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1 1. lNTRODUCTlON AND SUMMARY 

i1 I 

2 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND CURRENT 

3 POSITION. 

4 

5 

6 

A. My name is William E. Taylor. I am Senior Vice President of NERA Economic 

Consulting, (“NERA”), head of its Communications Practice, and head of its 

Cambridge office located at One Main Street, Cambridge, Massachusetts 02 142. 

7 Q. PLEASE DESCRIBE YOUR EDUCATIONAL, PROFESSIONAL, AND 

8 BUSINESS EXPERIENCE. 

9 

10 

1 1  

A. I have been an economist for over thirty years. I earned a Bachelor of Arts degree 

from Harvard College in 1968, a Master of A r t s  degree in Statistics from the 

University of California at Berkeley in 1970, and a Ph.D. from Berkeley in 1974, 

.. 

12 

13 

14 

I5 

16 

specializing in Lndustrial Organization and Econometrics. For the past twenty-five 

years, I have taught and published research in the areas of microeconomics, 

theoretical and applied econometrics, and telecommunications policy at academic 

and research institutions. Specifically, I have taught at the Economics Departments 

of Cornell University, the Catholic University of Louvain in Belgium, and the 

17 

18 

Massachusetts Institute of Technology. I have also conducted research at Bell 

Laboratories and Bell Communications Research, Inc. 

19 

20 

21 

1 have participated in telecommunications regulatory proceedings before 

many state public service commissions, including the Florida Public Service 

Commission (“Commission”). Before the Commission, I have testified in Docket 

22 NOS. 900633-TL, 920260-TL7 920385-TL, 960786-TP, 980000-SP, 980696-TP, 

23 990750-TP, 000075-TP, 000121-TP7 0201 19-TP, 020578-TP, and 020507-TP. 

NERA 
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In addition, I have filed affidavits before the Federal Communications 

Commission (“FCC”) and the Canadian Radio-television Telecommunications 
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13 Q. 

14 A. 
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22 A. 
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24 

25 

26 

27 

28 

Commission on matters conceming incentive regulation, price cap regulation, 

productivity, access charges, local competition, interLATA competition, 

interconnection and pricing for economic efficiency. Recently, I was chosen by the 

Mexican Federal Telecommunications Commission and Telefonos de Mexico 

(“Telmex”) to arbitrate the renewal of the Telmex price cap plan in Mexico. 

I have also testified on market power and antitrust issues in federal court. In 

recent years, I have studied-and testified on-the competitive effects of mergers 

among major telecommunications firms and of vertical integration and 

interconnection of telecommunications networks. 

My curriculum vita is attached as Exhibit WET- 1. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

I have been asked by BellSouth Telecommunications, Inc. (“BellSouth”)-an 

incumbent local exchange carrier (“ILEC”)-to comment on economic issues 

arising from the recent legislative amendments to Chapter 364 (pertaining to 

telecommunications regulation) of the Florida Statutes. Specifically, I comment on 

the provisions of the newly created Section 364.164 on “Competitive Market 

Enhancement,” and reduction of intrastate switched access rates to parity with 

interstate switched access rates (Section 364.143, as amended). 

PLEASE SUMMARIZE YOUR TESTIMONY. 

The newly created Section 364.164 aims to encourage greater competitive entry 

into Florida’s local exchange markets by simultaneously removing the current 

support for residential basic local telecommunications service (“RBLTS”) and 

reducing intrastate switched access rates to parity with interstate switched access 

rates within 2-4 years. 

There is no doubt that competitive local exchange carriers (“CLECs”) have 

made considerable strides in Florida in the past few years. The problem lies, 
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however, with the persistent unevenness of CLEC entry in Florida. As of 

December 2002, 83 percent of ILEC-sewed access lines went to residential and 

single-line business customers, while only 48 percent of CLEC-served access lines 

did. Given the specific market and regulatory circumstances of Florida, this 

unevenness of competitive entry in the state is attributable in large part to the 

relationship between end-user rates for basic local telephone service (in particular, 

for RBLTS) and unbundled network eIement/unbundled network element-platform 

(“rrr\rE/UNE-P”) rates. Generally, the margins available between the two rates are 

far more substantial for business basic Iocal telephone service than for RBLTS. 

Unconstrained by public policy or regulation regarding which customers they may 

or may not serve, CLECs have gravitated naturally toward higher-margin medium 

and large businesses or customers using four or more lines. It is this unevenness in 

competitive entry incentives that Section 364.164 is designed to correct. 

1 

Finally, Section 364.164 seeks to make the withdrawal of support for 

RBLTS revenue-neutral from the perspective for the ILEC. For this purpose, 

Section 364.163 (as amended) requires the ILEC’s current intrastate switched 

access rates in Florida to be dropped to parity with current interstate switched 

access rates. Historically, intrastate switched access rates have been a source of 

support for RBLTS. This reduction of intrastate switched access rates will remove 

an equivalent amount (in dollar terms) of support for RBLTS end-user rates, but 

whether that would suffice to remove aZZ of the support currently available is hard 

to ascertain. However, any rate rebalancing of the form envisioned by Sections 

364.164 and 364.163 (as amended) would improve incentives for competitive entry 

into Florida’s local exchange markets and lead to more efficient prices for RBLTS 

and switched access services. This would greatly benefit consumers and local 

exchange competition alike. 

27 ti. COMPETITIVE MARKET ENHANCEMENT: SECTION 364.1 64 

28 Q. WHAT PROVISIONS OF’ SECTION 364.164 DOES YOUR TESTIMONY 
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1 ADDRESS? 

2 A. Section 364.164( 1) states as follows: 

3 (1) Each local exchange telecommunications company may, after July I ,  
4 2003, petition the commission to reduce its intrastate switched 
5 network access rate in a revenue-neutral manner. The commission 
6 shall issue its final order granting or denying any petition filed 
7 puisuant to this section within 90 days. hi reaching its decision, the 
8 commission shall consider whether granting the petition will: 

9 
10 
1 1  
12 

(a) Remove current support for basic local telecommunications 
services that prevents the creation of a more attractive 
competitive local exchange market for the benefit of 
residential consumers. 

13 (b) Induce enhanced market entry. 

14 
15 
16 

17 
18 

(c) Require intrastate switched network access rate reductions to 
parity over a period of not less than 2 years or more than 4 
years. 

(d) Be revenue neutral as defined in subsection (7) within the 
revenue category defined in subsection (2). 

19 Q. IN ECONOMIC TERMS, HOW DO THESE PROVISIONS AMOUNT TO 

20 AN ATTEMPT TO “INDUCE ENHANCED MAIiKET ENTRY”? 

21 A. This section recognizes a fundamental precept of market competition, namely, that 

22 

23 

24 

competitive market entry by new service providers depends on, among other things, 

the rates that incumbent service providers can (or are required to) charge for the 

service or services for which competition is supposed to occur. Given this 

25 

26 

27 

28 

recognition, this section seeks to promote a form of rate rebalancing which would 

likely provide the correct price signals to potential competitive entrants. The rate 

rebalancing consists of, on the one hand, moving ILEC rates for FU3LTS up to 

levels that reflect true ILEC costs by removing currently available subsidy support 



Direct Testimony of William E. Taylor, Ph.D. 
Atrgust 27, 2003 - 5 -  

1 

2 

3 

4 

5 

and, on the other hand, reducing ILEC rates for intrastate switched access.’ 

Because this rate rebalancing is required to be revenue-neutral, the amount of 

support removed from RBLTS rates would be the contribution to that subsidy 

provided historically by intrastate switched access rates to RBLTS rates.2 

A rate rebalancing of this form could prove salutary in two respects. First, 
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by lowering intrastate switched access rates to parity with interstate switched 

access rates, this section would eliminate an artificial discrepancy in rates between 

two nearly identical services. Lower intrastate switched access rates-which are 

required by Section 364.163(2) to be flowed through in their entirety into intrastate 

long distance rates-would make intrastate long distance calling more attractive for 

both residential and business customers, and for competitive entrants who wish to 

offer long distance service alongside basic local services. 

I 

More importantly, the removal of subsidy support for RBLTS service 

offered by ILECs would likely move RBLTS rates up to levels that more closely 

reflect the IEECs’ cost to offer RBLTS. Potential competitive entrants base their 

entry decision on whether or not they can at least match the rates being charged by 

incumbents. In theory, competitive entrants that are at least equally efficient (Le., 

able to offer a competing service at comparable incremental cost) are best 

positioned to match incumbents’ rates. If, however, incumbents’ rates are lowered 

artificially with the help of subsidy support, but their incremental costs do not 

change, potential Competitive entrants that are not entitled to comparable subsidy 

support are likely to be deterred from entering the market. This, in turn, is likely to 

limit the amount of competition that develops in the market over time. The 

~~ ~ ~~ 

At least, this is what is expected to happen in theory. Whether, in fact, the rate rebalancing envisioned 
here would make end-user rates for RBLTS truly and completely subsidy-free is another matter entirely 
and hard to predict apriori. I return to this issue later in the testimony. 

Again, it is difficult to say whether the amount of subsidy contribution from intrastate switched access 
rates removed in this manner would constitute all of the subsidy contribution that those rates have made 
historically, That is because intrastate switched access rates are only being required to be reduced to 
parity with interstate switched access rates. I f  there is some remaining subsidy contribution built into 
current interstate rates, then so would some remain in the intrastate rates even after the reduction. 
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amendments to Chapter 364, and section 344.164 in particular, reflect a recognition 

of this limitation and provide specific steps for boosting competitive entry. 
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21 

Q. ISN’T THEW EVIDENCE ALREADY OF SIGNIFICANT COMPETITIVE 

ENTRY IN LOCAL EXCHANGE MARKETS? IF THERE IS SUCH 

EI7IDENCE, WXIY ARE THE PRO\’ISlONS OF SECTION 364.164 

NECESSARY? 

A. There is no doubt that CLECs have made considerable strides in the past few years, 

both in Florida and elsewhere in the country. For instance, data recently published 

by the FCC show that, as of the end of 2002, CLECs served about 13 percent of 

’ end-user switched access lines in Florida, which was just about the national average 

market share of CLECs as welL3 Based on the FCC data, only 15 states are ahead 

of Florida in terms of access line market shares achieved by CLECs. It is 

significant that CLEC market share in FIorida was only 6 percent-less than half of 

that presently-in 1999, just three years 

The problem lies, however, with the persistent unevenness of CLEC entry in 

Florida and elsewhere. For instance, according to the FCC, while nearly four out of 

every five end-user switched access lines served by ILECs nationwide go to 

residential and small business customers, the share of CLEC-served access lines 

going to such customers has only recently crossed the 50 percent mark? In Florida, 

the discrepancy is even more acute. As of December 2002, 83 percent of ILEC- 

served access lines went to residential and small business customers, while only 48 

FCC, Local Telephone Competition: Status as of December 31, 2002 (“FCC Local Competition 
Report”), Industry Analysis and Technology Division, Wireline Competition Bureau, June 2003, 
especially Table 6. 

Id., Table 7. 

Id., Table 2. The share of ILEC-served access lines accounted for by residential and small business 
customers has remained stable over the past three years, at 77.1 percent in December 1999 and 78.0 
percent in December 2002. In contrast, the share of CLEC-served access lines accounted for by 
residential and small business customers was as low as 39.6 percent in June 2000 before rising to 58.0 
percent in December 2002. 
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percent of CLEC-served access lines did! This is the case despite the fact that, as 

of the same date, 8 ILECs and 24 CLECs were operating in F10rida.~ Only Texas 

(at 29) had more operational CLECs than Florida, and only Minnesota (at 34) and 

Texas (at 43) had more operational ILECs and CLECs combined than Florida (at 

32). 

Slightly older data reported by this Commission corroborate the FCC’s 

statistics on the degree to which competitive entry has occurred in all of Florida’s I 

local exchanges (not merely those served by BellSouth). For instance, in mid-2002, 

83 percent o f  Florida’s local exchanges had three or more CLECs, while 95 percent 

of local exchanges had at least one CLEC.’ At the same time, there is clear 

evidence o f  the unevenness of competitive entry. For instance, as of June 30,2002, 

CLECs served only 7 percent of residential customers in Florida (up from 4 percent 

a year earlier).’ In contrast, they served 26 percent of business customers in Florida 

(up from 16 percent a year earlier).’” 

I 

Thus, even though Florida is among the national leaders in accomplishing 

entryper se by CLECs, it lags behind most states on the one statistic that the 

framers of the Telecommunications Act of 1996 (“1 996 Act”) must have most 

desired: the availability of basic service choice and variety to residential 

customers. 

Q. TO WHAT DO YOU ATTRIBUTE THIS UNEVENNESS IN CLEC ENTRY? 

Id., Table 1 1. The FCC shows only nine states with a lower percentage for CLEC-served access lines. 

’ Id., Table 12. Note that the CLEC count only includes those serving 10,000 access lines or more. 
Therefore, the actual count of CLECs in any state may actually be higher, perhaps considerably so. 

’ Florida Public Service Commission, Telecommunications Murkets in Florida: Annual Report on 
Competition us of June 30, 2002 ( “Florida Competition Report”), December 2002, Table 4. 

Florida Cumpetition Report, at 3 .  

I ”  Id. The Florida Conipatifion Report appears to agree with the FCC’s estimate that 13 percent of access 
lines in Florida were served by CLECs in 2002. However, note that the FCC’s estimate of this share as 
of June 2002 (Le,, the date to which the Florida Cornpetition Report pertains) was only 9 percent. See 
FCC Local Competition Report, Table 7 .  
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A. In theory, equally-efficient CLECs would expect to be able to charge at least 

matching (if not lower) rates for RBLTS than the ILEC. Stated another way, CLEC 

entry would be predicated on CLECs being able to enjoy profit margins that are at 

least comparable to those of the ILECs against whom they compete. 

It is well known that of the various modes of entry available to them, 

CLECs have resorted primarily to the use of unbundled loop-switch combinations 

(called WE-platforms or “UNE-P”) leased from ILECs.” For instance, in Florida, 

57 percent of CLEC-served access lines at the end of 2002 were provided through 

UNE or UNE-P arrangements, whiIe nationally that share was 55 percent.12 More 

significantly, the share of UNE and UNE-P based lines among those served by 

CLECs rose nationally from only 24 percent in December 1999 to over 55 percent 

three years later.” Based on these data, it may be surmised that the greatest 

competitive entry would occur wherever the margin between the entrant’s revenue 

(Le., the revenue eamed from basic local telephone service) and its cost (i.e., what it 

pays, for example, to lease UNE or UNE-P facilities) is the greatest. This is exactly 

the conclusion reached by this Commission as well.I4 

Given the specific market and regulatory circumstances of Florida, 

therefore, the unevenness of competitive entry in the state must be attributed in 

large part to the relationship between end-user rates for basic local telephone 

service (in particular, for RBLTS) and UNEKJNE-P rated5 It is safe to generalize 

that the margins available between the two rates are far more substantial for 

business basic local teIephone service (nationwide generally, but in Florida as well) 

I ’  The other modes of entry include resale of ILEC’s basic local telephone service and provision of such 
service through entirely CLEC-owned facilities. 

FCC Local Competition Report, Table 10. In the two states most widely regarded as having the 
greatest local exchange competition, namely, New York and Texas, that share was even higher at 67 
percent for both. 

12 

l 3  Id., Table 3. 

l 4  Florida Competition Report, at 25-37. 

l 5  The observed unevenness is more acute in suburban or rural areas where the margins may be even 
(continued.. .) 

N E R A  
Ecoi H) IT) I (  Conr 11 It i n y 
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A. 

than for RE3LTS. Unconstrained by public policy or regulation regarding which 

customers they may or may not serve, it is not hard to imagine why CLECs have 

gravitated naturally toward medium and large businesses or customers using four or 

more lines. 

IVlIAT ACCOUNTS FOR THE CORIPARATII’KLY SLIM OR 

UNATTRACTIVE MARGINS FOR RBLTS IN FLORIDA, AND WHAT 

SHOULD BE PUBLIC POLICY’S RESPONSE TO THAT PROBLEM? 

Subsidized end-user rates are a large factor behind narrow or uneconomic margins 

for RBLTS in Florida. Higher (cost-based) end-user rates for RBLTS or lower 

UNE/UNE-P rates, or both, can obviously create more attractive margins for 

potential entrants (particularly those seeking the UNE mode of entry). It is 

important, however, not to make rate adjustments in a purely reflexive or seat-of- 

the-pants fashion. Unwilling to tinker with end-user RBLTS rates, many regulators 

around the country have looked to lowering UNE/UNE-P rates as a way to 

encourage competitive entry, particularly for RBLTS. 

I ‘  

Once UNE/UNE-P rates have been set properly relative to the underlying 

cost standard (which is total element long run incremental cost or “TEENC”), there 

is no automatic economic justification for lowering those rates without any 

definitive evidence that the level of TELRIC itself has fallen. However, given that 

competitive entry for RBLTS has not been boosted despite setting UNE/UNE-P 

rates at TELRIC-based levels, it is imperative that the more politically-sensitive 

RBLTS end-user rates themselves be examined more carefully. It is no secret that, 

by long-standing tradition, those end-user rates (in Florida and other states) have 

received subsidy support in order to keep them lower than they would be otherwise. 

That tradition originated from the idea that telecommunications networks generate 

(...continued) 

slimmer, a fact noted by the Florida Competition Report. 
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positive network externalities that are benefits to telephone subscribers. l6 Because 

such extemalities, which are not captured through prices or other market processes 

are considered beneficial, public policy has for a long time used subsidies to 

RBLTS rates as a means of encouraging greater network participation by customers 

(in particular, residential customers). 

The traditional justification for subsidizing (or artificially lowering) RBLTS 

end-user rates is now being subjected to considerable rethinking for two reasons. 

First, thanks to the success of universal service policies, network subscribership by 

residential customers is now close to the saturation point. FCC statistics show that 

93.2 percent of Florida households (and 95.1 percent of households nationwide) 

received basic local telephone service in July 2001, up from 85.5 percent in Florida 

(and 9 1.4 percent nationwide) in November 1983 . I 7  While this shows some gain, 

other FCC statistics show the significant slow-down in the rate of gain: the percent 

of households with basic local telephone service went from 78.3 to 90.5 in one 

decade between 1960 and 1970, but it has grown only to 95.1 in the next 3 1 years.'' 

This slow-down is to be expected as the 100 percent mark is approached, but it also 

implies that little hrther gain in network externalities can be expected. The 

continuing need for subsidies at the current level is, therefore, reduced (if not 

mi ti gated). 

Second, economic efficiency considerations have risen to the fore in the 

post- 1 996 Act telecommunications environment. Now that market competition (in 

particular, entry and participation by new service providers) is relying increasingly 

on market signals, continuing subsidies to end-user rates for RBLTS are distorting 

The network externality arises as expansion of the network by even one additional subscriber increases 
the economic value of the network to all existing subscribers (because of the increased number and 
variety of calls that can be made). 

FCC, Trends in Telephone Service, Industry Analysis and Technology Division, Wireline Competition 
Bureau, May 2002, Table 17.2. 

Id., Table 17.3. While there can be several reasons for this slow-down, the advent of mobile 
telecommunications (and, in particular, the increasing substitution of mobile for wireline telephone 
service) may be an important one. 

16 

18 
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those  signal^.'^ It is now imperative that public policy re-examine the wisdom in 

subsidizing RBLTS end-user rates with the decline i n  the importance of network 

externalities and a rising need to ensure efficient competition. The provisions of 

Section 364.164 take a major step in precisely this direction. Rather than look 

reflexively to lowering UNE/UNE-P rates hrther, the new policy direction favors 

6 encouraging greater competitive entry for RBLTS by allowing end-user rates to rise 

7 to unsubsidized levels. I 1  

8 Q- 
9 

io A. 

I 1  
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PLEASE COMMENT ON SECTION 364.164% PROVISION FOR THE 

REDUCTION OF INTRASTATE SWITCHED ACCESS RATES. 

The reduction of intrastate switched access rates charged by ILECs is the second 

part of a coherent strategy to realign service rates to make them more cost-based 

and, more importantly, encourage greater CLEC activity in Florida’s local 

exchanges. As referred to earlier, the complete flowthrough of the intrastate access 

rate reductions into intrastate long distance rates (as required by Section 

364.163(2)) is expected to stimulate intrastate long distance calling and make it 

more attractive for CLECs to offer bundles of local and long distance services. 

Also, the requirement of revenue-neutral rate reductions would ensure that 

intrastate access charges are lowered by only as much as is necessary to reduce-if 

not completely eliminate-intrastate switched access service’s share of support for 

(or “contribution” to) the subsidy presently available to RBLTS end-user rates. 

Such revenue-neutral rate reductions would, in principle, enhance economic 

efficiency by eliminating the distorted price signals that occur from artificially 

maintaining rates either below cost (as for RBLTS end-user rates) or above cost (as 

for intrastate switched access rates). 

From an economic efficiency perspective, it would be far better to employ targeted subsidies (to either 
attract the small percent of households currently not subscribing to basic local telephone service or 
maintain marginal households as subscribers) than to continue with the long-standing system of 
generalized subsidies to RBLTS rates. 

19 
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Q. HOW WOULD REDUCING INTRASTATE SWITCHED ACCESS RATES 

TO PARITY WITH INTERSTATE SWITCHED ACCESS RATES HELP TO 

ACCOMPLISH SUBSIDY ELIMINATION AND ENHANCE ECONOMIC 

EFFICIENCY? 

A. It is true that Section 364.164 only seeks to reduce intrastate switched access rates 

to parity with their interstate counterparts. However, that reduction may be 

expected legitimately to move all service rates closer to true underlying costs and, 

in the process, enhance economic efficiency. Even if the gain in economic 

efficiency were not maximized in the process, some gain would be better than no 

gain at all. 

First, for a number of years now, interstate switched access rates have been 

moving toward incremental cost-based levels, ie. ,  freed of the sizable contribution 

support elements that were hallmarks of those access rates in the past. Significant 

action in this regard was initiated by the FCC and a consortium of ILECs and other 

carriers.2o Intrastatehterstate distinctions for switched access rates are based 

primarily on jurisdictional differences; the incremental costs to provide the two 

forms of switched access tend to be quite close. Thus, equalizing switched access 

rates in Florida, regardless of jurisdictional distinctions, would base those rates 

more closely on cost than ever before and, in the process improve economic 

efficiency. 

. 

Second, end-user rates for RBLTS have historically received subsidy 

support from several ILEC-supplied services, among which intrastate switched 

access was only one. Moreover, as noted earlier, there can be no guarantee that 

simply moving intrastate switched access rates to parity with their interstate 

counterparts would end all subsidy support from the intrastate rates. It is, therefore, 

FCC, In the Matter of Access Charge Reform, Price Cup Performance Review for Local Exchange 
Curriers, Low- Volume Long-Distance Users, and Federal-State Joint Board On Universul Service, CC 
Docket Nos. 96-262, 94- 1, 99-249, and 96-45, Sixth Report and Order in CC Docket Nos. 96-262 and 
94-1, Report and Order in CC Docket No, 99-249, and Eleventh Report and Order in CC Docket No. 
96-45 (“CALLS Order”), May 3 1,2000. 

20 
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A. 

Q- 

A. 

Q- 

debatable how completely reducing intrastate switched access rates in the manner 

proposed by Section 364.164 would purge all subsidy support from end-user rates 

for RBLTS. However, any move to rationalize rates in the direction provided for in 

that section would enhance economic efficiency. More importantly, such a move 

would provide greater incentives for equally-efficient competitors to serve 

residential customers. 

I 1  I 

IS THERE ANY WAY TO ASCERTAIN WHETHER, IN FACT, THE 

SUBSIDY SUPPORT HAS BEEN REMOVED FROM END-USER RATES 

FOR RBLTS? 

Yes.  Economic theory prescribes a price floor and a price ceiling for ensuring that 

no service provided by a multi-service firm (such as an ILEC) either receives a 

subsidy or provides a subsidy. The price floor in question is the total service long 

run incremental cost (“TSLRIC”) and the price ceiling in question is the stand- 

alone cost (“SAC”). Ensuring that each ILEC service is priced somewhere in 

between its TSLRIC and its SAC prevents either the provision or receipt of a 

subsidy.2’ Accordingly, if the end-user rate for RBLTS is no lower than its TSLRlC 

(per unit of volume), then it cannot be receiving any subsidy support. 

IS THERE ANY OTHER ACCOMPANYING CONDITION THAT MUST 

BE MET FOR SERVICE PRICES TO BE CONSIDERED SUBSIDY-FREE? 

Yes. The ILEC in question must at least “break even,” i.e., its total revenue from 

all services must at least equal its total cost to provide those services in the long 

run. 

HOW RELIABLY CAN THE PRICE FLOOR AND CEILING BE 

G.R. Faulhaber, “Cross-Subsidization: Pricing in Public Enterprises,” American Economic Review, 
65(5) ,  1975, at 966-977. Note that this principle defines the price of a total service. Individual urzits of 
service can be sold efficiently at a price below the TSLRIC of the service-but no lower than the long 
run incremental cost (“LRIC”) of those units-provided the incremental revenue from the service us a 
whole covers its incremental cost, here the TSLRIC. 

21 
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DETERMINED IN ORDER TO OPERATIONALIZE THE SUBSIDY-FmE 

PRICING CONDITION? 

TSLRIC is simply the SUM of (1) the direct incremental cost of providing the entire 

volume of a service and (2) all fixed costs specific to that service. Other things 

being equal, these are costs that would be avoided in their entirety if the service 

were dropped from the LLEC’s lineup of services (or, alternately, the costs that 

would be added if the service were added to the lineup of existing services). 

TSLFUC is now routinely estimated for various telephone services, including 

RBLTS. 

SAC is the cost to provide the entire volume of a new service on a stand- 

alone basis, Le., by use of dedicated networWproduction facilities and 

independently of any of the ILEC’s other services. It is the same as the TSLRIC 

when the L E C  provides only one service. In reality, however, unless an ILEC 

provides only RBLTS, determining its SAC can be problematic and even 

impossible. That is because when the LLEC experiences shared (or common) costs, 

those costs cannot be attributed directly to individual services (as they would be in 

any SAC study). 

Fortunately, this limitation of the SAC (as the price ceiling) for a multi- 

service ILEC need not be critical for determining whether or not RBLTS rates are 

subsidized. First, the hnction of the SAC is to determine whether a service is 

providing a subsidy-it would do so if the revenue earned by the service exceeds 

the SAC. If, however, it could be determined separately that none of the ILEC’s 

services is receiving a subsidy, then no service could be providing any. Second, if 

for an ILEC that at least breaks even, every service price is set at or above its 

respective TSLRIC (per unit volume), then there can be no question of subsidy 

support to any individual service. Thus, for RBLTS, an end-user rate that is no 

lower than TSLRIC (per unit volume) must, by definition, be free of subsidy. In a 

revenue-neutral realignment of the RBLTS end-user rate and the intrastate switched 

access rate, a reduction of that access rate that suffices to raise the end-user rate for 

RBLTS to at least its TSLRIC per unit level would ensure that the subsidy support 
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has been removed properly. Whether that would happen simply by reducing 

intrastate switched access rates to parity with interstate such rates is another matter; 

at least, it would be a move in the right direction. 

Q. AT THE END OF THE TRANSITION PERIOD OF TWO TO FOUR 

J’EARS, SHOULD END-USER RlTCS TOR RBLTS AND II\I’TRrlSTATE I 

SWITCHED ACCESS RATES BE SET EQUAL TO THEIR RESPECTIVE 

TSLRICS? 

A. No, that should not be the goal of any policy that implements Section 344.144. 

Aside from the fact that there is no explicit requirement in that section for the two 

rates to be so set, it should also not be inferred that the purposes of Section 364 can 

be best served (or only be served) by setting the service rates exactly at their 

respective TSLRICs per unit. 

’ +  

Q. PLEASE EXPLAIN WHY NOT. 

A. Modem mubservice ILECs (that provide IIBLTS, switched access service, and 

other services out of shared network facilities) experience economies of scale 

and/or scope.22 Any ILEC in that position cannot recover all of its costs (ie., 

inclusive of fixed and incremental costs) by pricing all of its services exactly at 

their respective TSLRlCs per unit. This feature of multi-service provision would 

remain true no matter how efficiently the ILEC in question functions or how 

intensely the ILEC and its rival CLECs compete in the market. The efficient 

pricing principle that enables complete recovery of the multi-service ILEC’s 

legitimate total costs would then be to allow the ILEC to mark up its service prices 
~ ~~ ~~ ~ 

A firm with high fixed costs and relatively low variable or operational costs (such as a modern TLEC) 
can often benefit from both increasing and diversihing production. Provided that the relatively low 
variable costs do not increase steeply as the volume of service grows, the ILEC’s average cost of 
service may actuafly decline with volume expansion. This is the effect known as economies ofscale, 
i.e., the ability to provide service less expensively as service volume is expanded, Similarly, when that 
ILEC can use shared fixed resources (such as network facilities and various administrative functions) to 
generate multiple and distinct services, it can be more economical to provide those services together 
than to provide them on a stand-alone (or separate) basis. This is the effect known as economies of 

22 
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above their respective TSLRICs per unit. If the markups are done right, the 

contribution so generated fi-om each service price would enable the ILEC to fully 

recover its shared and common costs. 

In economic theory, while any deviation of price from the underlying 

incremental cost triggers a loss of allocative economic efficiency, it is possible to 

set the ILEC’s service prices in a manner that minimizes the cumulative loss of 

economic efficiency. Economic theory prescribes relying on the strength of market 

demand for each service to determine what markup its price should bear. This 

market-determined method can be shown to be superior (in terms of economic 

efficiency outcomes) to an arbitrary and across-the-board percent markup in service 

prices. It is important to note, however, that whether or not end-user rates for 

RBLTS and intrastate switched access rates contain any markup (or contribution) 

toward the ILEC’s shared and common costs should at least be subjected to the 

market demand test. What is clear from Section 364.164 is that an earnest effort 

needs to be made to minimize, if not eliminate, the contribution toward subsidy 

support for RBLTS end-user rates. 

17 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

18 A. Yes. 

(...continued) 

scope. 

NERA 
Economic Consulting 
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November 18, 1988. 

August 30, 199 1. Supplemental testimony January 2 1, 1992. 

testimony January 15, 1992. 
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Vemont Public Service Board (Docket no. 6000), January 19, 1998. 
Colorado Public Utilities Commission (Docket No. 97A-540T, January 30, 1998. Rebuttal 
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NERA Report: Economic Assessment of the Consumer Choice and Fair Competition 
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37), filed May 3 1,2001, rebuttal evidence filed September 20,200 1. 
The New Jersey Board of Public Utilities (Docket No. TOO1020095), February 15,2001. 

Rebuttal filed June 15,2001. Supplemental rebuttal filed September 25, 2001. 
Utah Public Service Commission, October 5,200 1. Rebuttal filed November 22,200 1. 

N E R A  
Econo m rc Cons LJ It I n g 
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New York Public Service Commission, (Case 00-C- 1949, (panel testimony), filed February 

State of Rhode Island And Providence Plantations Public Utilities Commission (Docket Nos. 
11,2002. 

3 179 and 3445). Direct testimony filed July 1 ,  2002 (Docket No. 3 179). Rebuttal testimony 
filed October 22,2002 (Docket No. 3445). 

Massachusetts Department of Telecommunications and Energy (D.T.E. 01 -3 1, Phase I1 (Track 
B)). Direct testimony filed August 28, 2002. Rebuttal testimony filed September 18, 2002. 

Coinision Federal de ‘Pelecoinunicaciones de Mkxico, “1 elmex’s 2003-2006 Price Cap ‘fariff 
Proposal.’’ Expert report (with A. Ros, G. Martinez and A. Banerjee), filed December 13, 
2002. 

testimony filed March 5,2003, responsive testimony filed July 30,2003. 

1 1  1 

South Carolina Public Service Commission (Docket Nos. 2002-367-C and 2002-408-C), direct 

Payphone 

California Public Utilities Commission (Case 88-04-029), July 11, 1988. 
Illinois Cormnerce Commission (Docket No. 88-041 2), August 3, 1990. Surrebuttal December 

Michigan Public Service Commission (Case No. U-l1756), October 9, 1998. 
South Carolina Public Service Commission (Docket No. 97-124-C), December 7, 1998. 
New Jersey Board of Public Utilities (OAL DOCKET Nos. PUCOT 11269-97N, PUCOT 

9, 1991. 

11357-97N, PUCOT 01 186-94N AND PUCOT 09917-98N), March 8,1999. Surrebuttal 
June 2 1 ,  1999. 

Louisiana Public Service Commission (Docket No. U-22632), July 17,2000. 
Tennessee Regulatory Authority, Docket No. 97-00409, October 6,2000. 

Economic Costing and Pricing Principles 

Florida Public Service Commission (Docket No. 820400-TP), June 25, 1986. 
Delaware Public Service Commission (Docket No. 86-20, Phase II), March 3 1, 1989. Rebuttal 

Delaware Public Service Commission (Docket No. 89-24T), August 17, 1990. 
Florida Public Service Commission (Docket No. 900633-TL), May 9, 199 1. 
Maryland Public Service Commission (Case No. 8584, Phase II), December 15, 1994. 

Additional direct testimony May 5 ,  1995. Rebuttal testimony filed June 30, 1995. 
Canadian Radio-Television and Telecommunications Commission, Response to Interrogatory 

SRCI(CRTC) 1 Nov94-906, “Economies of Scope in Telecommunications,’’ January 3 1, 
1995. 

310236F0002 and A-310258F0002), March 21,1996. 

23, 1996. 

November 17, 1989. 

Pennsylvania Public Utility Commission (Docket Nos. A-3 10203F0002, A-3 10213F0002, A- 

State of Connecticut, Department of Public Utility Control (DPUC Docket No. 95-06- 17), July 

N E R A  
Econornc Consulting 
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New Jersey Board of Public Utilities (Docket No. TX9512063 I), August 15, 1996. Rebuttal 

Florida Public Service Commission (Docket No. 980000-SP), September 24, 1998. 
Nebraska Public Service Commission, (Application No. C- 1628), October 20, 1998. Reply 

Florida Public Service Commission (Docket No. 98OOOO-SP), November 13, 1998. 
Wyoming Public Service Commission (Docket No. 70000-TR-99), April 26, 1999. 
New Mexico Public Kegulation Commission (Utility Case No. 3 147), December 6, 1999, 

New Mexico Public Regulation Commission (Case No. 3008, rebuttal testimony filed May 19, 

North Dakota Public Service Commission, (Case No. PU-3 14-99-1 19), May 30,2000. 
New Mexico Public Regulation Commission (Case No. 3225, direct testimony filed August 18, 

New Mexico Public Regulation Commission (Case No. 3300), rebuttal testimony filed October 

Alabama Public Service Commission (Docket Nos. 15957 and 27989), direct testimony filed 

filed August 30, 1996. 

November 20,1998. 

rebuttal testimony filed December 28, 1999. 

2000. 

2000. Rebuttal filed September 13,2000. 

19,2000. 

August 3, 2001. Rebuttal testimony filed August 13, 2001. Additional rebuttal testimony 
filed August 17,200 1. 

Rebuttal filed June 15,200 1. 
The New Jersey Board of Public Utilities (Docket No. TOO1020095), February 15,2001. 

Statistics 

Arizona State Air Pollution Control Hearing Board (Docket No. A-90-02), affidavit December 

Expert testimony: Michigan Circuit Court (Case No. 87-709234-CE and 87-709232-CE), Her 
7, 1990. 

Majesty the Queen, et al., v. Greater Detroit Resource Recovery Authority, et ai., February, 
1992. 

Manufacturing Corp. v. The Counv of Suflolk, January 1 1, 1994. 
Expert testimony: United States District Court, Eastern District of New York, Jancyn 

New York Public Service Commission (Case Nos. 93-GO45 1 and 91-C-1249), July 23, 1996. 
New York Public Service Commission (Cases 95-C-0657, 94-C-0095,9 1 -C- 1 174 and 96-C- 

0036): panel testimony, March 18, 1998. Rebuttal June 3, 1998. 

InterLATA Toll Competition 

Canadian Radio-Television and Telecommunications Commission (Docket No. 1 990-73), 

Federal Communications Commission (Docket 91-14 1)7 August 6, 199 1. 
Federal Communications Commission (CC Docket 92- 14 1)7 July 10, 1992. 
Federal Communications Commission (In the Matter of Policy and Rules Concerning Rates for 

Competitive Common Carrier Services and Facilities Authorization Therefor) with A.E. 
Kahn, November 12,1993. 

November 30, 1990. 

N E R A  
Eco no in .c Co m111 t i n (j 
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U.S. District Court for the District of Columbia United States of America v. Western Electric 
Company, Inc. and American Telephone and Telegraph Company, Affidavit with A. E. 
Kahn, May 13, 1994. 

U S .  Department of Justice, United States of America v. Western Electric Company, Inc. and 
American Telephone and Telegraph Company, August 25, 1994. 

Federal Communications exyarte filing in CC Docket No. 94-1, March 16, 1995. 
Federal Communications Commission (CC Docket No. 79-252) exparte comments with J. 

Douglas Zona, April 1’395. 
US. Department of Justice in United States of America v. Western Electric Company, h e .  and 

American Telephone and Telegraph Company, regarding Telefonos de Mexico’s firovision 
of interexchange telecommunications services within the United States, affidavit May 22, 
1995. 

American Telephone and Telegraph Company, regarding provision of interexchange 
telecommunications services to customers with independent access to interexchange 
carriers, May 30, 1995. 

October 18-20, 25-27,30, 1995. Rebuttal testimony December 4, December 11, 1995. 

Division, Civil Action 394CV-l088D, Darren 3. Swain, Inc. d/b/a U S .  Communications v. 
A T&T Corp. Confidential Report, November 17, 1995. 

AT&Tand Trevor Fischbach (96 Civ. 2679 (MBM)), December 27, 1996. 

US. Department of Justice in United States of America v. Western Electric Company, Inc. and 

Expert testimony: US WA TS v. A T&T, Confidential Report, August 22, 1995. Testimony 

Expert testimony: United States District Court for the Northern District of Texas, Dallas 

U.S. District Court, Southem District of New York, Multi Communications Media h c . ,  v. 

Federal Communications Commission (CC Docket Nos. 96-262 and 96-45), March 18, 1998. 
Subcommittee on Communications of the Senate Committee on Commerce, Science and 

Transportation, Statement and oral testimony regarding long distance competition and 
Section 271 of the Telecommunications Act of 1996, March 25, 1998. 

Federal Communications Commission (CC Docket No. 96-262), with P.S. Brandon, October 
16, 1998. 

Federal Communications Commission (CC Docket No. 96-242) with P.S. Brandon, October 22, 
1998. 

IntraLATA Toll Competition 

New Jersey Board of Public Utilities (Docket No. TX90050349), December 6, 1990. 
New York Public Service Commission (Case No. 28425) with T.J. Tardiff, May I ,  1992. 
New Jersey Board of Regulatory Commissioners (Docket No. TX93060259), Affidavit October 

I ,  1993. 
New Jersey Board of Public Utilities (Docket Nos. TX90050349, TE921 I 1047, TE930602 1 l), 

April 7, 1994. Rebuttal April 25, 1994. Summary Affidavit and Technical Affidavit April 
19, 1994. 

Delaware Public Utilities Commission (Docket No. 42), October 2 1 , 1994. 
Pennsylvania Public Utility Commission (Docket No. I-940034), panel testimony, December 8, 

Public Service Commission of West Virginia (Case No. 94-1 103-T-GI), March 24, 1995. 
1994. Reply February 23, 1995. Surrebuttal March 16, 1995. 

N E R A  
Econotn c Consulting 
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New Jersey Board of Public Utilities (Docket No. TX94090388), April 17, 1995. Rebuttal May 

New York Public Service Commission (Case 94-C-0017), August 1, 1995. 
Rhode Island Public Service Commission (Docket No. 2252), November 17, 1995. 
Massachusetts Department of Telecommunications and Energy (Docket No. 98-85), October 

31, 1995. 

20, 1998. 

L oca1 C oiny e ti ti on 

Massachusetts Department of Public Utilities (Docket No. D.P.U. 94-185), May 19, 1995. 

The Public Utilities Commission of Ohio (Case No. 94-1695-TP-ACE), May 24, 1995. 
Vermont Public Service Board (Open Network Architecture Docket No. 57 13), June 7, 1995. 

Rebuttal July 12, 1995. 
New Jersey Board of Public Utilities (with Kenneth Gordon and Alfred E. Kahn), paper filed in 

connection with arbitration proceedings, August 9, 1996. 
Florida Public Service Commission, “Local Telecommunications Competition: An Evaluation 

of a Proposal by the Communications Staff of the Florida Public Service Commission,” 
with A. Banerjee, filed November 21, 1997. 

Rebuttal August 23,1995. 

Rhode Island Public Utilities Commission (Docket No. 268 l) ,  January 15, 1999. 
Connecticut Department of Public Utility Control (Docket No. 95-06-1 7RJ502), June 8, 1999. 
CPR Institute for Dispute Resolution Arbitral Tribunal, Rebuttal Affidavit in arbitrations 

between BellSouth Telecommunications and Supra Telecommunications & Information 
Systems, November 5,2001. 

testimony filed October 23,2002, rebuttal filed November 25, 2002. 

November 8,2002. 

December 23,2002. 

Florida Public Service Commission (Docket Nos. 020 1 19-TP and 020578-TP). Direct 

Georgia Public Service Commission (Docket No. 1 1901-U). Rebuttal testimony filed 

Florida Public Service Commission (Docket No. 020507-TP). Rebuttal testimony filed 

Interconnection and unbundling 

Federal Communications Commission (Docket 9 1 - 14 I), September 20, 199 1. 
Maryland Public Service Commission (Case No. 8584) with A.E. Kahn, November 19, 1993. 

Maryland Public Service Commission (Case No. 8659), November 9, 1994. 
Federal Communications Commission (CC Docket No. 95-1 85), affidavit March 4, 1996. 
Federal Communications Commission (CC Docket No. 96-98), videotaped presentation on 

economic costs for interconnection, FCC Economic Open Forum, May 20, 1996. 
New York Public Service Commission (Case Ol-C-O767), October 31,2001. 
Federal Communications Commission (CC Docket Nos. 01 -338,96-98, 98-47) (with 

Aniruddha Banerjee, Charles Zarkadas and Agustin Ros) filed July 17,2002. 
Federal Communications Commission (CC Docket Nos. 01-338,96-98,98-47), ex parte on 

local switching, October 4,2002. 

Rebuttal January 10, 1994. Surrebuttal January 24, 1994. 

N E R A  
Ecorioln c Consulting 
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Federal Communications Commission (CC Docket Nos. 01-338,96-98, 98-47), ex parte on 
inter-office transport, October 1 1 , 2002. 

Imputation 

New Hampshire Public Service Commission (Docket DE 90-002), May 1, 1992. Reply 

Canadian Radio-Television and Telecommunications Commission (Telecom Public Notice 

Massachusetts Department of Public Utilities (Docket No. D.P.U./D.T.E. 94- 185-C), Affidavit 
February 6, 1998. Reply Affidavit February 19, 1998. 

New Jersey Board of Public Utilities (BPU Docket No. TO97 100808, OAL Docket No. 
PUCOT 11326-97N), July 8, 1998. Rebuttal September 18, 1998. 

Vermont Public Service Board (Docket No. 6077), November 4, 1998. 

tcstiiiioiiy July 10, 1332. Rcbultal tcstiinony August 2 1 , 1992. 

CRTC 95-36), August 18,1995. I ‘  I 

Economic Depreciation 

Florida Public Service Commission (Docket No. 920385-TL), September 3 ,  1992. 
Louisiana Public Service Commission (Docket No. U- 17949, Subdocket E), November 17, 

1995. Surrebuttal, December 13, 1995, Further Surrebuttal, January 12, 1996. 
Federal Communications Commission (CC Docket No. 98-1 37), with A. Banerjee, November 

23, 1998. 

Spectrum 

Federal Communications Commission (ET Docket 92- 100) with Richard Schmalensee, 
November 9, 1992. 

Federal Communications Commission (Amendment of Part 90 of the Commission’s Rules to 
Adopt Regulations for Automatic Vehicle Monitoring Systems, PR Docket No. 93-6 l), 
with R. Schmalensee, June 29, 1993. 

Mergers 

U.S. District Court for the District of Columbia, United States ofAmerica v. Western Electric 
Company, Inc. and American Telephone and Telegraph Company, with A.E. Kahn, January 
14, 1994. 

Vermont Public Service Board (Docket No. 5900), September 6, 1996. 
Maine Public Utilities Commission (Docket No. 96-388), September 6, 1996. Rebuttal October 

New Hampshire Public Service Commission (Docket DE 96-220), October 10, 1996. 
Federal Communications Commission (Tracking No. 96-022 l), with Richard Schmalensee, 

New York Public Service Commission (Case 96-C-0603), panel testimony, November 25, 

30, 1996. 

October 23, 1996. 

1996. Reply December 12, 1996. 
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Federal Communications Commission (CC Docket No. 97-2 1 l) ,  with R. Schmalensee, affidavit 

Connecticut Department of Public Utility Control, testimony regarding economic aspects of the 

Federal Communications Commission (CC Docket No. 98- 14 l), with R. Schmalensee, July 2 1 , 

Alaskan Public Utilities Commission (Docket Nos. U-98- 140/141/142 and U-98-173/174), 

Pennsylvania Public Utility Commission (Docket Nos. A-3 10200F0002, A-3 1 1350F0002, A- 

State Corporation Commission of Virginia, In re: Joint Petition of BeZZ Atlantic Corporation 
and GTE Corporation for approval of agreement andplan of merger, May 28, 1999. 

Ohio Public Utility Commission (Docket No. 98- 1398-TP-AMT), June 16, 1999. 
Kentucky Public Service Commission (Docket No. 99-296), July 9, 1999. 
Colorado Public Utilities Commission (Docket No. 99A-407T), December 7, 1999. 
Iowa Utilities Board, rebuttal testimony, filed December 23, 1999. 
Minnesota Public Utilities Commission (Docket No. P3009,3052, 5096,42 1,30 17/PA-99- 

Washington Utilities and Transportation Commission (Docket No. UT-99 1358), February 22, 

Montana Public Service Comnission (Docket No. D99.8.200), February 22, 2000. 
Utah Public Service Comnission (Docket No. 99-049-41), February 28,2000. 
Minnesota Public Utilities Commission (Docket No. P3009,3052, 5096,42 1 , 30 17/PA-99- 

Minnesota Public Utilities Commission (Docket No. P3009,3052, 5096,42 I ,  301 7/PA-99- 

Arizona Corporation Commission (Docket No. T-0 105 1 B-99-0497), rebuttal testimony filed 

Wyoming Public Service Commission (Docket Nos. 74 142-TA-99- 1 6, 70000-TA-99-503 , 

March 13, 1998. Reply affidavit May 26, 1998. 

SBC-SNET proposed change in control, filed June 1 , 1998. 

1998. Reply November 11, 1998. 

February 2, 1999. Rebuttal March 24, 1999. 

. 

3 10222F0002, A-3 1029 1 F0003), April 22,1999. 

1 192), January 14,2000. 

2000. 

1192), rebuttal affidavit filed January 14,2000. 

I 192), direct testimony filed March 29,2000. 

April 3,2000. 

74037-TA-99-8,70034-TA-99-4,74089-TA-99-9,74029-TA-99-43,74337-TA-99-2, 
Record No. 5 134), rebuttal testimony filed April 4,2000. 

California Public Utilities Commission, (Application No. 02-0 1 -036), testimony regarding the 
merger between American Water Company and Thames Water, filed May 17,2002. 

Maryland Public Service Commission (Case No. 8927), rebuttal testimony on behalf of 
Verizon-Maryland, filed September 24,2002. Supplemental rebuttal filed March 3 , 2003. 
Surrebuttal filed April 1 1 , 2003. 

Montana Public Service Commission (Docket No. D2002.12.153), rebuttal testimony filed on 
behalf of Qwest Long Distance Corporation, July 18, 2003. 

Broadband Services 

Federal Communications Commission (File Nos. W-P-C 6912 and 6966), August 5,  1994. 
Federal Communications Commission (File Nos. W-P-C 6982 and 6983), September 2 1 ,  1994. 
Federal Communications Commission, affidavit examining cost support for Asymmetric 

Digital Subscriber Loop (ADSL) video dialtone market trial, February 2 1, 1995. 

N E R A  
Ero 110 111 xc Cons uI t I n g 
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Federal Communications Commission, affidavit examining cost support for Bell Atlantic’s 

Federal Communications Commission (File Nos. W-P-C 7074), July 6, 1995. 
U S .  District Court for the Eastern District of Virginia (Alexandria Division), United States 

video dialtone tariff, March 6, 1995. 

Telephone Association, et al., v. Federal Comnzunications Commission, et al. (Civil Action 
No. 95-533-A), with A.E. Kahn , affidavit October 30, 1995. 

Supplemental Affidavit December 2 1, 1995. 

regarding Defendants’ Amended Expert Disclosure Statement, filed under seal February 1’5, 
1996. 

1996. 

Federal Communications Commission (CC Docket No. 95-145), October 26, 1995. 

Expert testimony: FreBon International Corp. vs. BA Corp. Civil Action, No. 94-324 (GK), 

Federal Communications Commission (CC Docket No. 96-46), ex parte affidavit, April 26, 

Federal Communications Commission (CC Docket No. 96-1 12), affidavit filed May 31, 1996. 
Federal Communications Commission (CC Docket No. 96-1 12), affidavit June 12, 1996. 
Federal Communications Commission (CC Docket No. 96-46), July 5, 1996. 
Pennsylvania Public Utility Commission, “Promises Fulfilled; Bell Atlantic-Pennsylvania’s 

Infrastructure Development,” filed January 15, 1999 (with Charles J. Zarkadas, Agustin J. 
Ros, and Jaime C. d’Almeida). 

2002. 
Maryland Public Service Commission (Case No. 8927), Rebuttal testimony, September 24, 

Rate Rebalancing 

Canadian Radio-Television and Telecommunications Commission, Implementation of 
Regulatory Framework and Related Issues, Telecom Public Notices CRTC 94-52,94-56 
and 94-58, February 20, 1995. 

July 5 ,  1996. 
Pennsylvania Public Utility Commission (Docket No. R-00963550), April 26, 1996. Rebuttal 

Pennsylvania Public Utility Commission (Docket No. R-963550 COOOS), August 30, 1996. 
Public Utilities Commission of Ohio (Case No. 96-899-TP-ALT), February 19, 1997. 

Universal Service 

Louisiana Public Service Commission (Docket No. U-20883, Subdocket A), August 16, 1995. 
Tennessee Public Service Commission (Docket No. 95-02499), October 20, 1995. Rebuttal 

October 25, 1995. Supplementary direct October 30, 1995. Supplementary rebuttal 
November 3, 1995. 

February 28, 1996. 

1996. 

August 9, 1996. 

Mississippi Public Service Commission (Docket No. 95-UA-358), January 17, 1996. Rebuttal 

Federal Communications Commission (CC Docket No. 96-45) with Kenneth Gordon, April 12, 

Federal Communications Commission (CC Docket No. 96-45) with Aniruddha Banerjee, 

NERA 
Econoin c C.onsultmg 
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Federal-State Joint Board (CC Docket No. 96-45), Remarks on Proxy Cost Models, videotape 

New Jersey Board of Public Utilities (Docket No. TX95 12063 I), September 24, 1997. 

Pennsylvania Public Utility Commission (Docket No. I-00940035), October 22, 1997. 
Alabama Public Service Commission (Docket No. 25980), February 13, 1998. 
North Carolina Utilities Commission (Docket No. P- 100, SUB 133g), February 16, 1998. 

Mississippi Public Service Commission (Docket No. 98-AD-035), February 23, 1998. Rebuttal 

Tennessee Regulatory Authority (Docket No. 97-00888), April 3, 1998. Rebuttal April 9, 

Florida Public Service Commission (Docket No. 980696-TP), September 2, 1998. 
Georgia Public Service Commission (Docket No. 5825-U), September 8,2000. 

filed January 14, 1997. 

Rebuttal October 18, 1997. 

Rebuttal April 13, 1998. 

March 6, 1998. 

1998. 

Classification of Services as Competitive 

Maryland Public Service Commission (Case No. 8462), October 2, 1992. 
State Corporation Commission of Virginia (Case No. PUC 950067), January 1 1 , 1996. 
Maryland Public Service Commission (Case No. 871 S), March 14, 1996. Surrebuttal filed 

Federal Communications Commission (File No. SCL-97-003), December 8, 1997. 
Pennsylvania Public Utility Commission (Docket No. P-0097 1307, February 1 1, 1998. 

State of Connecticut, Department of Public Utility Control (Docket No. 98-02-33), February 

The New Jersey Board of Public Utilities (Docket No. TO 99120934), May 18,2000. 
Washington Transportation and Utilities Commission, (Docket No. UT-000883). October 6, 

New York Public Service Commission, (Case 00-C- 1945), May 15, 200 1. 
The New Jersey Board of Public Utilities (Docket No. TOO1020095), February 15,2001. 

April 1, 1996. 

Rebuttal February 18, 1998. 

27, 1998. 

2000. 

Rebuttai filed June 15,2001. 

Costing and Pricing Resold Services and Network Elements 

Science, Technology and Energy Committee of the New Hampshire House of Representatives, 

Tennessee Public Service Commission (Docket No. 96-00067), May 24, 1996. Refiled with 

New York Public Service Commission (Case Nos. 95-C-0657, 94-C-0095, 9 1-C- 1 174), May 

Louisiana Public Service Commission (Docket No. U-LJ-22020), August 30 1996. Rebuttal 

Tennessee Regulatory Authority (Docket No. 96-01 33 1), September 10, 1996. Rebuttal 

“An Economic Perspective on New Hampshire Senate Bill 77,” April 6,  1993. 

the Tennessee Regulatory Authority (Docket No. 96-00067), August 23, 1996. 

3 1 ,  1996. Additional testimony June 4, 1996. Rebuttal July 15, 1996. 

September 13, 1996. 

September 20, 1996. 

N E R A  
Econorn c Consulting 
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New Jersey Board of Public Utilities (Docket No. TO960705 19), September 18, 1996. 
Pennsylvania Public Utility Coinmission (Docket No. A-3 10258F0002), September 23, 1996. 
Massachusetts Department of Public Utilities (Docket Nos. D.P.U. 96-73/74, 96-75, 96-80/8 1, 

New Jersey Board of Public Utilities (Docket No. TX95 12063 l), September 27, 1996. 
New Hampshire Pubfic Service Commission (Docket DE 96-252), October 1, 1996. 
Massachusetts Department of Public Utilities (Docket Nos. D.P.U. 96-73/74, 96-75, 96-80/8 1 , 

Federal Communications Commission (CC Docket No. 96-45), October 15, 1996. 
New Hampshire Public Service Commission (Docket DE 96-252), October 23, 1996. ' ' 
New Jersey Board of Public Utilities (Docket No. T096080621), November 7, 1996. 
Alabama Public Service Commission (Docket No. 25677), November 26, 1996. 
Delaware Public Utilities Commission, testimony re costs and pricing of interconnection and 

State Corporation Commission of Virginia, (Case No. PUC960), December 20,1996. Rebuttal 

Public Service Commission of Maryland (Case No. 873 1 -H), January 10, 1997. Rebuttal April 

Public Service Commission of the District of Columbia (Case No. 962), January 17, 1997. 

Connecticut Department of Public Utilities (DPUC Docket No. 96-09-22), 'January 24, 1997. ' 

Connecticut Department of Public Utilities (DPUC Docket No. 96- 1 1 -03), February 1 1, 1997. 
Federal Communications Commission, response to FCC Staff Report on issues regarding Proxy 

Public Service Commission of West Virginia (Case Nos. 96-1 5 16-T-PC, 96-1 561-T-PC, 96- 

Public Utilities Commission of Ohio (Case No. 97-152-TP-ARE3), April 2, 1997. 
Maine Public Utilities Commission (Docket No. 97-505), April 2 1 ,  1997. Rebuttal October 2 I ,  

Vermont Public Service Board (Docket No. 571 3), July 3 1, 1997. Rebuttal January 9, 1998. 

State of Connecticut, Department of Public Utility Control (Docket Nos. 95-03-0 1,9506-1 7 

Alabama Public Service Coinmission (Docket No. 26029), September 12, 1997. 
Tennessee Regulatory Authority (Docket No. 97-0 1262), October 17, 1997. 
South Carolina Public Service Commission (Docket No. 97-37443, November 25, 1997. 
Rhode Island Public Utilities Commission, direct testimony re costing and pricing principles 

North Carolina Utilities Commission (Docket No. P-100, SUB 133d), December 15, 1997. 

Massachusetts Department of Public Utilities (Docket No. DTE 98- 1 9 ,  January 16, 1998. 
Mississippi Public Service Coinmission (Docket No. 97-AD-544, March 13, 1998. 
New Hampshire Public Service Commission (Docket No. 97-1 7 1, Phase II), March 13, 1998. 

96-83, 96-94), September 27, 1996. Rebuttal October 16, 1996. 

96-83, 96-94), October 1 1, 1 Y96. Kebuttal October 30, 1996. 

1 

network elements, December 16,1996. Rebuttal February 1 1, 1997. 

June 10, 1997 (Case No. PUC970005). 

4, 1997. 

Rebuttal May 2, 1997. 

Cost Models. Filed February 13, 1997. 

1009-T-PC, and 96-1533-T-T), February 13, 1997. Rebuttal February 20, 1997. 

1997. 

Surrebuttal February 26, 1998. Supplemental rebuttal March 4, 1998. 

and 96-09-22), August 29, 1997. Rebuttal December 17, 1998. 

for interconnection and unbundled network elements filed November 25, 1997. 

Rebuttal March 9, 1998. 

Rebuttal April 17, 1998. 
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Massachusetts Department of Telecommunications and Energy (D.P.U. 96-3/74, 96-75,96- 

Massachusetts Department of Telecommunications and’Energy (Docket No. 85- 15, Phase 111, 

Massachusetts Department of Telecommunications and Energy (Docket No. 98- 15, Phase II), 

Rhode Island Public Utilities Commission (Docket No. 268 l), September 18, 1998. 
Maryland Public Service Commission (Case No. 87154), November 14, 1998. 
New Hampshire Public Utilities Commission (Docket No. 99-01 8), April 7, 1999. Rebuttal 

Massachusetts Department of Teleconimunications & Energy (Docket No. 94- 185-E), July 26, 

New York Public Service Commission, (Case 98-C- 1357), February 7,2000. Panel Rebuttal 

The New Jersey Board of Public Utilities (Docket No. T000060356), July 28,2000. 
Massachusetts Department of Telecommunications and Energy (Docket DTE -1 -20), direct 

The Public Service Commission of Maryland (Case No. 8879), May 25,2001, rebuttal 

Public Service Commission of the District of Columbia (Case No. 962), July 16,200 1. 
Rhode Island Public Utilities Commission (Docket No. 268 l), May 1,2002. 

80/81,96-83, & 96-94), April 29, 1998. 

Part l), August 31, 1998. 

September 8, 1998. 

April 23, 1999. 

1999. 

Testimony filed October 19, 2000. 

testimony filed May 4,200 1. 

September 5, 0021. Surrebuttal October 15, 2001. 

Bell Entry into InterLATA Markets 

Federal Communications Commissjon (CC Docket No. 96- 149), affidavit, August 15, 1996. 
Federal Communications Commission (Docket No. 96- 149) with Paul B. Vasington, November 

Georgia Public Service Comnission (Docket No. 6863-U), January 3, 1997. Rebuttal February 

Pennsylvania Public Utility Commission, statement regarding costs and benefits from Bell 

14, 1996. 

24, 1997, 

Atlantic entry into interLATA telecommunications markets, February 10, 1 997. Rebuttal 
March 21, 1997. 

lnterLATA Services Originating in New York State,” with Harold Ware and Richard 
Schmalensee, February 18, 1997. 

Delaware Public Utilities Commission, statement regarding costs and benefits from Bell 
Atlantic entry into interLATA telecommunications markets, filed February 26, 1997. 
Rebuttal April 28, 1997. 

New Jersey Board of Public Utilities (Docket No. T097030164), March 3, 1997. Reply May 
15, 1997. 

Federal Communications Coinmission (CC Docket 96-262 et al.), with Richard Schmalensee, 
Doug Zona and Paul Hinton, exparte March 7, 1997. 

Public Service Commission of Maryland, statement regarding consumer benefits from Bell 
Atlantic’s provision of interLATA service, filed March 14, 1997. 

New York Public Service Commission, “Competitive Effects of Allowing NYNEX To Provide 

NERA 
Ecorloln c Consulting 
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Louisiana Public Service Commission, (Docket No. U-22252), March 14, 1997. Rebuttal May 
2, 1997. Supplemental testimony May 27, 1997. 

Public Service Commission of West Virginia, economic analysis of issues regarding Bell 
Atlantic's entry into the interLATA long distance market. Filed March 3 1, 1997. 

South Carolina Public Service Commission (Docket No. 97- 101 -C), April 1, 1997. Rebuttal 
June 30, 1997. 

Kentucky Public Service Commission (Administrative Case No. 96-608), April 14, 1997. 
Rebuttal April 28, 19Y7. Supplemeiital rebuttal August 15, 1997. 

Federal Coinmunications Commission (CC Docket No. 96-149), April 17, 1997. 
Maine Public Utilities Commission, affidavit regarding competitive effects of NYNEX entry ' 

into interLATA markets, with Kenneth Gordon, Richard Schmalensee and Harold Ware, 
filed May 27,1997. 

1997. 

September 15, 1997. 

September 29, 1997. 

. 

Alabama Public Service Coinmission (Docket No. 25835), June 18, 1997. Rebuttal August 8, 

North Carolina Utilities Commission (Docket No. P-55, Sub1 022), August 5 ,  1997. Rebuttal 

Mississippi Public Service Commission (Docket No. 97-AD-032 l), July 1 ,  1997. Rebuttal 

Federal Communications Commission, CC Docket No. 99-295. Filed September 29, 1999. 
Federal Communications Commission, In the Matter of Application by Verizon New EngEand 

Inc., et. al. for Authorization to Provide In-Region, InterLA TA Services in Massachusetts, 
September 19,2000, Reply Declaration filed November 3,2000. Supplemental Reply 
Declaration filed February 28, 2001. 

' 

Pennsylvania Public Utility Commission, (Docket No. M-0000 1439, January 8, 2001. 
Federal Cormnunications Commission, In the Matter of Application by Verizon New England 

hc. ,  et. al. .for Authorization to Provide In-Region, InterLA TA Sewices in Connecticut, 
May 24,2001. 

Federal Communications Commission, In the Matter of Application by Verizon Pennsylvania 
I m ,  et. al. for  Authorization to Provide In-Region, InterLA TA Services in Pennsylvania, 
June 21,2001. 

Alabama Public Service Commission (Docket No. 25835), June 19,2001. 
Louisiana Public Service Commission (Docket No. U-22252-E), reply affidavit filed June 25, 

South Carolina Public Service Commission (Docket No. 200 1-209-C), July 16,2001. 
Alabama Public Service Commission (Docket No. 25835), rebuttal testimony filed June 19, 

Kentucky Public Service Commission (Docket No. 200 1 - 105), July 30,200 1. 
Mississippi Public Service Commission (Docket No. 97-AD-32 l), August 2, 200 1. 
Florida Public Service Commission (Docket No. 960786-TL, August 20,2001. 
North Carolina Utilities Commission (Docket No. P-55, SUB 1022), October 8,2001. 
Federal Conmunications Commission (CC Docket No. 0 1 -277), (Georgia-Louisiana) 

Minnesota Public Utilities Commission (PUC Docket No. P-42 1/C 1-01 - 1372, OAH Docket 

2001. 

2001. 

November 13,2001. 

No. 7-2500-14487-2) affidavit filed December 28,2001 , Surrebuttal Affidavit filed January 
16,2002. 
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Regulatory Reform 

Federal Communications Commission (CC Docket No. 80-286), December 10, 1997. 
Federal Communications Commission, In the Matter of United States Telephone Association 

Petition for. Rulemaking-1 998 Biennial Regulatory Review, with Robert W. Hahn, filed 
September 30, 1998. 

I< c ci y A o cal C o 111 p e 11 sa ti 011 

Massachusetts Department of Telecomniunications and Energy (Docket No. 98-67), September 

Washington Public Utilities Commission (Docket No. UT-990300), February 24, 1999. 

Colorado Public Utilities Commission (Docket No. 99A-O01T), March 15, 1999. 
Massachusetts Department of Telecormnunications and Energy (Docket No. D.T.E. 97- 1 16-B), 

North Carolina Utilities Commission (Docket No. P-500, Sub lo), July 9, 1999. 
North Carolina Utilities Commission (Docket No. P-561, Sub lo), July 30, 1999. 
Public Service Commission of South Carolina (Docket No. 1999-259-C), August 25, 1999. 
Louisiana Public Service Commission (Docket No. U-24206), September 3, 1999. 
Florida Public Service Commission (Docket No. 990750-TP), September 13, 1999. 
New Mexico Public Regulation Commission (Case No. 3 13 l), October 13, 1999. 
Alabama Public Service Commission (Docket No. 27091), October 14, 1999. 
Tennessee Regulatory Authority (Docket No. 99-00377), October 15, 1999. 
Tennessee Regulatory Authority (Docket No. 99-00430), October 15, 1999. 
Mississippi Arbitration Panel (Docket No. 99-AD42 l), October 20, 1999. 
Kentucky Public Service Commission (Case No. 99-2 18), October 2 1 ,  1 999. 
Georgia Public Service Commission (Docket No. 10767-U), October 25, 1999. 
Oregon Public Utility Commission (Arb. 154), November 5 ,  1999, 
Federal Communications Commission (Docket No. 99-68), “An Economic and Policy Analysis 

of Efficient Intercarrier Compensation Mechanisms for Internet-Bound Traffic,” ex parte, 
November 12, 1999 (with A. Banerjee and A. Ros). Reply Comments: “Efficient Inter- 
Carrier Compensation for Internet-Bound Traffic,” (with A. Banerjee), October 23,2000. 

testimony filed November 22, 1999. 

testimony filed December 2, 1999. 

March 3 1 ,  2000. 

March 27, 2000, rebuttal testimony filed April 3,2000. 

28, 2000. 

rebuttal testimony filed April 2 1, 2000. 

25, 1998. 

Rebuttal March 8, 1999. 

March 29, 1999. 

Georgia Public Service Commission (Docket No. 10854-U), November 15, 1999, rebuttal 

Idaho Public Utilities Commission (Docket No. GST-T-99- l), November 22, 1999, rebuttal 

Texas Public Utility Commission (Docket No. 21982), March 15, 2000, rebuttal testimony filed 

Arizona Corporation Commission (Docket Nos. T-02432B-00-0026, T-0 105 1 B-00-0026), 

Colorado Public Utilities Commission (Docket No. OOB-0 1 lT), direct testimony filed March 

Pennsylvania Public Utility Coinmission (Docket No. A-3 10620F0002), April 14,2000, 

N E R A  
Econom c Consulting 



Exhibit WET-1 of William E. Taylor, Ph.D. 
FPSC Docket No. 

Airgust 5,2003 
Page 21 of 22 

Delaware Public Service Cornmission (PSC Docket No. 00-205), filed April 25,2000. 
Virginia State Corporation Commission, filed April 25,2000. 
The New Jersey Board of Public Utilities (Docket No. TO 0003 1063) Direct testimony filed 

April 28,2000, rebuttal testimony filed May 5,2000. 
Washington Utilities and Transportation Commission (Docket No. UT-003006). Filed April 26, 

2000. Rebuttal testimony filed May 10,2000. Surrebuttal testimony filed May 26,2000. 
The New Jersey Board of Public Utilities (Docket No. TO 0003 1063). Filed April 28, 2000. 

Rebuttal testimony filed May 5,2000. 
Federal Communications Commission, (CC Docket Nos. 96-98, 95- 185, WT Docket No. 97- 

207), “Reciprocal Compensation for CMRS Providers,” June 13,2000 (with Charles 
Jackson) . 

‘ 

Colorado Public Utilities Commission (Docket No. OOB- 103T), June 19,2000. 
Federal Communications Commission, In the Matter the Remand of the Commission’s 

Recbrocal Compensation Declaratory Ruling by the US. Court of Appeals for the D. C. 
Circuit (CC Docket Nos. 96-98,99-68), July 2 1 , 2000. Reply August 4,2000. 

Montana Department of Public Service Regulation (Docket No. D2000.4.89), July 24,2000. 
Rebuttal filed February 7,2001. 

Washington Utilities and Transportation Commission (Docket 003013 Part B), filed August 4, 
2000. Rebuttal filed February 7,200 1. 

Nebraska Public Service Commission, (Docket No. C-2328), September 25, 2000. Rebuttal 
testimony filed October 4,2000. 

Montana Department of Public Service Regulation (Docket No. D2000.8.124: TouchAmerica 
Arbitration), October 20,2000. Rebuttal filed December 20,2000. 

Arizona Corporation Coinmission (Docket Nos. T-03654A-00-0882,T-0 105 lB-00-0882), 
January 8,200 1, 

Florida Public Service Commission (Docket No. 000075-TP), filed January 10,2001. 
Colorado Public Utilities Commission (Docket No. 00B-601T), filed January 16, 2001. 
Utah Public Service Commission (Docket No. 00-999-05), filed February 2,200 1. Rebuttal 

Arizona Corporation Conmission (Docket No. T-00000A-00-0 194, Phase 2), March 15,200 1. 
Florida Public Service Commission (Docket No. 000075-TP), filed April 12, 200 1 .  
Federal Conmunications Commission (CC Docket No. 0 1 -92), with Aniniddha Banerjee, filed 

testimony filed March 9, 2001. 

November 5,200 1. 

Contract Services 

Superior Court Department of the Trial Court (Civil Action No. 95-6363F), affidavit, July 

Connecticut Department of Public Utilities (Docket No. 99-03-1 7), June 18, 1999. 
American Arbitration Association, New York, MCI WorldCom Communications Inc. v. 

1994. 

Electronic Data Systems, Corporation, Expert Report June 25,2001. Supplemental Expert 
Report July 13,2001. 
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Service Quality Performance Plans 

Georgia Public Service Commission (Docket No. 7892-U), June 27,2000. 
Florida Public Service Commission (Docket No. 000 12 1 -TP), March I ,  2001, Rebuttal filed 

North Carolina Utilities Commission (Docket No. P-1 00 Sub 133k), May 2 1,2001. 
South Carolina Public Service Commission (Docket No. 200 1 -209-C), July 16,2001. 
Kentucky Public Service Commission (Docket No. 200 1 - 1 O S ) ,  July 30,200 1. Surrebuttal 

Mississippi Public Service Commission (Docket No. 97-AD-321), August 2,2001. 
Tennessee Regulatory Authority, (Docket No. 01-001 93), August 10,2001. 
South Carolina Public Service Commission (Docket No. 200 1 -209-C), direct testimony filed 

March 2 1,200 1. Rebuttal in Phase 11 filed April 19,200 1. 

September 10,200 1. 

March 5,2003. 

Miscellaneous 

New Mexico Public Regulation Commission (Utility Case No. 3 147), December 6, 1999. 
New Mexico Public Regulation Commission (Utility Case No. 3008), May 19,2000. 
United States District Court, District of Nevada (Case No. CV-S-99- 1796-KJD(RJJ), December 

United States Bankruptcy Court, Northern District of Illinois, Eastern Division, Telesphere 
28,2000. 

Liquidating Tmst vs. Francesco Galesi, Adv. Proc. Nos. 95 A 105 1 & 99 A 13 1. Report 
filed August 23,2002. 

Affidavit on Behalf of Bell Atlantic-Maryland, Inc. (Case No. CAL 99-2 1004). Filed October 
15,2002. 

United States District Court for the District of Columbia, (MDL No. 1285, Misc. No 99-0197 
(TFH)), Declaration filed October 31,2002. Reply Declaration filed January 15,2003. 

August 03 


