive customers while charging the majority of callers inflated basic

rates.

BellSouth is uniquely positioned to compete in Florida by reducing the
ability of interexchange carriers to engage in the pricing behavior
mentioned above. This will occur because entry by BellSouth will increase
the: (1) number of effective facilities-based competitors; (2) diversity of
cost characteristics; (3) diversity of product mix among the industry
members; and (4) rate of technological change. By dismantling the
artificial barriers that have separated telecommunications markets between
local, intralLATA and interLATA services, benefits will flow to consumers as
companies are able to use existing facilities to supply additional services.
BellSouth will also be able to resell its retail interexchange service to small
carriers on non-discriminatory terms so that they have a new alternative to

purchasing the wholesale services of AT&T, MCI and Sprint.

Another benefit to consumers in Florida is that they will begin to regain
some of the benefits of vertical integration that were given up at
divestiture. Such vertical integration would improve efficiency within

telecommunications networks.
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Q. HOW WILL BELLSOUTH’'S ENTRY INTO LONG DISTANCE BENEFIT

LOCAL COMPETITION IN FLORIDA? [ISSUES 1A & 1B]

. Granting BeliSouth entry into the interLATA business will likely hasten the

development of local competition rather than hinder it. When BellSouth is
able to offer a full service package to its customers, Section 271(e) of the
Act allows other companies to match this capability. Providing BellSouth
the ability to offer a full range of services to customers will be a powerful
stimulus for the interexchange carriers (IXCs) to do the same. This means
that {XCs who are not currently planning to provide local service will almost
certainly enter the local market to compete effectively for their long
distance customers. IXCs who were either planning toc enter or have

entered the local market, will do so faster and with greater intensity.

The presence of a major company which can provide one-stop shopping
will make providing local service dramatically more attractive to IXCs. The
major thrust of their local market interest to date has been associated with
long distance access because of its relationship to long distance margins.
If BellSouth can provide one-stop shopping, IXCs will certainly want to do
the same. To offer one-stop shopping, they must offer local service, not
just find alternatives for long distance access. This event will dramatically

increase the attractiveness of providing local service for the IXCs.

BellSouth, too, can offer, along with its existing quality telecommunications

services, the ability for consumers to purchase local, intraLATA and
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interLATA telecommunications services from a single provider- - one-stop
shopping. As a full service provider, BellSouth will be able to offer
packages of local, wireless and long distance services. Having BellSouth
in this market would ensure that customers receive services at lower prices
than if BellSouth were not a participant. Customers have been requesting
one-stop shopping since divestiture, and BellSouth will be added to the list

of carriers who are able to respond to their requests.

Of course, BellSouth will start with zero market share in an in-region
interLATA business dominated by IXCs with vast resources. Through
strong marketing, BellSouth will have to convince consumers that
BellSouth offers higher quality, lower priced services or both in order to
obtain their business. BellSouth plans to compete vigorously for
customers’ business and believes that customers would like to be able to

choose BellSouth as an interLATA carrier.

In summary, BellSouth’s entry into in-region interLATA services will only
increase competition in telecommunications markets by prompting IXCs to
enter the local exchange business more quickly and ending restrictions on
joint marketing of resold Bell company local services. Together with
BellSouth's comparable offerings, there will be a whole new dimension to
local competition. This provides more choices and better prices for

consumers in all telecommunications markets.
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Q. WHAT WOULD BE THE CONSEQUENCES FOR FLORIDA

CONSUMERS IF THE FCC DENIES BELLSOUTH'S REQUEST FOR
INTERLATA RELIEF? [ISSUES 1A & 1B]

. BellSouth strongly believes that all competitors should have an opportunity

to compete fairly in all markets. BellSouth has met the requirements of the
Act and opened its markets to local exchange competition. In the event
BellSouth is excluded from the in-region interLATA market as our
competitors expand into the local market, consumers in Florida will not

enjoy the true benefit of totally open markets and fair competition.

If in-region interLATA relief is delayed over a period of time, customer’s
prices will be higher overall than would otherwise be the case if BellSouth
were allowed to compete. As competitors come into the local market, they
will target BellSouth’s most lucrative, high volume customers by pricing
slightly lower than BellSouth. Competitors can even use the fact that
BellSouth is providing the underlying service to enhance their marketing
efforts. Contribution that BellSouth currently receives will then go to the
ALECs in the competitive environment. [f BellSouth is unable to respond
effectively by offering competitive bundled service offerings and lower
prices, it will lose substantial retail revenue which could lead to rate
increases on less competitive customers to cover total costs. If
competitors are allowed to “cherry pick” the high volume local market prior
to BellSouth's interLATA relief, these competitors will have an unfair

advantage in offering bundled services - one stop shopping - to the most
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lucrative customers currently on BellSouth’s network once the joint

marketing restriction is lifted. BellScuth’s ability to market, price and

provide services would be inhibited.

SUMMARY

Q. PLEASE SUMMARIZE YOUR TESTIMONY.

A. Throughout my testimony | have described the requirements in the Act

with regard to BellSouth’s entry into the long distance market. The Act
was written for two purposes - to open the local market to competition and
to allow the BOC, in turn, to offer long distance service. 1 have described
the conditions of the Act, including the requirement to meet the 14-point
checklist, and have identified what BellSouth has done to comply with
each of these requirements. BellSouth is now seeking this Commission’s

verification of that compliance.

BellSouth has clearly satisfied the requirement to open local exchange
markets to competition. BellSouth has negotiated agreements in good
faith with its competitors to offer equitable local interconnection. In
addition, BellSouth will officially file with this Commission a Section 252(f)
Statement of General Terms and Conditions which will be available to any

competitor who wishes to enter this market.

-B85-




171

Once BellSouth has demonstrated compliance with the provisions in

2 Section 271, the Act entitles BellSouth to receive in-region interLATA
3 relief. Within my testimony, | have sought to provide this Commission
4 assurance that BellSouth wili compete fairly within the constraints of the
5 law and will maintain open local markets to all interconnectors. BellSouth
6 has played by the rules in the past, and there is no reason to believe it will
7 behave any differently in the future.
8
9 Finally, | have shown that it will be beneficial to the consumers in the state
10 of Florida to allow BeliSouth into the in-region interLATA market. As a new
11 long distance competitor, BellSouth will offer many competitive
12 opportunities for consumers in Florida and has the potential to break up
13 the long distance oligopoly that has existed in Florida since 1984.
14 BellSouth’s entry into this market will benefit consumers because long
15 distance rates should decline and cost efficiencies gained by IXCs should
16 now be passed to consumers. In addition, BellSouth along with the IXCs
17 will be able to offer one-stop shopping by the joint marketing of local,
18 intraLATA and interLATA services in bundled packages. The time is right
19 for all competitors to be free to compete in an open market. Consumers
20 will benefit if BellSouth is one of the carriers they can choose to provide all
21 of their telecommunications services.
22
23 Q. DOES THIS CONCLUDE YOUR TESTIMONY?
24
25 A. Yes.
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BELLSOUTH TELECOMMUNICATIONS, INC.
REBUTTAL TESTIMONY OF ALPHONSO J. VARNER
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 960786-TL
JULY 31, 1997

PLEASE STATE YOUR NAME, ADDRESS AND POSITION WITH
BELLSOUTH TELECOMMUNICATIONS, INC. (HEREINAFTER
REFERRED TO AS “BELLSOUTH")

My name is Alphonso J. Varner. | am employed by BellSouth as Senior
Director for Regulatory for the nine state BellSouth region. My business

address is 675 West Peachtree Street, Atlanta, Georgia, 30375.

ARE YOU THE SAME ALPHONSO J. VARNER THAT FILED DIRECT
TESTIMONY IN THIS PROCEEDING?

Yes. | filed direct testimony with the Florida Public Service Commission

(the “Commission” or the “FPSC") on July 7, 1997.

WHAT IS THE PURPOSE OF THE TESTIMONY THAT YOU ARE
FILING TODAY?

My rebuttal testimony addresses the direct testimony filed by most of the

other parties’ witnesses on July 18, 1997. Specifically, my testimony
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refutes the following erroneous assertions raised in the intervenor’s
testimony: 1) the allegation that BellSouth’s entry into the in-region
interLATA market should be delayed untii full local competition has
developed; 2) the representation that BellSouth does not meet the
requirements of Section 271(c)(1)(A) of the Telecommunications Act of
1996 (the “Act”) and that the above section is, therefore, not available to
BellSouth; 3) attempts by witnesses to expand the Act’s 14 point
checklist; 4) proposals for rearbitration of issues already resolved by this
Commission; 5) the inappropriateness of interim rates to satisfy the
requirement of 252(d)(1); 6) BellSouth’s draft Statement of Generally
Available Terms and Conditions (Statement) does not meet the
requirements of the 14 point checklist; 7) alleged bad acts committed by
BellSouth; and 8) the inability of BellSouth to provide items on the

checklist as identified by the various intervenors.

THE INTERVENORS HAVE SPENT MANY WORDS AND PAGES ON
THE TRACK A VS. TRACK B ARGUMENT AND THE PERTINENCE OF
BELLSOUTH'S STATEMENT. PLEASE COMMENT.

As | stated in my direct testimony, BellSouth meets the requirements of
Track A with regard to filing for interLATA relief in Florida with the
Federai Communications Commission ("FCC"). In response to Issue 1.c.
of this Commission’s Issues List, BellSouth’s Statement may or may not
be necessary to supplement the approved interconnection agreements in

effect at the time we file with the FCC.

A
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BeliSouth is asking the Commission in this proceeding to do two things:

1) Approve BeliSouth’'s Statement as being compliant with the

checklist in Section 271(c}(2)(B) of the Act; and

2) Accumulate the facts necessary to assess the current
market conditions existing in Florida and fulfill its consuitative
role for the FCC when BellSouth does file its application for

interLATA entry.

When BellSouth Corporation files its for interLATA relief with the FCC,' it
anticipates using a combination of its approved interconnection

agreements and its approved Statement to fulfill the requirements of the
14-point checklist and demonstrate that it meets the conditions of Track

A.

WOULD YOU COMMENT GENERALLY ON THE TESTIMONY FILED
BY THE OTHER PARTIES?

Yes. This Commission has received detailed testimony from thirteen (13)
witnesses generally opposing the views of BellSouth. Through my
testimony, and the testimony our other witnesses, BellSouth responds to
a substantial portion of the detail in their testimony to demonstrate that

there are serious flaws in these parties’ conclusions. However,
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BeliSouth does not attempt to respond to every erroneous allegation.
Given the complexity of these filings, it would become very easy for this
Commission to become mired in the details. However, it is unnecessary
and hazardous for this Commission to do so. The policy choices that this
Commission has to make are very clear and, by keeping them in focus,
will resuit in the best decision for Florida consumers. To benefit Florida
consumers, this Commission will need to do only the two things listed

above.

Contrary to Mr. Wood’s erroneous assertion that he is responding to
“BellSouth’s application to provide in-region interLATA services”,
BellSouth has not asked this Commission to give it interLATA authority.
The Commission could not do so even if BellSouth did ask. As
recognized in the discussion of ltem Number 26 during the July 15, 1997
Agenda Conference, Commissioner Clark @ p.32, Commissioners
Kiesling and Deason @ p.33, and Chairman Johnson @ p. 35, the role of
this Commission with respect to the FCC is “consultative” and “advisory”.
The authority for granting interLATA relief rests with the FCC. In order to
satisfy its responsibilities, this Commission must determine whether it is

appropriate to take the two actions that BellSouth has requested.

PLEASE COMMENT ON HOW THE STATEMENT AFFECTS THE
OTHER PARTIES IN THIS PROCEEDING.
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it is somewhat puzzling that so many parties are critical of the Statement.
The parties who filed testimony in this proceeding have an agreement
with BellSouth, either through negotiation or through arbitration.
Although these parties could use the Statement, one would expect that

their agreements would provide for their needs.

BellSouth’s Statement is designed primarily for those local market
entrants who do not have an agreement and do not want to go through
the negotiation process. Criticisms by parties who already have
agreements are largely attempts to turn the Statement into an improved
form of their agreement or delay interlLATA entry by BellSouth. They
would have this Commission arbitrate issues again and reject the
Statement because it does not provide them with a better agreement
than they negotiated or received through arbitration. The Commission
does not need to rearbitrate issues in this proceeding. Of course, the
Interexchange Carriers (IXCs) are motivated to support rejection of the

Statement since rejection forestalls BellSouth from competing with them.

GENERALLY, ARE THE INTERVENORS’' STANDARDS FOR
INTERLATA ENTRY CONSISTENT WITH THE ACT?

No. Throughout their testimony, intervenors propose for this
Commission to establish additiona! barriers to interLATA entry that are
not in the Act. Congress obviously debated and considered this subject

extensively and established its view of the appropriate standards that
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should apply to determine interLATA entry. Congress also established a
prohibition against adding additional criteria. Despite these clear
requirements of the Act, intervenors would have this Commission ignore
Congress and institute a set of more stringent criteria. Some examples

of these criteria include:

- defaying entry untif local competition is developed,;

- expanding the checklist to include additional capabilities;

- requiring that each checklist item actually be in use before
checklist compliance can be determined;

- an ongoeing need to eliminate dangers of discrimination, even
with safeguards; and

- redefining Sections 271(c)}{(1)(A) and (B).

The recurring fallacy in each of these requirements is that they are
prohibited by the Act. Obviously, intervenors’ self interest is promoted by
establishing more stringent criteria than the Act requires. However,
Congress specifically prohibited the imposition of additional criteria.
Furthering their self interest does not permit intervenors to ignore the
Act’s requirements and rewrite the requirements to their satisfaction.
This Commission should criticaily examine each of the intervenors’
proposals to determine their consistency with the Act. More often than

not, such examination will reveal a glaring inconsistency.
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SEVERAL INTERVENORS USE THE TERM FULLY IMPLEMENTED.
PLEASE DEFINE THE TERM “FULLY IMPLEMENTED” AS USED BY
BELLSQUTH.

As | stated in my direct testimony, “fully implemented” means that either
the items are actually in service or are, in fact, functionally available. The
intervenors have incorrectly defined the term as meaning only actually
provided. Even the DOJ, which many of these parties use to support
several of their positions, apparently disagrees with the definition being
used by the intervenors. The DOJ stated in its response to SBC's
Okiahoma request for interLATA relief, “[a) BOC is providing an item, for
purposes of checklist compliance, if the item is available both as a legal
and practical matter, whether or not any competitors have chosen to use
it...A BOC...can satisfy the checklist requirement with respect to an item

for which there is no demand.”

HOW IS THE REMAINDER OF YOUR TESTIMONY ORGANIZED?

| have organized the remainder of my testimony into seven sections that
address the issues raised by the intervenors. These sections are as
follows: 1) Timeliness of BellSouth’s Entry; 2) Track A vs. Track B; 3)
Statement of Generaily Available Terms and Conditions; 4) Checklist
Expansion; 5) Rebundled Eiements; 8) Sufficiency of Interim Rates; and
7) Allegations of Unfair Competition. Also, where applicable in response

to intervenor testimony, | address the effect of the Eighth Circuit Court of
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Appeals’ Ruling No. 96-3321, filed July 18, 1997 (attached to my
testimony as Exhibit AJV-4).

TIMELINESS OF BELLSOUTH’S ENTRY

WHAT ARE SOME EXAMPLES OF INTERVENORS' CONTENTIONS
THAT IT IS NOT TIMELY FOR BELLSOUTH TO RECEIVE INTERLATA
ENTRY?

It is a pervasive theme of the intervenors’ testimony that BeliSouth
should not be allowed into the interLATA business until some level of
facilities based iocal competition has occurred. A few examples of these

contentions include:

Strow p.17 -  “meaningful” facilities-based competition is a precondition

to a grant of in-region interLATA authority;

Murphy p.4 - PSC should withhold support of BeilSouth's 271
application until significant facilities-based competition
has developed;

Hamman p.5-6 - BellSouth entry wouid take away incentive for
BellSouth to continue to work with the industry to
resolve issues necessary to ensure checklist items are
being offered;

Gillan p. 9 - there is no measurable local exchange competition in

Florida today;
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Gillan p. 6 - competition must be present on a broad scale
commercial level;

Gillan p. 31 - interLATA authority should be delayed until others
can just as easily offer local services and compete:

Woed p. 7 - local competition must develop first, then BOC entry
into interLATA may be permitted;

Wood p. 12 -  if BellSouth is granted interLATA entry before local
competition develops, BellSouth will have the
opportunity to use its control of local facilities to gain an
advantage in the interl_ ATA market;

Gulinop. 5- checklist must be fully and fairly implemented; and

McCausland p.2- once BellSouth receives interLATA authority,

BellSouth will no longer have an incentive to ensure
that local competition is implemented and could

actually siow the development of local competition.
PLEASE RESPOND TO THESE ALLEGATIONS.

The tanguage of the Act clearly does not permit imposition of a mandate
that BellSouth face some level of facilities-based competition in the local
market before obtaining interL ATA relief. The criteria of Section 271
(c)(1)(A) (“Track A") requires the presence of a facilities-based
competitor providing service to residential and business customers
predominantly over their own telephone exchange service facilities. It

does not specify or refer to any minimum threshold level. In fact, as
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more fully discussed in my direct testimony, attempts by Senator Kerry
and Representative Bunn to add a threshold were defeated. In addition,
an application may be filed under Section 271(c)(1)(B) (“Track B") even if
no facilities-based local competitor exists under Subparagraph (A).
Subparagraph (B)'s statement of generally available terms must meet the
requirements of the 14 point competitive checklist to indeed prove that
the local market is gpen to competition, not that any level of competition
has developed. Congress felt this standard and the requirements of
Section 271(d)(3) of the Act struck a balance between opening local

markets and the BOCs being granted interLATA relief.

In many cases, intervenors have attempted to supplant the Act’'s
requirements with their own more stringent standards. Although they
may not like the standards imposed by the Act, they cannot simply
rewrite or ignore them. The requirements for interLATA entry, which
were Congress’ decision to make, are specified in the Act. Despite
intervenors’ dissatisfaction with those specifications, they, like BellSouth,

must abide by them.

MR. WOOD, ON PAGE 8, REFERS TO STATEMENTS OF SENATOR
HOLLINGS WHICH SUPPOSEDLY INFER THAT LLOCAL
COMPETITION MUST DEVELOP BEFORE THE RBOCS MAY ENTER
THE LONG DISTANCE MARKET. HOW WOULD YOU DESCRIBE MR.
WOOQOD’'S CONCLUSIONS?
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There was substantial discussion and debate in Congress on this issue.
Congress affirmatively chose not to establish a threshold level of local
competition as a precondition of interLATA entry by BellSouth.
Consequently, Mr. Wood misconstrues the statement of Senator
Hollings. When viewed in relation to the events that were occurring, his
statement cannot be interpreted as meaning that the Act requires some

level of competition before interLATA entry can be granted to BeliSouth.

Senator Hollings is quoted on page 8 of Mr. Wood's testimony. This
statement is not referring to conditions for interLATA entry. Senator
Hollings is referring to conditions that should apply before

telecommunications services are deregulated. Mr. Wood quotes the

following portion of Senator Hollings statement:

“The basic thrust of the bill is clearly competition is the best
regulator of the marketplace. Until that competition exists,
monopoly providers of services must not be able to exploit their
monopoly power to the consumer's disadvantage. Timing is
everything. Telecommunications services should be deregulated
after, not before, markets become competitive.” (emphasis

added)

There is no mention of criteria for interl ATA entry at all. The Act was a
deregulatory bill. Senator Hollings is describing the conditions that

shouid exist before he believes that telecommunications services should
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be deregulated. In contradiction of Mr. Wood's assertion, Senator
Hollings made the following statements in the same speech (142 Cong.

Rec. S688):

‘I believe that this legislation on the whole presents a balanced
package that deserves the support of every Member of this

body.”

“We should not attempt to micromanage the marketplace; rather
we must set the rules in a way that neutralizes any party’s
inherent market power, so that robust and fair competition can

ensue.”

“l am pleased that the conference agreement recognizes that

the RBOCs must open their networks to competition prior to

entry into long distance.” (emphasis added)

Senator Hollings made these statements on February 1, 1996, after the
Conference Report was submitted to the Senate. He had fuil knowledge
that Track B existed and he did not indicate that some level of local
competition must exist. No reasonable interpretation of his statements

could lead to the conclusions reached by Mr. Wood.

PLEASE RESPOND TO THE CONCLUSIONS REACHED BY MR.
WOOD AS A RESULT OF SENATOR KERRY'S STATEMENT.
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His conclusions here are also unfounded. First, Mr. Wood's quote of
Senator Kerry is incorrect. Mr. Wood substitutes the word competitor for

competition in the quotation. The actual quote is as follows:

“Neither bill had sufficient provisions to ensure that the local
telephone market was open to competition before the RBOCs

entered long distance.” (emphasis added)

Senator Kerry's statement refers to competitive tests and openness to
competition as the criteria for permitting entry. He does not indicate that

some level of competitive development needs to occur first.

Senator Kerry, probably better than any other Senator, knew that the Act
did not require development of local competition before interLATA entry
could be granted. As | stated in my direct testimony, Senator Kerry
introduced an amendment to change Section 271(¢c)(1) to say that “a Bell
operating company may provide interLATA services in accordance with
this Section only if that company has reached interconnection
agreements with...telecommunications carriers capable of providing a
substantial number of business and residential customers with service”.
141 Cong. Rec. S8319 (June 14, 1995) (emphasis added). That
amendment, which only attempted to require the presence of a carrier
who was capable of providing service to a substantial number of

customers, not even that the carrier was providing service, was defeated.
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Surely, Senator Kerry knew that the Act, which he voted to approve, did

not contain any competitive development requirements.

DO THE STATEMENTS OF REPRESENTATIVES BUNNING AND
FORBES QUOTED IN MR. WOOD'S TESTIMONY SUPPQORT A
CONCLUSION THAT THE ACT REQUIRES COMPETITION TO BE
DEVELOPED TO SOME DEGREE BEFORE INTERLATA ENTRY CAN
BE GRANTED?

No. These Congressmen's statements have been either misunderstood
or misinterpreted. Representative Bunning's statement reflects his
opposition to the fact that the House Bil! did not contain requirements for
competitive local development as a condition for entry into long distance.
Representative Bunning opposed the Bill because he believed that the
entry restrictions were too lax. Thus, his statement supports the point
that attempts to impose some degree of competitive local market
development were rejected by Congress and is not required by the Act.

This is definitely contrary to Mr. Wood's conclusion.

The only reasonable interpretation of Representative Forbes’ statement
is that he refers to the Track A provisions of the Bill. He supported
H1555 which included hoth Track A and Track B. The Congressional
record indicates that how Track A and Track B operated was very clearly

presented to Representative Forbes.
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WHY DOES BELLSOUTH BELIEVE IT WAS NOT THE INTENT OF
CONGRESS THAT LOCAL COMPETITION BE FULLY DEVELOPED
PRIOR TO BOC ENTRY INTO LONG DISTANCE?

As | stated in my direct testimony, Congress wanted to open all
telecommunications markets in order to bring consumers the benefits of
full competition. Section 271 ensures that opening the BOCs’ local
markets will not only allow competition in local services, but will also
enhance competition in the long distance business through BOC entry.
Nowhere did Congress establish that any particular type of local
competition must exist as a prerequisite to BOC entry into the long
distance business within its region. Congress intended that Section 271
would provide a path for BOCs to seek authority from the FCC to enter
the long distance market as soan as they demonstrate that their local

markets are open.

in addition, Congress recognized that competitive providers could
attempt to thwart BellSouth’s entry into the long distance market.
Congress did not allow a competitor to prevent a BOC from filing under
Track B because the competitor requested access and interconnection
without making the pro-competitive investment in local facilities that
Congress thought necessary under Track A. if this was permitted, a
competitor could foreclose the BOC's entry into interLATA by simply
requesting access and interconnection and then limiting facilities

investments to only residential or business customers. In fact, Mr.

-158-




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

187

Gillan, beginning on page 37, has stated that it is too expensive for
competitors to build facilities and it will be a long time before there will be
true facilities-based competition. However, under their interpretation of
the Act, these same competitors can enter the local market through
resale, establish a strong presence in that market, and use
mischaracterization of the Act to prevent BellSouth from entering the

interLATA market for years.

AS A POLICY MATTER, SHOULD THE COMMISSION DELAY
BELLSOUTH'S ENTRY AS PROPOSED BY THE OTHER PARTIES?

No. Without the maximum number of choices of providers for all
services, the public will certainly be harmed. Intervenors clearly can offer
the full range of telecommunications services that customers want. They
can offer local and long distance service today. However customers
cannot avail themselves of all of the services that BellSouth can offer
until interLATA relief is granted. With interLATA relief for BeliSouth,

customers’ choices will be increased.

MR. WOOD ON PAGE 14 , MR. MCCAUSLAND ON PAGE 2, MR.
GULINO ON PAGE 40, AND SEVERAL OTHER WITNESSES STATE
THAT IF THE “CARROT” OF INTERLATA ENTRY IS OFFERED TOO
SOON, BELLSOUTH WILL NO LONGER HAVE AN INCENTIVE TO
CONTINUE THE DEVELOPMENT OF LOCAL COMPETITION. WHAT
IS YOUR RESPONSE TO THIS ASSERTION?
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The intervenors seem to have forgotten one thing - whether or not
BellSouth is in the interLATA long distance business, BellSouth is legaily
obligated to comply with the requirements of the Act, in particular
Sections 251 and 252. After interLATA authority is granted, BellSouth
must continue to comply with Sections 271 and 272. These legal
obligations are not magically removed once in-region interL ATA authority
is granted. As | stated in my direct testimony, the Act, the FCC and the
State Commission all have significant safeguards in place to ensure
BellSouth’s compliance. Some of the safeguards are that BellSouth will
have to continue to negotiate agreements subject to arbitration and
approval by this Commission. Current agreements will have to be
renegotiated subject to arbitration and approval by this Commission.
This Commission must approve any changes that are made in the
Statement of General Terms and Conditions once it is initially approved.
The FCC has authority under Section 271 of the Act such that if
BellSouth ceases to meet the requirements of interLATA entry after it is
granted, it can take a number of steps, including revoking the grant of
relief that it had previously given. BellSouth also must comply with the
structural requirements of Section 272, i.e., create a separate interLATA
affiliate, maintain non-discriminatory safeguards as prescribed by the
FCC and participate in biennial audits. The inclusion of these safeguards
was Congress’ way to ensure that BellSouth, or any RBOC, does not
stop cooperating with potential competitors once they are granted in-

region interlLATA authority.
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Practical experience has proven that BellSouth’s entry into new markets
indeed enhances competition. Before real competition was established,
BellSouth entered other markets, such as cellular, PCS, and enhanced
services when legal safeguards existed. BellSouth’s entry has proven to
be in the public interest. Safeguards in these other markets have
certainly worked and will work in the interLATA market. To delay
BellSouth’s entry into the interLATA market until local competition has
fully developed is simply to insulate the interLATA market from more

effective competition.

ON PAGE 12 OF MR. WOOD'S TESTIMONY HE SURFACES A
CONCERN OVER “DOCUMENTED ANTICOMPETITIVE BEHAVIOR”
RESULTING IN THE LONG DISTANCE RESTRICTION IMPOSED BY
THE CONSENT DECREE. PLEASE COMMENT.

While BeliSouth does not disagree, in general, with Mr. Wood's

assessment, the behavior that Mr. Wood is referring to was exhibited by
AT&T and not the post-divestiture Bell operating companies. One overt
purpose of Sections 251, 252 and 272 of the Act as well as the checklist

requirements is to prevent just the behavior to which Mr. Wood refers.

Mr. Wood goes on to further discuss the 1986 Court ruling banning
interLATA entry by the RBOCs, citing their ability to “utilize their

monopoly advantages to affect competition”. The Court ruling that Mr.
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Wood notes is talking about the future conditions. 1t makes no claim of
anticompetitive behavior by the RBOCs. Again the Act substitutes
Sections 251, 252, 271 and 272, in addition to federal and state

oversight, for the previous ban on interLATA entry by the RBOCs.

Mr. Wood's apparent lapse in memory is again displayed as he states
that “[t]his danger has not diminished merely with the passage of time;”.
He is correct in one aspect; it is not the passage of time that has
diminished the danger, if there was any, but the passage of the
Telecommunications Act that he seems to overlook. With this in mind,
Mr. Wood has absolutely no basis for his conclusion that BeliSouth “will
have both the incentive and the opportunity to use its control of these
local bottleneck facilities to again gain an advantage in the interLATA

market.”

MS. MURPHY, ON PAGE 27 OF HER TESTIMONY, STATES
REGARDING SECTION 271, “IT WILL BE NEARLY IMPOSSIBLE TO
RETRACT THIS AUTHORITY.” PLEASE RESPOND.

Before BellSouth has a significant base of customers, it would be
relatively simple for the FCC to withdraw interLATA authority. | would
agree, however, that BeliSouth would have to engage in egregious
behavior before the authority would be retracted after a substantiai
customer base has been built. Retracting interlLATA authority, however,

is only one of several actions that can be taken to penalize BellSouth if it

-19-




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

191

does not continue to fulfill its obligations under the Act. Section 271 (d)(6)
of the Act provides the FCC with the authority to enforce the conditions of
the Act. If the FCC determines that BellSouth is not meeting the

conditions required for interLATA entry, the Commission may:

1) “issue an order to the Company to correct the deficiency;
2) impose a penalty on such company...; or

3) suspend or revoke such approval.”

To make Ms. Murphy's argument even more [udicrous, the Florida
Commission may also penalize the Company for actions that do not
comply with its rules. BellSouth must legally abide by the terms and
conditions of its agreements and also its Statement when it is approved.
in addition, complaint processes before regulatory bodies may be used
and the courts are certainly available for an aggrieved party to seek relief

under antitrust laws, other statutes, or common law.

There are ample avenues, other than retracting authority, that can be
pursued if BellSouth does not continue to comply with legal and
regulatory requirements after interLATA entry has been granted. Since
there are so many viable avenues to ensure compliance, it can hardly be
said that it will be nearly impossible to retract the grant of interLATA

authority as Ms. Murphy has stated.
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DOES BELLSOUTH HAVE ANOTHER BUSINESS INCENTIVE TO
CONTINUE DEVELOPMENT OF LOCAL COMPETITION?

Yes. In addition to complying with the law, BellSouth will continue to
have a strong business incentive to cooperate in the development of
local competition after interLATA authority is granted. BellSouth will still
be heavily regulated and its competitors will not. This inequality
increases BellSouth's costs and constrains its ability to compete. As
markets become more competitive, regulation of BellSouth must be
relaxed for it to have any possibility of competing effectively. Regulators
are not likely to relax regulation until they are confident that the
marketplace will discipline the behavior of BellSouth. An uncooperative
BellSouth cannot hope to achieve the equality of reguiation that it needs.
Although interLATA relief is important, it is by no means the uitimate

relief that BellSouth needs from regulators.

Another incentive that BellSouth has to continue the development of
local competition is that BellSouth now provides unbundled network
elements to ALECs as a wholesaler. Provision of such wholesale
services is expected to be a substantial business for BellSouth. As a
wholesale provider, BellSouth needs to provide quality service to the
needs of its customers in order to stay in business and generate

revenues.
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SEVERAL WITNESSES, INCLUDING MR. GULINO ON PAGE 5 AND
MR. HAMMAN ON PAGE 5, STATE THAT ACTUAL PROVISION OF
THE CHECKLIST ITEMS 1S REQUIRED BEFORE CHECKLIST
COMPLIANCE CAN BE DETERMINED. PLEASE COMMENT.

Section 271(c)(2)(B) contains each of the 14 points referred to as the
competitive checklist. BellSouth is required to generally offer and
provide, if requested, access and interconnection to other
telecommunications carriers as specified by the 14-point checklist. The
term generally offer is key. Any competitor can obtain any of the items
on the 14-point checklist from the statement of generally available terms
and conditions. If the Statement is approved, it will then be available to
all Alternative Local Exchange Companies ("ALECs”). The Act does not
include the requirement that BellSouth currently provide each of these
checklist items. Mt is ludicrous to conclude from the language of the Act
that all of the items must already be provided in order for BellSouth to
comply with the checklist. There may be items on the checklist that no

competitor will ever request.

MR. HAMMAN ON PAGE 5 STATES THAT BELLSOUTH HAS NOT YET
FULLY IMPLEMENTED AN INTERCONNECTION AGREEMENT OR ITS
STATEMENT TO DEMONSTRATE THAT IT iS OFFERING THE
ELEMENTS REQUIRED UNDER THE CHECKLIST. SHOULD THIS BE
CAUSE TO REJECT BELLSOUTH'S STATEMENT OF TERMS AND
CONDITIONS AS NOT MEETING THE CHECKLIST?
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No. First, BellSouth does not agree with Mr. Hamman's statement.
BellSouth meets all of the requirements of the checklist. If this were not
the case, however, what Mr. Hamman would have this Commission do is
wait untit ALECs decide that they want each of the checklist items before
BellSouth can seek entry into long distance. Since BellSouth does not
control the speed or degree with which competitors choose to enter the
market, waiting until ALECs order each checklist item would put
BellSouth’s ability to enter the long distance market solely under the
control of the people who most want to keep BellSouth out of this
business. Congress recognized this possibility and prevented this tactic

by establishing Track B.

In addition, Congress provided the ability to use the Statement to
supplement negotiated/arbitrated agreements when interLATA entry is
sought under Track A. As Commissioner Clark states on page 30 of the
July 15, 1997 Agenda Conference transcript, “...but that in determining
whether they have met the checklist for A you can look at the SGATC.
It's not a hybrid of B." The Act recognizes that agreements used under
Track A may not contain all items on the checklist. For capabilities that
new entrants are not using, the oniy demonstration that can be made is
readiness to provide such capability. Upon approval of the Statement,
BeliSouth will have complied with the requirements of the competitive
checklist in Section 271(¢c)(2)(B) of the Act. Whether competitors take

advantage of this opportunity is up to the competitor, not BellSouth. In
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fact, Congress recognized that development of competition was under

the control of the competitors after local markets were open.

YOU USED THE TERM “READINESS” IN YOUR PREVIOUS
RESPONSE. WHAT DO YOU CONSIDER READINESS TO MEAN?

Readiness means that when a competitor requests a checklist item,
BellSouth will provide it within a reascnable period of time, in accordance

with applicable rules and regulations.

ACCORDING TO THE INTERVENORS, WHAT MUST BE DONE TO
DEMONSTRATE FULL IMPLEMENTATION?

It is not clear from the testimony of witnesses for AT&T and MC! what
must be done to demonstrate full implementation. A stated set of criteria
is noticeably absent. It presents an insurmountable challenge to provide
something that is not (and cannot be) defined. The only thing that can

be concluded is that AT&T and MCI will know “full implementation” when
they see it. In short, these intervenors want BellSouth's interLATA entry
to be deferred until they decide that it is okay to allow such entry. Of
course, AT&T and MCI have a vested interest in keeping BellSouth out of

the long distance market.

Further, beginning on page 36 of his testimony, Mr. Gillan compares

current barriers to local entry to entry into the long distance market. He
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implies a set of criteria regarding the establishment of interLATA
competition and states the establishment of long distance networks was
successful and relatively rapid - “only” taking 20 years. He then states
that entering the local market is even more difficuit than entering the
interLATA market. It appears Mr. Gillan is suggesting the local
exchange companies (LECs) must wait at least 20 years before being
allowed entry into the interLATA market. This kind of delay is ridiculous

on its face.

IN THE SUMMARY OF HIS TESTIMONY, MR. GILLAN STATES “THE
COMMISSION SHOULD REMEMBER THAT BELLSOUTH MUST
PROVE THAT IT HAS SATISFIED EACH OF THESE CONDITIONS. IT
IS NOT THE RESPONSIBILITY OF OTHER PARTIES, THE STAFF, OR
THE COMMISSION TO PROVE BELLSOUTH'S NON-COMPLIANCE."
DO YOU AGREE WITH MR. GILLAN?

Although it seems a strange statement for Mr. Gillan to make after
spending the previous 39 pages disputing the logic that BellSouth
purports, we certainly agree with him. In the July 15, 1997 Agenda
Conference, Commissioner Deason states “[a]nd | think that BellSouth
should be granted latitude to bring in any information or evidence they
think is relevant to those 14 checklist items, but that's what we need to
concentrate on.” BellSouth is trying to do exactly what Mr. Gillan and

Commissioner Deason suggest; submit information to support the fact
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that it has satisfied the conditions necessary to gain interLATA relief in

Florida.

ON PAGE 8, MR. GILLAN PRESENTS A TABLE ON THE STATUS OF
LOCAL ENTRY IN BELLSOUTH'S REGION. PLEASE COMMENT ON
THIS TABLE.

This chart is not a comparison of similar capabilities. Although we do not
agree with the accuracy of all of the information portrayed in the table,
e.g., it does not include interoffice trunks within the competitors’
networks which the competitors provide themseives, we will not argue
about the magnitudes of the results. With the recent opening of the local
market, it would be ludicrous to expect anything different. A point that
Mr. Gillan fails to note in his table, however, is that once the ALECs are
connected to BellSouth’s network in Florida, they too will have access to

alt of the BeliSouth trunks, regardless of what the quantity actually is.

DO YOU AGREE WITH MR. GILLAN THAT LOCAL SERVICE FIRST
MUST BECOME COMPETITIVE OR FULL SERVICE COMPETITION
WILL NEVER BE A REALITY?

No. Mr. Gillan is attempting to rewrite the Act to suit his (and the IXCs)
own purposes. There is no requirement in the Act that local service
markets must be competitive prior to BellSouth’s interLATA entry. The

Act requires BellSouth to open the local markets and BeliSouth has done
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so. Mr. Gillan further confuses BellSouth’s ability to offer interLATA
services with the success BellSouth will have in this market as a new
entrant. It is totally unnecessary as a matter of law and policy to delay
full competition in the fong distance market until AT&T and MCI decide to

compete in the local market.

MR. WOOD, ON PAGE 9, REFERS TO A REPORT BY THE STAFF OF
THE TENNESSEE REGULATORY AUTHORITY (TRA) WHICH
SUGGESTS THAT BELLSOUTH'S OPPORTUNITY TO COMPETE IN
THE LONG DISTANCE BUSINESS SHOULD BE DELAYED UNTIL
LOCAL COMPETITORS ARE ESTABLISHED AND MEETING THEIR
BUSINESS OBJECTIVES. DOES BELLSOUTH AGREE WITH THE
STAFF'S ASSESSMENT?

No. On February 10, 1997, BellSouth filed comments on the Tennessee
Staff's draft report which | have attached as Exhibit AJV-5. BellSouth
explained to the staff that Section 271 and Congress’ debates
concerning BOC entry into long distance point to the existence of an
open local market, not the existence of some level of local competition.
Congress recognized that allowing such entry would create enormous
consumer benefit. The staff's approach would serve to penalize
Tennessee consumers by unnecessarily delaying the benefits that real
long distance competition will bring. Section 271 does not create any

quantitative requirement of competition in the local market and provides
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no invitation to import any other additional measure of competition into

Section 271 in order for a BOC to enter the interLATA services market.

On February 18, 1997, the TRA staff provided its report to the Directors

of the TRA. The report included a minority staff position. It states in part

that:

“While we do not disagree with the overall conclusion of the Staff
Report, we do object to the implication that the profitability, or
success relative to a business plan, of any individual competitor

is relevant to the assessment of competition.”

“Indeed, the Staff Report analysis of the long distance market (p.
6) is mildly inconsistent with the Statement on pp. 7-8. In long
distance, despite the presence of successful rivals to AT&T, the
Report suspects that consumers are not receiving all the

potential benefits of price competition.”

“Moreover, the Report suggests that the TRA may be about to
commit the oft-derided policy error of protecting or promoting

competitors at the expense of competition.”

“In the end, we concur with the Report that regulators must
endeavor to create an environment conducive to fair competition

among all market participants, with special favor toward none.”
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This minority report shows that the TRA staff has some disagreement
with Mr. Wood's assessment. On April 18, 1997, the Hearing Officer
issued his recommendation to adopt the informal Section 271
Investigation and Report conducted by the TRA staff including the

minority staff report and BellSouth's comments.

MR. GILLAN, BEGINNING ON PAGE 32, POINTS OUT THAT IT WILL
BE EASY FOR BELLSOUTH TO OFFER LONG DISTANCE BECAUSE
OF ALL OF THE INDUSTRY INFRASTRUCTURE CHANGES THAT
HAVE BEEN MADE OVER THE LAST 15 YEARS. PLEASE
COMMENT ON MR. GILLAN’S ASSERTIONS.

Mr. Gillan accurately describes many of the changes that have occurred
in the telecommunications industry since divestiture. However, he fails to
point out that most of the changes he listed were actions taken by the
LECs to open the long distance market. For example, the LECs were
responsible for deploying equal access software, providing new switch
software to establish different trunk groups for different traffic categories,
and designing carrier billing systems. With our experience in helping to
successfully open the long distance market, the LECs should once again

be able to use that experience to successfully open the local market.
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PLEASE COMMENT ON MR. GILLAN'S ASSERTION THAT
BELLSOUTH'S INTERLATA ENTRY IS IMMEDIATE AND
UBIQUITOUS.

Mr. Gillan trivializes the hurdles that BellSouth must overcome to
compete in this market. BellSouth rhust first gain approval of its
Statement from the state commissions. Once the Statement is approved
at the state level, then BellSouth must go to the FCC to seek refief. The
FCC must decide to grant interLATA authority in order to remove the
legal barrier to BellSouth’s providing long distance services in its region.
The Act has been in effect for well over a year and still no RBOC has

been granted in-region, interLATA authorization.

Once the legal barriers have been eliminated, BellSouth will then enter
the in-region interLATA market with 0% market share. BellSouth will be
competing against huge, experienced, global competitors who are
offering similar packages of telecommunications services. BeillSouth will
face immense market barriers. On page 33 of his testimony, Mr. Gillan
lists some of the hurdles that BeliSouth will face in offering long distance
services. Although he concludes that such hurdles are trivial, Mr. Gillan
provides no basis or analysis for his belief. If, in fact, these hurdles are
so easy to overcome, why did MCI| and Sprint have so much trouble
doing it when they started; and why did it take them so long to get a good

foothold? His assertion is simply without merit.
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MR. GILLAN, BEGINNING ON PAGE 36, MR. MCCAUSLAND ON
PAGE 16, AND MR. WOOD ON PAGE 13, DISCUSS THATIT IS
MORE DIFFICULT AND/OR COSTLY FOR COMPETITORS TO ENTER
THE LOCAL MARKET THAN IT IS FOR BELLSQUTH TO ENTER THE
LONG DISTANCE MARKET. DOES BELLSOUTH AGREE THAT THIS
IS INDEED THE CASE?

No. Entering the local market as a pervasive facilities-based competitor
would be costly and may initially be difficult for competitors. These
witnesses, however, seem to suggest that the only way to enter the local
market is to build a pervasive facilities-based network. There is no
mention that, just as BellSouth’s entry into the interLATA market will be
as a reseller, potential competitors have the capability to enter the local
market using resale which requires no network investment. They can
also enter by purchasing unbundled elements with minimal network

investment.

Also, the FCC does not believe that disparate capabilities of IXCs and
LECs are cause for concern. In its Memorandum Opinion and Order
Report No. LB86-32, January 31, 1997, the FCC stated the foilowing at

paragraphs 48 and 50:

“We observe that MCI and others are also capable of offering
one-stop shopping, by building their own local facilities, by

reselling unbundled network elements, or by reselling PacTel's
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facilities and adding that local offering to their existing long
distance service. The customers who want one-stop shopping
may choose the combined local and long distance services of
SBC/PacTel or one of its competitors. If SBC/PacTel composes
such an offering first and satisfies all regulatory requirements,
then it should benefit from being first to the market with one-stop

shopping.”

“Customers have grown accustomed to receiving long distance
service from AT&T, MCI, Sprint, and many others for more than
a decade. A massive shift of customers upon the entry of a new
supplier (SBC/PacTel) is unlikely unless that new supplier offers
them something more attractive than the existing suppliers are
offering and can possibly offer in response. MCI has not
established that if SBC/PacTel wins a modest share of the traffic
for which it will be newly able to compete, the incentives for entry

into its local markets will be reduced to a significant degree.”
These statements indicate that it will be quite difficult for BellSouth to

compete in the interLATA market and that 1XCs will be able to compete

effectively in the local market.

ARE THERE ANY OTHER FALLACIES IN THEIR ARGUMENT?
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Yes. The intervenors are suggesting that they will have to build facilities
to provide service to all customers in all markets that BellSouth serves.
In the event an ALEC decides it is feasible to construct facilities, it wouid
only have to build the facilities for its particular customers in specific
areas, e.g., major urban areas. They can use the BeliSouth network to
serve other areas. In addition, there are Alternative Access Vendors
(“AAVs") who have already constructed local networks in urban areas in
Florida. An IXC and an AAV could join services, add switching and be in

business.

One additional fallacy that seems common throughout the testimony of
the intervenors is that they ignore the existence of any statutory |
requirements. Mr. Wood, on page 13 of his testimony, complains about
a “monopoly supplier that is hardly a motivated seller and faces no
competitive constraints on the rates it seeks to charge.” There are so
many requirements regarding iocal competition that this assumption is

absurd.

HAVE MR. GILLAN AND MR. MCCAUSLAND CORRECTLY
CHARACTERIZED THE AVAILABILITY OF INTERLATA CAPABILITIES
TO BELLSOUTH?

No. These witnesses suggest that BeilSouth is free to mix and match
interLATA network elemenis in any combination it chooses to create any

services it desires and use of these elements parallels the interLATA
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market opportunities. Although Mr. Wood states that there are numerous
long distance carriers that have capacity to sell or lease, there is,
however, no requirement that their netwark elements must even be
offered. There are no pricing standards which apply to these so cailed
network elements. BellSouth will enter this market as a reseller, not as a
user of unbundled elements. Nowhere has AT&T stated its willingness to
give BellSouth interLATA capacity at cost. Mr. Gillan’s analysis of the
number of switches, on page 37 of his testimony, is irrelevant to
addressing barriers to entry. It does show, however, that, assuming the
price of the switches is comparable, IXCs should offer switching to

BeliSouth at 1/20 the price that BellSouth offers them switching.

MR. WOOD ON PAGE 13 ALLUDES TO BELLSOUTH'S
ADMINISTRATIVE NETWORK AS HAVING SUFFICIENT CAPACITY
TO ALLOW IT TO OFFER IN-REGION INTERLATA SERVICES
IMMEDIATELY WITH NO ADDITIONAL INVESTMENT. IS THIS A
POSSIBILITY?

No. Again, Mr. Wood seems simply to ignore the FCC's First Report and
Order, In the Matter of Impiementation of the Non-Accounting
Safeguards of Sections 271 and 272 of the Communications Act of 1934,
which appears to allay this concern. As long as BellSouth owns the
official services network, paragraphs 261 and 262 of that Order appear to
prohibit use of that network to provide almost all interl ATA services, with

the exception of grandfathered and incidental interLATA services.
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Paragraph 218 appears to prohibit the transfer of the official services
network to any BellSouth long distance affiliate unless “unaffiliated

entities have an equal opportunity to obtain ownership of this facility.”

HOW DOES MR. GILLAN BELIEVE BELLSOUTH'S ABILITY TO OFFER
“ONE-STOP SHOPPING” AFFECTS THE MARKETPLACE?

Mr. Gillan implies that the “one-stop shopping” capability will be unique to
BellSouth. What he fails to mention is that the interexchange carriers
(IXCs) can enter the local market today and have the same one-stop
shopping capability concurrent with BellSouth. In fact, they will receive
this capability on February 8, 1989 whether or not BellSouth has entered
the interLATA market. This is a key point. The only benefit the IXCs
gain from BellSouth's entry into the long distance market is the ability to
offer one-stop shopping sooner. Therefore, they have nothing to lose by
delaying BeliSouth’s interLATA entry since they gain this capability in
February 1999 regardless of what BellSouth does. This is a strong
incentive for their continuing baseless assertions that BeliSouth’s entry is

premature.

ON PAGE 36, MR. GILLAN ASSERTS THAT BELLSOUTH'S
POTENTIAL CLAIM OF A COMPETITORS’ “HEAD START" IF
BELLSOUTH IS NOT GRANTED INTERLATA ENTRY IS AN ILLUSION.
PLEASE COMMENT ON MR. GILLAN'S ASSERTION.
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Mr. Gillan is simply wrong. BeliSouth does not assert that competitors
get a “head start” if BellSouth is not guaranteed immediate entry.
BellSouth only asserts that an unfair “head start” occurs when additional
criteria are imposed as a condition to such entry which is contrary to the
Act. Mr. Gillan's analogy of the IXCs only receiving a head start like the
outside runner in a race is cute, but inaccurate. The situation is more
analogous to IXCs wanting to run the entire race before BeliSouth is
allowed onto the track. For example, the IXCs have already benefited
from 1+ presubscription in Florida prior to BellSouth’s authorization to
provide interLATA long distance service. This head start has resuited in
an intraLATA toll loss to BellSouth in Florida of almost 1,000,000
residential access lines in one year. This is hardly an illusion and does

not even consider business lines.

MR. GILLAN AND MR. GULINO STATE, AND MS. STROW IMPLIES
THAT EACH AND EVERY ASPECT OF LOCAL COMPETITION IS NEW
AND UNTESTED. IN FACT, MR. GULINO STATES, ON PAGE 5 OF
HiS TESTIMONY, “THERE ARE NO TIME-TESTED PROCESSES IN
PLACE THROUGH WHICH A CUSTOMER CAN ORDER, BILL, AND
MAINTAIN THE CRITICAL ELEMENTS NEEDED TO ACTUALLY
PARTICIPATE IN THE LOCAL MARKET.” DO YOU AGREE WITH THIS
ASSUMPTION?

No. Their presumption is not true. First, there is no requirement that all

items on the Statement must be ordered. BellSouth must generally offer
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the items and they must be functionally available. BellSouth may
demonstrate through testing procedures that all items are in fact
available<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>