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I'IWCEED I NC~; 

2 (Transc ript continues in sequence from 

VO )I' mC 2 .) 

DAVID E . ST/\H LY 

5 having been called as a witness on bC'hdl t Sprint 

(, Communications, nnd being duly s worn, c·nntimH·~; hi !: 

1 testimony a s foll ows : 

8 CONT INUED CROSS EX/\MJNATI ON 

9 OY MR. McCORMICK: 

10 Q Do you h.1ve p<~ragraph 11 i n tro nt o t you , 

11 Mr. Stahly? 

1/. 

1 ) 

A 

Q 

Yes , d o . 

Do you sec abo ut the second s entence o t 

14 paragraph 11, incumbent LECs h a ve econ om i cs o t 0en s ity, 

l'• connectivity .1nd ~;v. llc•. Do yo u SC'C' tt1.1 t ' 

16 

17 

18 

19 

20 /\c t 

A 

Q 

A 

Q 

Ye s , 1 do. 

Do you hav e any reason to di sag r ee with thnt? 

No, I do not. 

And the FCC also s ays that the purpose o f the 

antl thi s i c o~bou t the 1.1st line o n thilt p.I<JC o f 

21 paragraph 11 -- i s t o enable the entrants to s hare the 

22 e conomic benefits o f tha t efficiency o t econo mies o f 

23 sca le and scope; doesn't it ? 

2 4 A 

0 

Ye s . 



• 

• 

JOJ 

ent r ants will en j oy th t1L; i s n' L thnt right? 

Yes , it is. 7 

J 

A 

Q And wou ld you agree with me thctt if e n t t a nt s 

4 obtain the benefits o f e c o nomics of sc~lc without paying 

~ for t hem, tha t wocld amount to n s ubsidy ; wouldn't it? 

A Agn in, I do n ' t !~cc how you :..i <~Y th<lt l..'e ' r c no t 

7 paying for it . 

8 clearly 

I mea n th pric ing s tandard i s 

C) 

10 

0 

1 I minute . 

d idn't :;,Jy th.1t . My CJU I' : : l lOll -­

COMMI SS IONER KIESLING : Wait a mi nut e . W~it a 

In Flori u<l we t o ll ow rules o f commo n <"ou rt r·s y. 

1:! We l e t the witne :.;s t ini s ll be f o re we il s k our nt:>xt 

1 3 ques tion so that t he court repo rter c, tn get it all 

Jlj down . 

I 5 MR. Mc CORt-liCK : Excuse me , Comm i ss ioner. 

1 6 apologize . 

I I Wl'l'IIESS STAH LY : do n ' t. :;cc• how ~.o• t· ' r·l· 

18 receiving any subs idy it the priL: I.' o r tlw :c: f'r·v l c C' u; 

19 based o n the TELRI C c ost plus a n all oc~t ion o f the 

20 f orwa rd-looki ng joint and common c os t s . The re> is no 

2 1 s ubs idy the r e . 

Q (Oy Mr. Mc Co rmi c k) Let me a s k you my ques tion 

23 again, and I'm not accu s ing Sprint o f ~nyth1 nq . 

~ 4 entr~nt i n t he abstrac t were to ob t ai n the benefits of 

25 economies of scale and scope, without p<=tyinq for th .lt 
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bene fit, that would amount to a sub~ idy; wou ldn't it? 

2 A I'm sorry , I'm missing the point of how we ' re 

J not pi\y i ng for th ,\ t benefit. 

COMM ISSIONER KIESLI NG: Let me try to help. 

5 He's not asking about Spr int. He ' s a s king a 

6 hypothetical. If any entranl 

7 

R 

WI TNESS STAHLY: !Ught . 

COMM I ;.s I ONER !\ lt.: :t.l NG : -- <"njoyctl those 

9 benefits without paying for it, woul d that be a 

10 s ubsidy? 

11 WITNESS STAHLY: And l gucs::; I go back LO wh.al 

12 I a nswered before. Any entrant, r~·CJ· ll·tll <·:;:; o t ::p , 1n t o 1· 

I J others -- that was the intent o f pricing services based 

1 4 on costs, i s t o realize that there are economics ot 

15 sca le a nd they should be shared with all m~rket players. 

l G Q (Dy Mr. McCormi ck) So i{ pric i ng did no t 

17 include a reasonable s hare o f t orward-l ookinq comm0n 

l B costs , that wou ld amount t o a subs idy? 

19 

/0 

A 

Q 

Yes . 

lind L; it !.lir t o :;.~y t twt tirms pos:.csr:i ng 

/. 1 s ignificant economics of sca l e a nd scope hav e> comron 

;>? cos t s? 

2 4 

A 

Q 

Yes. 

Is it true that i t ct:onomie>s o f st.·.ale> and 

."> ~t.·ope ore signifi t:ant, t:ommon costs a re likely to be 
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1 significant as well? 

2 A J've ncv<'r Jook0d .-1t" dirc c.: t co rrpJ ,tti o n 

J bctweer those two things . 

4 Q Bu t as an economi st yo u do n ' t f ee l that ' s 

5 true? 

6 A I'm no t s ure yo u can say there ' s - - there ' s a 

7 correlation there . I mean large compani ~s have lnrge 

8 common costs, it th<.~t ' s wh<.~t. i'Ou ' re gettillCJ at . 

9 Q And you'd .1grcc with me that p1 tc.:t•s t.h.tl were 

1 0 ~ct. just. cqu .. ll t o tn<..: rcml.'ntul <..:o:.; t :.; would not ,l} l ow"" 

11 incumbent LEC t o recove r common costs? 

12 A 11 they were set. uirectly dt T~; I.IU C , th.tt. 

13 would be correct , they wouldn ' t r ecove r ~ammon cos t s . 

14 Q Arc y ou l ilm111ar with the IICM-7, Oenchmi'lrk 

15 Cost 2 model? 

16 A Yes, I am . 

17 Q Is it true that in its neqot:<~tions with GTE, 

18 Sprint advocated the use o f the IICM-:> model? 

19 I ' m not 1 u I I y t .1 m i I i ,, r w 1 t II t II" n• '<J<> t i .t t 1 o ns 

20 to this e xtent . 

2 1 Q Do you know what res ult G <~re obt.lincd when thC' 

22 BCM-2 model i s run with Florida-spec.:lllc uilta ? 

23 

., . 
~ .. 

A 

Q 

I have not done those . 

Oo you ~:now whether the pr 1 c e:.; t 11.1t <.:orne: out 

25 ot the BCM-2 model drc simi Jar t o the pr· iccs advocated 
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by GT E? 

::> A Again, I have not run the UCM -::> mode l t o 

J ca l c ulate -- and I .:!ssume y ou 're talktn<) ;,bou t y ou r 

•I unhundiC'd loop pr i t'f'!; ; i !-; t 11.1 t t •o rn ·c· t ? 

~ Q Yes, si r. 

6 A I've rev i c w·cd the t es t mony "ncl e xhthtt s ot 

GTI::: Wi tness Mr. Steele , and he purpo r Ls Lo :;h o w til., tile 

t3 13CM-2 model does y.i e ld prices th.tt wo uld be ·•im.i l.u· to 

CJ wh o~t GTI~ w.w p ropo:; i ng l o r the unbundled l oop c.:o:.; t::; . 

1 () My concern wtth tll.lt exhibit, if I may 

11 explain, is that it' s h <lrd t n tell i l you m.H.l e the 

1:> c~ppropriate ad justments t o ll.lvc.• Ltw IICI'l -.' L"U!: t model 

lJ really reflect an unbundled l oop . BCM- 2, lJVIH.:rtJII y 

Ill !:p c.1 king, i s thr c.:o:; t u l l oc. ll :><•rv a•·•·. :;u 1 t n o t onl ; • 

1', inc ludes the co.; t o f <~ loop , but tt tnc.:lut.lC':: the c·o~;t o t 

tr. :;wi t c.:hinq, includes the cost o l " I tnt· t", lf d 111 yOlrr 

17 n e two rk interf<tc e devi ce . To pro p er ly c.:.ll<.:ul dtl' t he 

Ill cost of an unbundled local l oop you need to LcJke thos ,., 

1'! L"O!: ts o u l u l the mode·! , and tlH·re •ll"t • :~ornl' o ther 

:>0 ,,djus tment s too . 

.'I Addition.llly, it u:;l"':; 1\HMI :; d.1 to1 t o Ct\ l c.:ul.ll e 

t" .IIIYIIIY C.: ll.ti' <Jl! :.; , s:.; O ! J fHJ!;c.·l.l l u .1 I U IW.IId - l uu ~illiJ IIJCJk o1t 

~1 ro~rryinq c harges . So you wou ld hi1V<' , o iN i o u:>ly, 

. '·1 dillvrL•nt mdinlcn.srH; e r .,c.:L tll !· 111 lllf·t• · . /111d lllc•n 

:>'J onother big adjustment i s t h.lt the II("M- 7 .-.od t•l .t:;:;um<'s ,, 

.. 
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1 price di scount o f 20 pe r c en t o n ! •qu t pml •ll l fHI I'I"h .s !: t>:; . 

:• t u the exte nt l11.1t (;·n : could u iJ i otl ll , , l . t t •J• ' I clt :.l·oun t 

J sily, JO percent, thil t wo ul d signi1i c., nt l y l o wc t· the i r 

inv es tment i n an unbund led l oop. : ;o w 1 t h o ut k now i n q 

5 whe the r Mr. Stee l e made tho c e ad j u :: t mc· nt:; , it ' ::; 

fi di ff icult t o say whe~he r hi G e xhib it f o11rly rep re s e n ts 

7 the pric e of an unb und l ed l oop in Fl o r idil. 

B Q I s it fair t o say tha t .:~fl c r the FCC i ssu ed 

9 it s r·irs t Rep o r t and Or d e r o n 1\uqus t H th rl f t!l i ::; y c.1r 

10 tha t Sp r int ::; t opp e:U dUVOCol t i tHJ Lilt' ll :; ~ · u l I 111 ' IIC:M-?. 

11 moclc:-1 ? 

12 

1) 

A 

Q 

1 am n o t 1w.1 r e o f t h.tl p o:; 1 1 0 11, n o . 

Le t me a ::; ~: y o u, a~ ,, t c l c ptlO Jlf' nC' two d : 1:; 

15 cos t s thc:~t we re once a t t ribut ed t o<.~ 'l~:uu c sudden ly 

1 7 A 

1 8 fr o m a T S LRI C t o a commo n co~ t ? 

Q Ye z , s ir. /\ :; y o u di v tde ,, JH•two r k in ~;m ,lllc-r 

:>0 <~ nd s mall e r e l ements , c o s t s th.1t we n · o n c e .1ttr i b u t c d, 

.' I :; ,l y ::h , \1 L'U t"o:J t ~; IH •I W• •• · ll two :: t • J V j c· t ·:: , •: t!t ld t •lll y l lf•t"(Jinc• 

?:> un .. t tr ibutc:>d commo n l"o:..; t s ; 1 :• th.t l 1<~ 1 1 t " :; o~ y: 

1\ I'm sor r y , 1 don' t :.c·c· h o w y ou cp · t t~l t lt.st . 

.~ ., \o/hen you 're Cil l c u l.tti n q the d t n .'c l co::t u l ,, :.l ·t vt c o.• , 

;"lr, 1t ' s p r etty c lc.t r h o w y ou c.tl cu l <l tC Lll.t l l·o:: t t ookinq ,, t 
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Llhlt. 

2 Q Let me <l s~: you, ce rtain 1 y t IH· r·c> , , r·c :;h. t red 

1 !> l"rvi ces that would s h .1re co:;t:> , or ~:(' JV I<'":: th.tt wou ld 

4 have s h a r ed costs? 

5 

,, 
A 

Q 

Yes. 

And then ,,:; you unllund I c S o' I v l l" f' ::, .1ntl se I I 

7 i ndiv idual elements , cos s that may be s hared between 

fl those se rvi c e s , t.here wo uld be !>orne t:o:; t s t t" .. tt :>uddcnly 

9 a rc unnttributab le: isn ' t that right ? 

1 0 1\ Unattributable , what , from the perspective o f 

11 GTE is what y ou're say1ng , o r--

1::> 

1 l 

Q 

1\ 

\.Jell , l'm as}.i ng just in the ,,b::tr.tc t. 

Well , oHJ.tin, t:.•n'l Jo ll uw ll o• .. · yoll'l<' h .•Vl lltJ 

14 those costs ch .Jnqc o r b ct:omc un.Jt.l r l bu t .tb l~·. :;o I 

15 apolog i ze , can' t answe r that . 

1(, Q So i t' s your position th.Jl there ::houldn't be 

17 unatt ributable costs dS you divide a netwo rk into 

lA sma ll e r clements? 

19 A It ' s my posi t ion I can't f ol l ow your l i n e o f 

;>O qu(•:>t i o ninq to q i ve y o u .-1 good .111::wPr. 

21 Q Let me try t o r ephr·ase it :.;o you ~"" 

22 unoerstand it . You woul d h<:~vc t:<:r t.J in Ct! r Vlt:e:~ thdt 

24 A That is correct. 

·''• Q c.111 y ou qivt• II:> .tn f'X.tmplP o l ..... h. tt ,, :>•' I' VIt'f' 
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like that would be? 

2 A There's a number of them . Switch provides 

J local switchi ng, cus tom c alling t e .1turcs, po le:5 used f ot· 

4 i ntcroffic<' t t · .,n~ :rni::~:ion l oop~; . 

Q And it's Oll so lilir t o :;n y th"t und e r .1ny o f 

6 those services yo u could turthcr s ubdi v ide them into 

7 individual elements ; couldn't you? 

A 

Q 

Yes . 

And r ed 11 y, the d i ( fer e nc e between TSLRIC and 

10 TELRI C , a TS LRIC concept implies some s hared cost s that 

] 1 ma y not be avai! J ublc at Tt-:I.HI C cos t s . rs tha t fo:1ir to 

12 say? 

13 A Well. no . The difference between TSI~IC and 

14 TELRIC is simply TSLRIC docs the LRIC pri ce of a s ervi c e 

15 a nd TELRIC does the price o f .w elemo:>nt, un!Jundlf'd 

I(, !Jet wo rk c I emc nt . 

17 Q And you don ' t think as you mo ve tow~rd th~t 

18 unbundle d el ement the re arc ~orne cos ts that dro p out Jnd 

19 simply ca n' t be attributed? 

20 A If you r questi o n 1 s if you ' r e us inCJ a Ts un c 

21 s tandard and a TELRIC standard, determi nation o f sha r e d 

22 costs should be similar overall f o r tiH' corpo r·. ,t i u n 

23 unde r eithe r sta ndard. 

2 4 Q Now , o n Page 16 of your te stimony, you 

25 advocate that there :;hould br> •1 uni t nrm m. ll"kllp I <H' 
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1 a l l ocating common cos t s? 

2 A Yes . 

Q Docs S p r i nt use il un iform mar ku p in pri ci ng 

4 i t s o wn p rod ucts and servi~cs? 

5 

6 

A 

Q 

7 ma rkup? 

1\ 

Q 

No , they do not . 

Do y ou know of a ny company that uses a u n i f orm 

t ' m n o t dWdr~ u l rlny . 

Ami u l so o n l'. l CJt' 2 11 o t yout· tt'~>timony, yo u 

10 advocate de.:~verag ing , geoc;r.1 phi c.: dc. tver.ICJ i n(J? 

11 

12 

1\ 

Q 

1 3 zo nes : 

1 4 A 

Yes . 

That me a n s s plit t i ng u p t h e s tilt e in to t hree 

High d e nsi ty, l ow dens ity, med i um densi t y? 

I t loo l-: s 1 i ke w0 ' v~ propo~;ed thre e, o r 

1~ r ecomme nded thre e , yes . 

16 Q And tha t' s -- the r e ' s an i nverse r e l a ti o n s h ip 

17 between d e nsity a nd c:os t , i~; n ' t t h e re? '!'he greate r 

18 d e n s ity the lowe r cos t p e r uni t ? 

19 

20 

A 

Q 

Yes , that ' s c:orr0c.:t. 

Cer t ai n ly Spr i nt i s tree to target c ustomers 

2 1 in any of those th ree z o n es ; isn ' t it? 

22 A Spr i nt is free to target customers anywhere in 

23 the s t a t e . 

2 4 Q And convers e l y , Sp r int i s free t o n o t ta t~et 

2~ c u s tomers in a n y zones it chooses not t o ; isn' t tha t 
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1 accura t e? 

2 A Th a t' s true. Al thoug h our s trategy i s t o 

3 t arge t a l l our c u stomers , q u ite hone s tly . 

·l Q Sure , but no thing f o r ccc y o u t o do that; docs 

5 it? 

6 A We ' re not f o r ced , uut o~ :; c c~pi t.-tl isLs it ' s in 

7 our incent i v e t o go a fter all o ur cu stome t ~ . 

8 Q And i t ' s ce r tai n ly i n yo ur incentive to go 

9 a l t e r t he lowes t co:: t c ustonu•n: ; i ;.n't it ? 

Th e r e a r c h ighe r mar~ins the r e . 10 

1 ] 

A 

Q The c oncept of geog raph i c deaverag i ng is based 

12 o n a stay ed pro v ision of the fir s t Ueport and Order ; 

11 i s n't i t ? 

14 A Th e concept o t geocJr.lptd c d cave r aging is i n 

1 5 other FCC o r ders too , as wei 1 ~s other state 

16 commi ssions . 

17 Q The Te lecommu n i cc~ t ion~ Act doesn't provtdc t o r 

18 geograph ic deave r aging ; docs it ? 

19 A I' m n o t s ure about dny spec i fi c ph r ase or 

20 rul i ng in the Act tha t would s peak to t hat . Cl early 

2 1 they talk about services bei ng b a sed o n cos t , a nd o n e 

22 cou ld eas ily cons t rue that i t y o u ' r e ba s i ng se r vi c es on 

::! J t.:os t , it ma kes ::<:'n::<' t o q coq ,.., , p ili c;,d 1 y de>avcri'lgc t o s ome 

24 e xten t a nd h a v e prices in those a r ens more c lo~ely 

25 mirro r the under lying costs . 
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1 Q Is it fai r t o say that -- "We ll , le t me re-ask 

? my 1,1:.;t questi o n b• ·<.:<~usc I ' m no t sure I got i'l n ans wer t o 

) it . Is t here any place in the Telecommun icat i ons Ac t 

4 tha t spea ks to q(•O<Jr,tpllic de.wcruginq? 

5 A I am not aware of a ny, bu t there m.1y be . 

c, don ' t kno w. 

7 

8 

9 

Q 

1\ 

Q 

You ca n ' t poi nt us to a provision J f it ? 

That ' s correct , 1 can ' t point you to o ne. 

In t erms of <.:ompctit ion, it ' s t •. dr to s.1y 

10 righ t now that Spr int hd O the dbili ty t o pur<.:h~sc 

I 

11 s witches from a ny n>Jmbe r o f manufa <.: ture n .; ; tlocs n ' l it ? 

12 

1) 

A 

Q 

Tha t • s co r·rcct. 

Companies like Lucent o r No rthu rn Telecom 

14 ma nufacture s wi tches? 

15 

16 

A 

Q 

Yes . 

In fa c t, GTE doesn't even ma nufac ture 

17 switches ; does it? 

18 

19 

1\ 

Q 

I d on't believe they do . 

And the same is true l or <.:ompctitiv0 :H:<··· :;:; 

20 providers of tran~port se rvices, there a r c ~ny number o t 

:~1 compe titive .H"CC's:; proviu<' r·:; on tllr m<~r· }:(·t tod.1y :' 

22 

2) 

24 

A 

Q 

A 

Yes . 

Such oJS Time WiJrnc r and othc·r <.:OmfM ni cs? 

And the ques t ion is , what, they're f ree t o 

25 purchase switches from whoeve r? 
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Q No, sir, I 'm just ask i ng you, sprint has 

2 a ccess to those competi t ive access provide r s o r 

l transport se rv ices; u oc:;n ' t it? 

A Yes , we do . 

Q Do y ou ,,q r 00 th .ll ev0n "1 t •·r till' 

<. 'l't.decommunicn tio n s At.: t, companie s like GTE a nd 

7 Sprint Un ited wi 11 continue to be th e t.:clrrjc r o t l.rst 

8 resort i n their servi ce area~? 

9 A Pe rhap s i nitially they envis i o n n time that 

1 0 will come where we ' ll h~vc A tu l ly t.:ompctitivc mo~ r ket 

1 1 wh e re such may not be t he ca~e . 

12 Q But right n o w t h vy ll<~V...- tll o::t· unrV(' I~:~ .t l 

I I ::t> r·vi<·e o ul iyo~Li un::! 

14 A Currently they do , but aq ,rin, l11o~l t oo I 

1 '• 0nv i :; ion w i II ch.1111Jt' o~ :: you llo~ve mo r·L· cntr<~nt :; t.:orr 1 11CJ 

16 in. 

1 7 Q 

1 11 o bi iy.,tion::, they r·cctdvc univers<~l service t unds? 

19 

?0 

A 

Q 

2 I s t ructure? 

-~ J 

1\ 

<> 

They do . 

'I'hota~ fund: ; c~re> bui It into their pre>scnt rate 

Yrs . 

1\m.l el l t e r- t lw 'J'C I ecomm u n i c.r t I on:; /\L' L , GTE w i I I 

24 cont i nue t o be obliq<~tcd t o m. r~:c> Cdp it.ll ir1v•• :: tm<'n t :: t o 

."• ::~:r·vc t h o:.;e t.:us t om~:r-s o t I cJ G t r·csort; 1 :;n ' t th..st tr·uc? 
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1 A I gue~s I don ' t 1-:no w o l anything that wou ld 

2 chtlnge that . 

) Q And the r e ' s , conversely , nothing that rc~J ly 

·l f orces f,print t o md~: t ' •""~ "Y f.s \.:11 it ic:;-b.s G<'d invc•:;tmc·nl: 

~ i s there? 

7 

8 

A 

Q 

A 

Yes , :~ 1 , • • 

No, there ' s noth1nq ttl.tt t o r c es us t o m.t l-:e> 

9 those inve:.: tmcnl s . 

10 Q It ' s ~imply a bus inc5s d ec ision as t o whether 

11 Sprin t c hoosf's t o bccon<' •• 1.1<: iIi t 1 <-s-h.""lr:cd ent ran t ? 

12 

I J 

A 

Q 

1 tl reseller? 

1 5 A 

11. .1 rc 

That ' :.; true . 

Spri11L i:; free under Lh c law to simp ly h e , , 

\·le could choo:..;e t o IJC .t rc :..;(•Jler· . 

17 f ilcil iti es-bcl~ec..l provider·, <~ltd o n e :;hould n o t I:ld~.t· tiH' 

1R -' Ssumption thnt cu rre-n t t cchno l ocjy is .. lw o nly typ(• o l 

19 technology that will be used in the future. so t o 

20 assume that all t echnologies arc high cos t would be an 

.• I ,. ,. r u r· . 

Q But there' :..; ccrt.tinly nothing that under th<' 

.'l l.tw would m.d~c Sprint m.tl-:t.· inve:. L ml•n t:; t o h('t:OmC' ,, 

2 4 fa c i litic:.:-b.t :.>ed (•ntr·ant? 

2') A 
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1 Q Turn, if you would, back to EXhibit 9 . And 

7 Ch,, i rmnn K i es 1 i nq , I' m " 1 I t l 1 C bit un<: I ~' •' r '' ~; t o how 

) t .:1 r I c<:~n go askinq que!:tion~ . given tholt thi S 1 :;n ' t in 

4 evidencl! , and that was my purpose f o r o{ t er i ng it 

~ ca rl i er . But I wo uld 1 i 1-:c t o (\ ~ J.: Mr· . S to~hly •' question 

(, abou t on Pdgc ~ o f the br i c !. 

7 COMM1 SS101l ER KJ ES LHlC : You t.: o~n .~ ::'. lilt> 

U qucuti on , c~nd J ' 1l hc::o~r o111 (Jbjf ·t· ti o n i t tiH · r t · i :: u rh•. 

(j 

1 1 

12 

Q 

A 

Q 

(By 1'1 r. Mt.:Cu r·m i d:) 

Yes. 

The l ast -- undc1 the J a~t scnt~n~c o f thdt 

lJ parag r aph, it states that -- talkinq about the F i r st 

14 Repo rt .tmJ Orde r- - th.tt it c:::;t. IIJli:;hc!; ruJp :; f or thc-

1 5 unbundling o f netwo rk elements that a r c contrary t o --

l G MR. DOYD : Objection , Commissione r. Can we 

17 have hi m a~k the question o~nd no t read trom the tlocument 

18 that' s not in evidence? 

1 ') CUMM I :;s I Ull El< 1\ I l<!i I . IIIC: : Tho~t ' :: my pr(' t •·t " ·" <' 

20 course o f action . 

7 1 quC'::t i o n . 

If yo u h.Jvc " quc.> ;; ti u n, .t :; k hi m t he 

MIL McCO I<Ml CK : Could 1 .l t; J.: Mt . !i t . lhly to ICoHJ 

2J that paragraph to himsel f, because I und rstand he' s 

.' 4 nc•vC'r :;cen thi s doc·um(·nt b<• t o n • th1: : mo r niiHJ, :;o I ~:tn 

7~ ask him about it? 
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1 MR. BOYD: Comm i ss ioner, 1 guess he c an ask 

2 him to read the whol e thing if he wa nts to, ~ut if he 

3 asks him a question that involves the text of this 

4 d ocument, we're going t o objec t beca u se it ' s not in 

5 e vide nc e, it's no t relevant, and it's lull of hears ay 

6 it is hearsay, and there are many o ther reasons . 

7 COMMI Sr; TONEH KIE~; J.tNG : ~vhy d on't l d o thi s . 

8 Even though it ' s usu~lly our estnbl ished procedure to 

9 take exhibits at the ~nd o l the te~timony, why don't we 

10 go ahead and den! with Exhibit 9 11nd wtr c-thcr o r no t it ' :; 

l 1 qo1ng to be admi~;siblc· , bC>ct~ll:;e tll.tt wrll ott l t·.l..t .ti l ow 

12 us to know what questions can be a s ked dnd what ones 

lJ can't. 

14 

So you wjsh to move Exhibit 9? 

MR. McCO RMI CK: do , Commissioner Kie s ling. 

15 And my purpose of offe ring it, I t hink the l egislative 

16 intent of the Telecommunications Ac t ought t o be a 

1 7 centra l issue thi s commi ss i on addresses in d ec iding what 

18 relief is appropriate here . I think Exhibit 9 is some 

19 very <,:ompell ing cvidcrH.:e o l what tll .• t intent Wils , .11\d we 

20 would offer it for that purpose, t o the Commission 

21 a nd r ecognizing thi s i s not" court o f J,tw .1nd th t! 

22 s tanda rds of evidence a r c a littl e bit l oose r than they 

23 would be if we were in court , and tl: i s is <~n 

;> ·1 .-r r· b i t r a t i o n . t IIi nk it':: ::umctll j rlCJ l111• Cumm i ss i u n 

25 really should consider in d e termining what Congress 



3 17 

meant when it pas sed the Telecommunications Act and how 

2 the First Report and Orde r misconstrues that 

3 congressional intent . 

4 COMMISS ION~R KIES LING : And just so that I'm 

5 sure I understand wha t you ' r e o ffering this t or , ar~ you 

6 asserting that whatever this documen t says f our 

7 congressmen thin~: tile intent w.s s i::; pr·ob.Jtivc· to wh<~l 

8 the intent of all 4 00 a~d h owev e r many members wh o v o ted 

9 was? 

10 MR. McCORMICK : Certainly the Comm i ssion ca n 

11 give i t whatever weigh t the Commiss ion c h ooses , but 

12 these are n ot just f o ur of the 4 90 congres~men . These 

13 are four congress men wh o were involved i n drafting the 

14 Act . 

15 MR . BOYD: Exc use me , Commiss i oner. No w we 're 

16 hn vinq test imo ny about who these p eop le a r· , what their 

1/ background is, their invo l vement in th C! p.s:;!; .aq<.: o l tiH· 

18 1 eg islation . 

19 COMMI SSIONER KIES LiNG: 1 think h e wa s 

20 responding to my question . 

2 1 MR . fll)YD: 

22 pretty far afield. 

23 MR . McCORMICK: I'm n o t te s t i fying . I'm 

24 simply paraphras ing what ' s on the first pJraqr<~ph ol 

2r, Page 2 . They say they 're members of the Committee o n 

_j 
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Commerce whic h hnd juri:::d1 c tion ove r the Ac t. 

2 COMIHSS TOIJEH K I 1.~: LI IJ C. : A 1 I r i q h t , .. nu q o 

J a head and state your objec tion a nd your argumen t t or 

4 it. 

5 MR. FlllCI!ER : Commissioner , this -- there's no 

c. 1ndi <.:<1tion :.h.tt tllv :•~~ t o u1· member!:i o l <:ongre~s are 

7 spea king for the entire Congre~s . Thit• i s not the 

8 highest and bes t evidenc e a s to what the i ntent ot 

'J Congress wa c . The highe:; t <Jnu b L' :; t e vJ<.J c n<.:e would be 

1 0 the l eg i slative hi s tory, Congres si onal record, som~thinq 

l l l ike tha t. This i s nothing but he<:~rsay . It ' :; f o Llr 

12 members o t Congres s that I i Jed cl brie t. ll ht~:.; no 

lJ prob.:ltive value wh .lts oever in this proc..:cedinq, a~ t o 

11\ what Congress ' s intent wa s when they pc1:.;sed the 

15 Telecommunications Ac t o f ' 96 . 

16 COMMI SSIONER KIES LING: All right. S ta ! f, do 

J 'J yo u h.1vc ilny word !> o t wi s d om o n thi!; ? 

18 MS . BARONE : I was think ing <lbour the 

19 conference committee report and what that -- i1 we t ook 

20 o ffi c ia l rec ognition of th~t. what type ot weight the 

2 1 Commission would give t o tlw t in terms of Congress ' s 

intent. 

/J i s o n tha t committct:• . So it m.1y be th.l t )'Q U would w.snt 

24 to take offi c ial r ecol)niti o n ot it. 

But i n terms o f ques tioning the wi tness with 
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1 r egards t o the inten t , 1 wo u ld objec t t o that . And then 

2 t he Commiss ion could t ake whatever -- coul d g iv • 

3 wha t e ver we i g ht i t wanted to t o t hat document . But, 

4 ag.:lin, it ' s not thl"' type o f d oc uml"'n t th01t no rma lly WC' 

~ tnke o ff icial rC'~oqni ti on o r No rr.llly i t' :; o f lr t· i.tl 

6 act i o ns from court ~ , o rder~ . that type o t Lhinq . 

7 COMt'l I SS IOIH: H K IE~; Ll IIG : Al l r llJh l . Any 

u t c~ponse , Mr . McCo rm ic ~ ? 

9 MR. McCOHMIC K: 1 c ertainly h~ ve no o b jecti o n 

10 to t he Commiss i on taking o ff icial r ecogn ition o f 1t. 

1 1 But r t hi nk t he Commission c a n give th is d ocumen t 

I;> wh.1tc:-vc r we iqh t i t c- h oo::••::. I I t il,. Commi:: ::ion c·hoo::r-:: 

lJ t o di s reg<~ rd i t , t lhlt ' s 1 inc , bu t it ' s e v i d e nc e , it ' s 

1 4 compel li ng e vi dence , in my v iew, o l wha t --

15 COMMI SS J OIIEH KI l::SLJ IIG: Argue the doc ument and 

16 why it ' s adm i ssible tJ S to o ppOS I..'d t o whttt we i ght you 

17 th1nk we !;hould give it, i 1 yo11 wratlcl , pi• . t :: .- . 

18 MR. McCOIU'l I CK : \-.'e ll, J th 1 n~: Lit•• -- .H;t~in, 

19 t he question of l eg i s lative in t e nt is ccn tJ .tl t o wh-1t 

20 thi s Comm i ss ion needs t o dec ide . Pe rha ps t hi s ma y no t 

2 1 be the b est ev idence . I d on ' t th ink a bes t e v i d e nc e 

22 stundard applies . Thi s i!;n't .1 wrll or Lh.tt sort of 

23 t hing . I th i nk it ' s probative e v idence ant! i t ' s some 

.' •1 c•v i d t·nce . I t ' ~; c·t·t t .tinly t Pi o:..• v .t n t 111 my VII'W , .11 1< 1 l' v£' 

7~ hea r d hea r s a y obj0c t i ons , and 1 d o n ' t know t hat t he 
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hearsay rule i s applied.~~:; s tri c tly 1n •In arb ttr.1tion as 

2 it would be in a cou rt o f law. I thtnk 1t's compell ing 

c:>vidrncc th .1t thf' <'nmmi::::inn OlltJilt t o dP1'id1• -- 111 11!11 \ to 

4 consider. 

5 COMM JSS1 0 1JEI< KIE~;LJ IJG : Somrth i ng y o u wo111t to 

7 MS . BAROIJI:: : 1 think one o f my conce rns is 

8 thilt !t ' s not evidt•nt.:t hc>c<~u:.:P tlwrc t~n• not l.tc t s 1:1 

9 thi s document upon whi c h th i:.; comm i s:.;Jon <.:<11' m<~kc ,, 

10 decision in this c o~: ;L' . ::u l "-'Ulllu u llJV<' l l l • ll I o•1nq 

I I used clS V iuL•flt:L' i 11 llll ~; dU1.' ~.vl. 

12 

1 J 

14 

COMI'II SS JO! .t; R KIESL IIIG: l1nyth i ng c I sc? 

Mn. McCOHMJ CK : 1 think it ' :.: -- t:hc intent o l 

the drafters is a good enough rn<~son . I don't t11 1 nk it 

1'• ho1 S to be o ffc:>rC'cJ .1•: th(• 111\••nt o l t)H• Wllnll' C'Ollfll"': ::, 

1& which is rcil l ly Spr int's objection . thi n k it ' s 

17 cv1dcnce of these ! ou r draft~rs, and WC' bel icvc it 

18 s hould be con s ide rrd. 

J') COMMI SS I OllER 1\ ll·Y I.IIIC : All r ICJht, I' m q o inq 

.'O t o ::11:: t .1in tlu• OIIJ ••v t inn. 

2 1 been any pr dicoJtc l •. li rl c1!.i t o ..... ho thc:a• 10\Jt- pt·ople olrC', 

.!J Vcllue that it may ho!VL' 15 :.;o mi nuscul 1n thi s 

2 4 proceeding as to render it not ildmiss ible . While r do 
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are admissib l e , but they have to b~ relevant , probative, 

2 and I don't see any pro bative value to this as t o the 

3 element -- the iss ues i n thi s case . 

Q (By Mr. McCormick) Mr . Stah ly, could you turn 

~ to Page 21 of your original te~timony? 

6 A Okay . 

7 Q You say on Line 1 that fill fa ctor shou ld be 

8 the actual fill fa c t o rs o f incumbent LEC . thin~: y o u r 

<J iln;,wl"r mily ::; t<1rt .tt the C'nd o t t!H • previow; fMCJ '-' · 

10 think t lt ~· <.:nli r v ::t•nl•·n<" <· , 11 you :;t .arl o n 

11 Paqc ?0 a nd t h e n take that ~cntence i n con text , wou ld be 

12 tha t' s t h e s t ar ting point , but th.tt t hey s h o uld be 

13 e xamined f o r r easonableness , that there may b e some 

14 adjus t ments appropriilte to that . 

15 Q Do y ou kno w whether th<.: 1 i 11 l d <..: Lors u:;cd in 

16 GTE ' s cos t s t udies are higher t han the a c tua l fi ll 

1·1 f il c to r s? 

18 A I do not . And th.Jt i s o n<· o l my concerns with 

1 '1 rvvivwinq tlteir cos t :-; tiHJit.•: ; i:; tltt· o~pproptl.lten•':; :; o l 

20 t heir fi l l factor s . 

21 0 Ha v e y ou m.tt.h· .1 rcvi12w o t t he I iII t tl c..:to r· :~ i n 

2J A 1 looked at some of the fill f ac..:tors and 1 did 

.'·1 n u t ·:•·<· ::1rppor· t i nq <·V id••nt· r· t o :;how why ;.om ~" o l th<' f 1 I I 

2 5 tactors were se l ected . r ce rtainly saw tll.st th<'y 
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se lec ted, but a s t o the r eason ableness o r 

2 a ppropria t e nes s of them , J d id n ' t sec any su ppo r t i ng 

3 e v i denc e . 

•l Q 

5 Sprint h as n o t been u ff o r d(·d t he o ppo rtunity t o t·,·vt •·w 

c. G'I'E ' s cos t s tudi<• !; . lluw I ""ow ycJI II 1• ··. 1 li!I• J II 'I wo~ ~; I i l•·d 

., o n Oc t o b l! r 4 t it. :_; ll lt.:L' Lll . tt t 1m•· ll .tv~· y nu h.1d .1 11 

8 o ppo rtunity to r e view GTE ' s cost s t ud i es? 

9 A We tl u v c h.1 tl .1 u r ic ! li mited time , ce rt.:sinly 

10 n o t the amount of time t ha t 1 S nec e ssa ry t o fu l ly g o 

11 thro ugh and d e t e r mine al l t h e pro bl ems and adjus t ments 

12 that need t o b e m~rle . 

l J Q Are y o u awa r e o t me e t ings that we re h e l d 

1 <1 between Spri n t .HHl t:'I' E in .Ju l y o l tl1i:; )o'l'.t!" to n•vic-w 

15 GTE ' s c os t s tudies? 

1 6 

17 

A 

Q 

1 ' m a ware t h .::lt th..,rc wc•r(• i l t ew mcct i nrJ:>. 

Th ose mee t ing s w~.:re a t tended by IWntly F.t r· ro~r 

18 n nd Ro d T h omp son ; i !_; t hat t r ue? 

1 9 

20 

2 1 

22 

A 

Q 

A 

Q 

Tha t' s corrc<..:t . 

Mr . John Ivunu s k a pa r ticipated by tc l e (.hone? 

Yc::. . 

Are y o u awdre o f whe the r t hey r eviewed t he 

2 J cos t s tudies a t t h ose meetings? 

2 4 A My conve r·sil t i o n w i t il t'l r . 'l'hurnp::u n w. t :: ltl .t l i n 

25 p rinciple t hey dist:u:~!.:cd philo~O!Jllll':; u n 'I'EI.IUC . \vhcn 
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1 they came to the point of geogr<.lphi <.: u c <Jvcraging , tll,...rc 

2 was a disagreeme nt or di ~c:;onnc•ct t111: rf', .~nd Hod n:.•I<~ycd 

J to me that basica l ly there was no po int even r ev i ewi ng 

4 the cost studies since there was a major disag r eement in 

5 how they should be conducted . 

6 Q Is it fair to soy that GTE offered Sprint the 

7 cost studies and S print r e f u s ed? 

u II 1 don't bwlieve t lhtL we were u!J o wcd to take 

9 them home wi th us . Thft y were o ff ered to Mr . Th ompson 

1 0 whil e h e wa s t hc z·c l o r t h e .1ttL'rnoon, l ) ut I d o n't 

11 bel i eve they weren ' t t ake n bnc k t o Kan s a s City . 

12 Q And G'l'E didn't of t c r to send t l1Cm to K.,n:;.l s 

1 J City? 

1 4 A I ' m not aware of that . 

Q nut you y o u r::;(' II 1\.tve nut m.tde o~ny l ur·thcr 

16 review of the cos t s tudies? 

17 A Other t han t he ,Ju l y mee ti nqs? 

18 Q Other than what y o u've t a lked abou t today . 

19 Let me ask you thi s , when did you first see -- you, 

20 yourself , see GTE ' S cost studies? 

21 A I first saw t he Florida s tudy wh ·n it w~ s 

22 sent I ' m not s ure o t ttl<.' ~·x o~ c.: t do~tc• , !Jut . t ~· oupl1· 

23 weeks ago in thi s docket. 

2 4 Q lind you've r e viewe d that can t study? 

... .. , II Yes , I ll <.~vc. 
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Sltl l icient time l or ml'• t o n •vi <•W th.1t, CJIV<·!l the> ::;cver.Ji 

2 arbitrations that we've ueen snvolv ~.-'d sn wsth GTE and 

others. 

MIL McCOHNI CK : Tho~n~. you, 1-lr. :a .lltl}'· 

~ No thing further, Commi~~ioncr . 

(. T ilE COUH'I': S L.t! f ? 

7 CHOSS 1-:XAMl NA'l' J 0 11 

H 1\Y M!i . nAHONE: 

9 

10 

1 1 

Q 

A 

Q 

Good a l ternoun, Mr. :n .111 I y. 

Good afternoon. 

In y our summa ry you wc>re di~cuss ing h o w you 

12 b e lieve the Commiss ion ::;et t1 m. 11 k .:- L price in t:.he 

1) AT &T/GTr j MCl procet:d inq. 

1\ Yes , ye :; , I do. 1 II 

I '> Q 
Did y ou look at tlw r·l ·t:ommend·• t ion th,1t Sta 1 1 

16 submi tted und the Comms~;:..;ton o~ppr ov • ·d 111 tl su::<• 

17 p r oceedings? 

18 

19 

A 

Q 

Yes . 

Now y ou're aw.:1r0 Lh.st the pri t:es in that 

~ o proceeding were ba aed on the rvidont:e n ubmitted by AT&T , 

ll MC I and GT E ; i s that co rrec t ? 

22 

2) 

A 

Q 

Yes, I am. 

And y ou 're al::;o ,, w.~r·c th,tt i\11 c arriers were 

24 not a part o! that prot:N!d inq; is th.tt t:orrcct? 

.••, 
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Q Would you please e xplain then why you believe 

2 the Comm iss i o n set a ma :-ket pri ce with tho~t 

11nd•· t :~t .1ncl i ng? 

1\ 

r, has been determined for s ome p!.1ye r·s th.tt . 11 • • <Jo lll<J t o 

6 be purch~si ng those servic es , that to chn rq~ ano ther 

7 p layer would be a discriminatory price , ~o in e~~encc 

n he re has been a level set whi c h all pl ayers ~hould be 

9 availed o f. 

10 Q Out yo u would agree that the Commi s~i on did 

11 not or the Star t did not r ecomme nd to the co~~ i ss ion 

12 tha t thi~ be a ma rket pr ice . 

1 3 r0commenda ti o n; was it? 

Tha t wa s no t in the 

14 A That ' s co r rec t . t1 .1d:cot pri c e i!; jus t c1 tet·m 

I'• o f a rt, if t hat' s what you're r eferring t o . I t 1 :; n o t " 

JC. price lh..sl would IJe ,, c:.:ompctitive ly determined milrl'et 

17 price . It's a price r esul t ing from d deLCtmirMlion h 'J 

l b St~rr nnd the Commission . 

19 Q Based on the e vidc nc:.:e submit t ed hy those three 

~ o compani es ; is tha t cor r ect ? 

2 1 

2 2 

A 

Q 

Yes . 

Wo uld you explain further wh..st yo u mean by how 

2) yo u believe that price o r why you believe tha t price 

24 s hould be available to all c<.~rrter· !• in Fl o r i d.t ! 

1\ The r e ' s s eve ral rc~zonz . 1- i r ::; t, !.; t .:l rt with 
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the Act, there's numerous plt.~ces within the Al:t, 2!JJ ( <.:) , 

2 2~2(d) , et ca ter<.~, that retcr t o f ur the rlL•c•d for the 

J rates to be nondi scriminatory. 

4 The simple!; t cxpl.ln<~tion of di!~ <.: riminatory 

S would be simply t~king nn unbun~led element , such aa an 

6 unbundled loop. If AT &T were allowed to purchase that 

7 loop at $20 but Sprint we re required to purchase that 

8 e xact same loop from GTE f or SJJ . 08 or . 011 , th.Jt would 

'I IH' !;imple ui~<.:rimin.:~ti on Thl' I'C' i;. no llntlcrlyinq cost 

10 di f!erence between Sprint or AT&T , ;..•lu: rt G il : :;L· r·vc:; 1w111, 

I 1 thnt would justi fy that diff,•rcnce in prkc . ~;uch .t 

12 diSCriminatory price WOUld !'c,!lly h~V(' ol Chi 11 ing Cf f P<"t 

13 on promoting a nd developing competiti on in the market; 

1~ thot in the early stages o f developing competition there 

15 r eally needs to be a level pl<.~yinq field to give all the 

lG ALEC competitors a n equal c hance at lea s t with each 

17 other . 

1 8 Q Do you think it wou ld be appropriate for one 

19 company t o h.:Jv<.· " pr· u.:c I o r· o ne c 1 cmcnt and perh<tps 

?o offset .:1 pri ce l or .anotl\r-r· t> lcmen t, thcrc·tor·c tlH• two 

.'1 L:c;mp<~ni ·:; mo~y ho~v•• dilt(·n•nt prr<.:c:.; for· di lt crcnt 

22 elements but ovcr,dl the .H.j tc..·cm\..'nt miqht not b•· 

:n dis<.:r iminatory? Ctm you c..:ontcmpl..lte thott ? 

24 A '!'h e one.· fH"obll'm yuu CJ<:t in doinCJ th<~t is there 

25 are a number of niche pl1y<•rn that a rc com ing into the 
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market that are seek ing t o be sole ly f nci l itics -b~scd o r 

J so l el y re~alc-b~~ed . And I've seen a number o f the 

3 interconne c ti o n agreements e ntered by o the r companies , 

4 and BellSouth in p.trticul.l r, whC'r(' ,, r · c·!~c·lll' r m.ry 

5 rece ive a very t .tvor.rbl l' who lc :::<~ l c pr· icc ir th l'y .tqrccd 

6 t o bad unbundled nct~o rk clement p r rc~s. 

., tr<~de the re. 

Th<• r <' ' :-; ,, 

8 So I que:;!; i t ' :> ll.tn.l f or r.11· t o lll'HJinc· t ll.tt .t il 

CJ ALEC that comes in, such as AT&T o r !>print, whi ch i s 

10 going to p u r c h ase all se rvi ces-- I mean , we intend to 

11 purc h .tse r esole, unbundled networr. t·lt•mr·nt!;, e t l: l·terct. 

1.! It's hard t o im.Jginc --and again, 1 1 l had ti me <.enough 

1 3 t o think all through th~t, but it ' s h a rd t o imagine how 

14 yo u could r-e.1lly pull th.lt o t t !.:ucce::;s t ul ly t o lMvc that 

15 give and take the r e . mean it almo~t needs t o be 

}(, COming OUt Of the CJtlt r• , .tnt! tlH• !;.tmf• pr!CC' t o r oiJI 

1/ carr1ers l o r all uervi cc~ . 

1 8 Q So wh.1 t is you r interpr c l.tti on o f th r /,1·t 

20 ne gotiations? 

21 A That ' s a c ur ious thing . And again, ~s we had 

22 gone through th is process and s t artctl looking d t 

23 negotiati on , we c~mc t o thC' i n cv it.:tb l c conc lusion th .tt 

.'·1 o ut o l the !; t.u· t in<J q. t tP wh• ·n you ll.t v~· " mo no p o l y 

25 provider of se rvi ces, what ' s there t o ncqo 1n tc? Spri nt 
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has absolutely no lc-ver.tqc 1.-ntll GTE, Wt• h.tvr· nothirlfJ t <.J 

2 offer t hem that wo uld incant them t o 11C'fJO i<ltc• " twtt c- r 

J pri ce , and thilt ' s wl1y w£•'re in .trbitr.t t I o n. 

4 take it or leave it, here it is. 

' • 

6 have a viable, alternative fac ilities-b<~ scd carrier. 

7 If, sily, AT&T were in GTE ' :; tcr r .itory oiiHl lldd equ,IJ 

8 facilities so that I could come to y ou r h ouse and go to 

9 those two different p<~rt i"s .tnd !;ay, o k.ty, 

10 unbundled l oop t o thi s h o u se , o..• llt~t prtn' .tre yc-u q o inq 

I I t o give me>, then t l1 e r c ' :; ::;omc- I 'VC' r .tqv lll l.' n:.: . 'J'hc•r •' s 

1 ;> <ln o pportunity t o q o h.~~·~: o~nd 1 <JI t h :;o~y 1 11 I, W •' I l, 

1 J Liley ' r·c gu i r\y to q i vc r. .. J Lilt :..; .tJHJ til i :; . Tlwn yuu lhi VC 

14 some room to negotiate. When there ' s just il monopo ly 

15 provider at the s tart, the r e really i s n ' t that abil tty 

lG or value in negot i ating. I t n •.tlly come-s down to ;tlmost 

l 'l ,, r.t t e pr-o<'l'l'dinc; i n, , ::vn:;e . 

I 8 But you wo uld t~qrec tll.tt tile Ac t cncouray ::: 

19 negotiations? 

20 A Oh, 1 d o . Anu 1 think longer t e r m, the y' 11 

2 1 definitely have a VJ ,\b} C and oi L'liVC I'O I C' in !~C' Ltinq 

Q But it ' s you r tc:: t ir.on',' th • .t 1t 1:: lr.tpu:;:;tlJIP 

;> 11 t n rH•rjoti.\t c• o1t t lli :; t i mo• ; 1:: lllo1t t ' !l ll• ·•· t ' 

A 1 think the v .tlucs o f negott<~ti ons ,, re preLty 
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limited at this point; t hat initially, il~ long as there 

2 is only one facilitie:s-b~1scd pro vider, yo u ' tl' .ll most in 

3 a rate case type proceedi ng . 

'• Q Will the r e be di tfC>t"r• n t •·o ·; t: : o~· ; : ;o, ·to~ted With 

5 di f fcrent companies in term~ o t nt>cJOL 1 o1l i ncJ t h ose 

6 clements? 

., You mean the tran ~> .tc.:t ion tll lll Lllf' c.:omp<~ny 

8 inc urs themselves to s end people to ncgotidte? 

9 Q The actua l clements thems elves . 1 ' m try i ng t o 

10 understand if ther~ would be a c.:os t di ff erential between 

11 dif f e r e nt compan ies , wh ich might mean there may need to 

1 2 be a difference in p ri cl' . 

}) A Okay. For 99 . 9 percent of the u rvi ccs there 

14 s hould be no ditfercnc.:e in cos t . II 1 buy .tn unbumll ed 

1 5 1 oop to your ho us e th ;:s t • :j pro v Hied by GTI. , 1 t doe$ n ' t 

Jr, m. tltl•r who they !>ell t o , AT&T or !;p r int o r .tnyo nf' el s e: , 

17 the ("O!i t 1 or that :> hou ld be the same . Where you do get 

18 into cos t differences wou ld be in the volumf' discounts 

10 for your D!.;J type servic.:e!i , where thor(• o~r<• s o me 

20 economies of scales . And for those cost oi t f e re nces we 

2 1 so~ y pri ces s hould r e fle c.: t cost, and appropriately so . 

22 But for most unbundled network eleme nts , they 're s uc h a 

2 ) sC>parate, disaqqreqated thinq that th0 re reo~! ly aren ' t 

i 4 ..lilY cc.:onorniv::; o f :><.:.tit· Ill u ... dJJ~" I.." l •·u:; t :: tlh·t•·· 

25 Q l( there were any dilfcrenc0~ 1n cou t s , would 



110 

1 Sprint agr ee t o some di l t erential be tween the --

2 A Yes , i t it's trul y p r·ovr·n th.s t thP I ' P ollt ' 

1 l eqitim.ltc di ll t>r·· · n ·· · ·:; in ,· .. :: 1 :; , ::1' : i 11t . tqr •·•·:. I •• 

4 ~i tl e renl prices t or those . 

5 Q Earlier you sta t ed that you ' re r amtl iar w ith 

6 the Staf f' s r ecommendation which wa s a pproved in J u0847 

7 a nd 960980, whi c h arc: the C'I' I:/MC I/A'I' &T .1greemen t s . 

H Staff i~~ C'} O i iHJ I o 1 o~ :;:: u ut till' J ~::; u e s li s t t rom th.Jt 

9 proceeding. 

1 0 A 

II Q l just ho.~vc a couple que:;tions . 

12 A Okay . Le t me qr.lb lh.l l in my brJ C' I Col !.iC' . 

lJ MIL BOYD : 11 :; . 1\ . I! U ill', i~ ; thi S !lO t <.1 <.:OillpiCL C' 

14 1 ist of the issues:' I ssues I Lhro ugrh 1 U? 

15 MS . DARONE : Yes . I' m C'} o inq t o o1 :.:k Mr· . :;t.dlly 

tc. o.1 cou ple quo::; tions with respect t o Issu es 6(a) , (b), 

17 ( c ), i\nd ;tJ so o nf" o t hl"r ~ ~ ·arP . 

I ll S lr, I'~ 1 i•:c you t o t a ke a loo•• at I ssues 

19 6 (a) (b) and (c) . If you coul d , tel I me it those i !'sucs 

20 are similar t o the issues in thi s proceedi n g , I ssu es 6 , 

2 1 7 and 8 . And t he rea son I ' m aoking you abo ut thi s i s 

.'1 wo uld .HJ I• ' t' t o Ll w t e r m:; .. nu <.:CJndrt:ions p r ovJ uf"d 111 th e-

2 4 AT&TIMCI/GT~ p r oceeding . 

' If • I \.J I 'I'IH:~iS ~ ;TAIII.Y : 1 n<·•·d t o sec ou r· l !.isucs tlwt 
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s he i s r e f e rring t o . 

2 

3 order. 

4 

MS . BARONE : That would be i n the prehcari ng 

(Pause) 

MR. BOYD: Ms . Barone , can y o u repeat y our 

5 question so he can foc us in o n --

(, M!'l . BAHOIIF.: That' s wh a t I was a bout t o d o . 

7 Q ( Uy Ms . B<l ron0) I wou I c..1 I 1 •:<· y ou to ~·<)mpo~r" 

U I ssues 6 (a), (b), (c) (rom th0 is:.;ue s 1 i s t t r om th r• II•'\'/ 

9 proceeding, to I ssues 6 , '/ , H in thi ~; p r·uce•·dinrJ. And 

1 0 do you beli e ve tha t thos~ i ssues a r c comp~r~bl c ? And if 

11 y ou do not think they arc, 1 wo uld like t o know what Lhe 

12 signifi c ant differences a r c be tween the two . 

13 A Okay . (Pa use) Just a caveat , I was n o t the 

14 witness assigned these issues , but I'll do my bes t t o 

1 5 address your question. I b e lieve they are the same. 

16 Q Th e reason I'm asking this question is because 

1 7 Mr. Stahly in hi s r ebuttal s t ated that Sprint would 

18 a gree to u 11 o f the te r ms oliHI t ·o nd it i o ns in th<• 

1 9 AT&T/GTE/ MCI. 

20 MR. BOYD : Sure, thut ' s co rrec t . And y ou r 

2 1 questio n is whether the i ssu0s a rc ~im il~r? 

MS . BARONE: Ye s . 

·' j WI TIH :ss ~;TI\11 LV : b0l ievc they are. 

24 Q (By Ms . Oarone) So is it Sprint ' s posiLion 

~·) that they then . ..,ould ilgrcc t o abide by the decision in 
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1 the Docket 960847 , the AT&T/ MCl/GTI:: proceeding ? 

2 A Yes. 

3 Q Also, do you believe l~sue 9 in this 

4 proceedi ng is comparable t o Issue 9 in Oockets 960847 

5 and 960980? 

6 

7 

8 

9 

A 

Q 

A 

Q 

could you cite that agai n, pleas e? 

Issue 9 in both proceed ings . Take your ti:n( •. 

Thanks . 

I ssue 9 , if you ' ll t~ke a l ook at the 

10 prehearing o rder on Pag< 14, J :;sue 9 is sC' t f o 1· t h 

J l there. 

17 

1 3 

1 4 

A 1 believe it i s the !..:ame is:;ue . 

COMMl SSIONEH KIESLING : 

MS . nARONE : I huv e the j :o;sue -- do you have 

1 ~ the issued or n on- is:;; ucu C.:U!JY , <:umm i :.;:.; i one r K i t•: ; I i '''l • II HI 

16 Commissioner Garcia? 

I I 

18 copy . 

19 

20 

2 1 the same . 

Q 

COMM I !>!> 1 Oil EH K I E~> I.IIIC : I h nvc the i ssued 

MS . BARONE: Do y o u hdve I ssue 9 b e fore y o u? 

\viTNESS STAll LV : I do , .1nd I believe tht'y .tre 

(By M!; . lloli O IH') /\lid ollj.tin, \o,'<Jtlld ::p1 in t ·" II ' ' ' ' 

23 to the same terms and conditions f or I:;suc 9 1n thi s 

74 proceeding tha t the Commicston o rdered in 960847 and 

25 96098 0? 
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A Yes, we would. 

2 Q Now, I have a f e w quc~ tions rcq~ rding your 

J direc t t estimony. 

4 th rough 4? 

11 y o u wo uld I i kc t o Lu rn t o l'.tgc:; J 

5 A 

Q 

Okay . 

You s td te h <~t G'IT Flond.s will need Lo 

7 provide or file further testimo ny wh en TF.LRJC cost- b a sed 

l'. tn you cxp I ,, in why y o u be I i eve 

9 that GTE Florida' s cost s tudi es do n o t ~a ti s ty the 

10 r c quircmrnt s o f the FCC -- o t the A~,; t, rather, arH.J Lhe 

11 FCC ' s order? 

12 COMMI SSIONER KIES LING: Could you give us a 

l J line reference ? I ' m hnving n I i ltl c troubl e findi~q 

14 that. 

1!... MS . BAROIJ E: YL·S. Ac t u .. I I y , 1 I y uo ' I I I oo k on 

If, Page 4, Line 1. 

17 

Ill 

COMMI SS I OII ER KIESII IIG : lH: .t y . 

WITNESS S'I'AII LY: Ok~y. I guess there' s two 

19 p a rts to this answer : One, th .1t ,, t the timo o f hf> 

;>O tP::timony , don ' L l>cl ievc we ll .HJ :;ec n a co:;t. s tudy f r om 

? 1 GTE; t wo 

22 Q ( Dy Ms . Barone) Right, and i f l may c l a rify 

~3 f o r the record , the quest i on that you 're ans we r i ng is , 

24 has GTt. provided cost studic:> th .tt r:. tt is ty tilt • 



J J 4 

li l t ' )o'CL' ' :; }" lr· :: L !<•·pur t o111<l ll rtl• · J f't•) t •o~:.t•tl 1\IIIJII::t A, 

~ 1996 , CC Docket 96-9H , and you have stated that - -

1 no 

·1 A Okdy , <.II H.l I f..' .Ill lJ I Vo.: , , IJI' i l' I Ut•l I llt• .ll i Ull " ' 

s the number of concerns th.Jt we had o f thP c u :; ts .there 

( , did not meet wh<~t we f e lt w<:re the r c qu i n : ment s o l the 

-, Ac t- And I 'll try t~nd be uri c t • And I ' I l t O<.:US J U ~ t 

n il <.:ouple i ssue s , o ne with common <.:o:: t s . 'I'll (• u rd <.! r i s 

9 t a irly clea r on f o rw,ll.·u-J ooldng <.: ummo n <.: o st:.; . Til e 

it 

o n 

10 t es timony of Denn i s Trimble discusses a cost methodology 

11 o l clctc•rmi ninq c o mmo n co~~ t:: by tilY.ing thei r· 1 995 

12 reve nues and subtra c ting the ir TSLHIC or TELHIC 

13 underneath. Clo<~r ly that ' ~; not u c ost Gto"H1d a r d . '!'hilt ' s 

1 4 an apples and o r anges of comp<~r i ng revenues to 

15 underlying costs . li e then g o e s on t o us c n c os t 

16 standa r d of looking <.~t J CJCJ '-> t i~OA o~ c.:counl s , wh i c h w<: 

1 7 would believe is mo re cor·n .•ct, but the n : ' :: 11 0 

18 f o rward-l ooki ng ndju s tm0nt. 

19 I n GTE'S 1995 annu .d r epo rt , the ir c ha inn.ln 

20 states that the y wil l save $ 1 bjl lio n in <.:o r po r atc 

21 overheads by 199 7 . We would unt i <.: ip<.~t e o r would II<~V l' 

2 2 anticipated some type of adjustment would ha ve been made 

2 J to the cos t s tudy in thi s pr·occcd i ll<J t o r ,., I ve t t host..· 

24 forward-loo ki ng effi c ienci es t hat GTE would realize , and 

;•c, th."\t we didn ' t ~PC thos<' . Aqnin, a qu c•s ti o n W•IG m.,d c 
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'' ' 'l·• •d inrr illl oc.,ti o n;. of i nves tment. Th e r e simpl y 

2 wa s n't enoug h int urm.lll tJ il ' " do•l• • t ud tt• · 11 1 11 ,. 

J allocation s that GTE had c h osen were correct or not . 

4 Having pri ced servi ces f o r Unite d Te l e pho ne 

5 and being very f amiliar with cost studios , it is vc 1 y 

t, ..- ., f; y t o -- 1 sup pose thi s comes more from my back ground, 

7 j u s t b e ing tami li ar with c.:u:::. t :: t udi •·::. TIH• .111 oc·,,ti o n 

8 ca n greatly affect the amoun t o f inves t me-nt th.lt y ou 

9 h a v e there , and Cdn be·-- could I>•· m.:tnlpul.ll<·cl , 1 1 a nt' 

10 c hose t o , t o l ead t o till' ;J r i<.·r· ll.tt <J ill' u •·:.;1 : •·•! ; .tnu 

II t11 .1t t h e Cllloc.:<~ ti o n tll<~ t G'I' L c..: l rou:; ~ :.; or c.:ho:; e t o r· edt.: ll _ 

12 pa rticular s ervi ce needs t o b~o: t u ll y t.I L'I.> <~ l l·U >~ :> t o 

I• wl tt · llwl or n o t th .• L i s tru ly the right allocation or is 

1':. And 1 wo uld ci te simply u s c:m e x ample , DSI 

1(, i nve :::. tmcnt o n i nt rro f I i c-c t r. 11 1~: po rt, uas i<.:<tl l y you h<~ ve 

17 a c hunk of say a $30 , 000 i nvestmen t . It m<Jy c arry 1 :.! 

111 n:>1~ o r t hree. And the question the re ca n b e a l o t o f 

l'J disc..: u ss i o ll <IIH .l oli !JIIHI! ' I l \ dl llllrtd, II IIW lll lll ' lt " ' \lloll 'ii',,O()() 

7.0 s h o uld b e allocated t o t h <.• <.:ost o t o n._. w;J . 

21 a n s we r greatly il l f ee t :::. t h e n·::ult. t nt p r 1•··· · 

And L l lv 

/llld tll. tt · ~; 

2 2 wh y , y o u know, thos e types o t things s houl d b e mor0 

23 fu lly invest i ga t e d . 

2ri Additiono~lly, <..:iii"I'Ylnq e h.,rrJC S . ca r ry i ng 

·" · r·h ,l rcJ~" S wc• r·c I i stPJ , but h o w do we kno w t iHlt the y're the 



<.~ppropriate ca rry ing clhl r<Jc:; ! o r <..:os t of <.: c.~pital, l o r 

2 depreciatio n, f o r mainten.ln<.:e? Ho w do we kno w they're 

3 the riqnt numbe r s? 1 hat's somethi n g that n eeds t o be 

4 looked at furthe r. 

5 The s a me with a v oided <..:os t s tudies . They wc·r ,. 

6 pro ffere d , but -- <111li cHJ,Jin, thi :, i s ju:a 

7 gener a l i Zilt i o n s ol bou t lilt.: n :sul S bet·..,.:cn our two 

8 companies in lool-:tnq t~t <~n o~voi c.lL·u L'Os t :audy . \.J1 • I I I• l , 

9 or o ur l oca l .rl L i I i<~ Lt· lrnds , ., q r c<~ter pcrc cntaqt' o r 

10 the i r accounts-- whi ch would b e 6611 , 6hl2 , G61J, 

11 662:3 -- they t int! n grct~t<'r perc C'n t M JC' o l tho:; <· t:o~ ts 

12 bctng .IVoid<'U lllt1n docs GT E . Tha t needs a full er look 

1 3 at as t o why certnin cos tn were anu were n o t inc. lulled . 

1 <: And it w.1s within tll.1t C"C>n t c xt llh ll l m.1uc the commen t 

1 '> L11.1 t we don ' t b el i eve , or that J d o n ' t be I i e ve, t ht1 t 

16 these -- o r that CTE ' s :.:tutlics fully mc~ t the 

1 7 r equi r ements of the PCC ' s o r der. 

18 

19 

Q 

A 

Did Spr int per l o r·m o~ ny olll.tly·:i :: t t ·: ~ · tt ." 

\\11• 1! .1\"• " " ' < ' 111\.llh' t · ·d uu r uwn l ' u:..t :;tud ll'!; . 

. ' ll l~t.: simply didn't have ti me t o . 

21 Q Can you p o int to o r ci t e port i o ns o f the h c t 

22 o r order tha t y o u believe these cost s tudies d o n o t 

23 comport with ? 

24 

.'·) 

A 

Q 

1 coutu . l t m.1 y t . 1 k c ,, I e w mi mr t c-s , 1 guess . 

l"'e 'll move f on•.1r d . T h ilt ' s ok.1y. 
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1 A I was just trying to gather my thoughts. 

2 need a copy of the Act . I ' ll ha v e to t~ kc Mike ' s copy. 

3 

4 or --

5 

6 

7 

8 Q 

MR. FINCHER : Monica , d i d you want to mov e o n 

COMMI SS J ONEU KIESLING: That ' s what she said . 

MR. FINCHER : You said you want to move on? 

MS . BARONE : J ust a moment. 

(By Ms . Barone) Sir, earli er you we r e stating 

'l th;1t the bilsis t o r yotr r testimony i!:: th.Jt bcc<~ use you 

10 hadn't had a n oppottunity to sec the new co~t studic~ . 

11 Is your testimony the same based on your r0vi~w 0 1 th.tt 

12 updated cost study? 

13 Well, my testimony would be that J have no t 

14 ha d adequate ti me to fully review their cost stud ies. 

15 I 've made a cursory review, but certainly not the review 

16 that needs to be made . 

17 

18 

Q That ' s line . Thank you . 

We 'l l go ahead and look at Page s of y our 

19 direc t testimony . Earlier you were discuss ing 

20 geographic deavcraging? 

~ 1 A Uh-huh. 

22 Q You sta t l' tll.tl Oll l' o f tho c rilt.~ r- r.t t o r· 

23 establi s hing interconnection and unbundling rates is to 

L l\ geogrc:~pll icdlly dt• .tvvr",HJI'. Do y ou uelicvP lh.tt the 

25 s tates are required to establish geographi ca l 
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Jc.1ver<~gi ng , e i tho::>r by tilt• A<.: t or by the o nJcr? 

2 A And again, I' m going from memory . 1 don ' t 

J believe they arc r e quired to specifical l y gcographicolly 

4 deaverage , per se, in the Act. I believe the fCC orde r 

5 does address the issue, but as to whether or not that 

6 requires states to geographically deaverage, I don't 

7 believe ~o . And it comes down to an interpreta tio n of 

8 what do you b e licv0 i ~ <.:ost-bascd . If il s t il t:c 

9 determines tha t cost-based s hould be a vera ged rates , 

10 then that could be construed to meet the requi rements o f 

11 the Act and the order . 

12 Q so are you saying tha t you can ' t ci t e t o " 
13 specific portion of the FCC o rder or the r·u I e s th tJt 

14 require ILECs t o geographically deaverage? 

1 5 A Let me c hec k . 

16 Q we can take a moment . 

17 A Thanks . (P<.lUSe) Oka y. 1 cannot find 

18 any thing in the speci f ic l:'ules. And agai n, j ust going 

19 f~om memory, I believe that they talked about 

2 0 geograph ically d c .,vcraging r,tes , but did they 

2 1 specifically require? 1 don 't believe they did, n o . 

Q Si l:', o n Pnge 2·1 o r yo ur dir·ect tes ti mo ny, you 

23 sta te that ILECs s ho uld gcoqraphicolly tl e.wer .. H J C pri c;es 

24 fol:' ne twork elemen ts, and you al so s tate that s witching 

2~ trans port c;osts ,,rc c~ ltrrH..:t i o n o l tr,Jit i c dC'n 5 1ty and 
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1 should be deaveraged, and that loop costs are a f unction 

2 o l loo p lcnqth ~nd the d e n s ity of end user locations . 

3 What specific elements docs S print r 0 qucs t 

4 thdt GTE Florida geographi ca lly deaverage? 

5 A I have not made a ~pct.:i ti c 1 ist o t- put those 

G together for that specific request . Generally s pcakiny, 

7 it would apply t o mos t c lem~nts , but 1 haven't put 

n together a specific list . 

'J Q What do you -- you say most e l ements . What 

10 would -- what would make a difference 

1 1 A Physical network type elements. 

12 Q So what type of elements wou ldn't b e 

13 geographicall y deaveraged? 

14 A I wo uld r e ally have t o think a bo ut that . to be 

15 honest . I just haven 't thought throuyh th~t. 

So I ' m trying to und e r s t a nd the n, what d oes 

17 S print want from GTE Flo f"ioJ,, ? 

18 A Well , in thi s immediate proceeding , simply 

19 just the AT&T rates . If the r e were t o be another 

20 proceeding again to review GTE ' s cost studies , we wo uld 

21 wan t geographically deaverdged rates f o r all rate 

22 elements to which it ' s a ppli cable. That wo uld inc lude 

21 1 oops . I t would inc lude trans port type elements , 

24 s witc h ing function:; . But as t o some o f Lh e other 

") c 
• I tJnbundl cd c l ements , j ust haven't though t thro ugh 



JilO 

whether o r not it applies to t hose . But ilg<lin , in thi s 

2 i mmediate proceeding wha t we're looking f o r is the 

4 Q I understand , but GTE flor1da hasn 't agreed t o 

5 that and that' s why you're in a rbitrdti o n proceed1ngs. 

6 So I need t o understand what Spri nt wan t s so we'll have 

7 that in the record. 

9 Q Is the r e a li s t? 

10 A tlo, we h L~ vcn 't put t o(}e t llC'r ,, I i:;t. 

11 Q 11 Sprint wants t o geog raphic.llly dc.Jve z·ct<JC 

1/. clements , this Commiss i on i s go:ng to need lo kno w 

I l spcci I icillly wh,tt the company w.-1nt!; . II yo u do n 't know 

1 4 whe ther that e xi sts , perhaps we c an (Jet a l.tte-flled --

1 r, l' m trying to unders tdnd i f .1 r oque!> t h.t~; IJ •e n milde t o 

16 GTE Fl o rida o n s peci fi c elements . 

1 7 A We l l , we neve r made d requ~st b~cause r iqht at 

1 8 the outse t they said no way, no ho w. So we never put 

19 that f o rwilrd. I ml.!a n it we~: : c.:11 t 0 11 riqllt o~t til t> 

;>() ~; t" l' t. 

21 Q S ir, you said th ilt Sprint h ll!i .t s ~:<•d t o r· th.tt 

:' .1 on ol qencrill b.,si s . 

2J how would you r ecommend that GTI'; 1-'lorid.t d l•. tvcragc those 

24 network element s generally? 

.. . . A Ill l• ·•m· . " ' Jll::t '! ''"' ''·" , ..... t "'" I '"" ••• h11 •·. 
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3 

how wo u ld we do that? 

Q 

A 

Yes . 

Spenking very ycncrally, 

341 

mc::~n you wou ld 

4 identify geographi c areas of densi ty and do cost studie~ 

5 specific to those s tud y areas . And those study areas 

6 would s how different l evels of inves tment in cost tor 

7 the services wi thin those areas . 

8 

9 

Q 

A 

so you ll.tVe no thing Lurllwr rcg,1rding 

Not a t Lhis point . We coul~ o t t er J 

10 late-filed e xh ibi t if th ilt would be helpful . 

11 Q No , thank you . I would l ike to refe r you t o 

1 2 Page 1J a t Lines 11 through 13 of your direc t 

1 1 tC':;t i mo ny . 

14 COM.'HSSIONER KIESLI NG : What wa s t he page 

15 reference again? 

16 

17 Q 

MS . BARONE : Page 13 . 

( Oy Ms . na rone) Yo u st.1t<• tllo~t l"nnt r·ibu t ion 

1 U to common costs :;;hou I d be :;et .-1s o fJ'Crcc nt .HJC mad up 

19 ~pove the 'I'ELRIC ot the element to reflec t the 

:>O forwilrd-loo kin<) :;1\.lt·,·d co~; t :; o r .1 r · c,~:.;o n.ll.lly c tti<:t cnt 

2 1 firm . What markup would Sprint recomme nd that GTE use? 

22 A Spr int h ilS tc1kcn the po:i it ion I.H~ I orc the FCC , 

23 and I believe in our o wn filing here with the MCI 

2·1 arbitration of d markup o f no mo r e hM1 1'• p0rccnt . 

:"• TllJl does not mean p~.~<JCJ~o:d .1t l~ percent, but rather you 
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1 

4 

5 

6 

7 

8 

9 
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would d etermine the re.s son<1blcness up t o thilt l eve l . 

Q 

~1 nhund I o d 

Spri nt? 

A 

Q 

A 

standard . 

Q 

Now , wou ld yo u <~JJ!JIY tl 1.1l m, , ,·kup t o both 

clement: ; ,ntd I 1 lla.• lv nnino~LI CJn 1'\.!(.jUCSr.ed by 

The trans po rt Jnd t e rminat i o n? 

Yes . 

I think they 're unde r the s ame p r icing 

No w I wc uld like to refer you to Page 39 o f 

10 you r di r ect testimo ny at Line 15 . 

1 l 

12 

lJ 

14 

A 

Q 

A 

Q 

The whole answer? 

Exc use me? 

The who I e: .s nsw~..• :r- ? 

No . Wh e re you rc~pond : 

I '• .woidcd oL:os t :.:ttH.li t·s tll<~l : .. 1ti s Ly tile requi r ements of 

16 the Ac t a nd the FCC order? Why d o n ' t y o u believe , or 

17 why does n ' t GTE Floridn be l i e ve that - - o r Spri n t 

18 believe t hat GTE Flori da 's avo ided cos t stud ies d o no t 

19 satisfy t he requirement s Ol til ~ Ac t oiiHJ tilt• onlr•1·? 

20 A .Ju!.it bJic.dly , <.IS 1 mentioned ea rlier, t ha t 

21 wi th at leas t four of the USOA accounts me n ti o ned by the 

:? :> FCC o f {)(; 11 w i til pnll lll l..' ! lllollloi<JL'ment, &I.> 12-s .. ll cs , 

2l 66 13-adv c rtising , GG2J -cus tom~r se rvi ce , with those f our 

24 <lccounts , we don ' t bt·l i~.•v c..• tll.tt G'l'l: hot: ; ot C<. '<Hin t•~d l o r· o r 

:''• c> xl·ludcd nll thC' cos t s t o und within t lH>:;t• .tn:ou nt:: t ll .1 t 
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should be c ons idf'n•d in ,,n ;1vo id•· l co:; l :; Lltdy. 

2 

) 

Q 

A 

Can y o u i dentify those cpeci f ically f o r me ? 

I cannot . 1 don 't ha ve th e d e tail with me . 

4 It would be just rl g e nerd l obse rvation that studies that 

S ou r loc al affilia te have conducted have c ome up with 

c. l .:tnJe r perccnta<Je~ o t tho:;c accounts , c~s avo i ded, 

7 compared to GTE . 

8 Q Could you provid0 a l.lt (•- 1 ll t·d r• xhtl •tt t o 

9 S tatt whi c h woul d ~-,; pcci t i,;.sll y <' xpl.tin why o r who~t pc~rt s 

10 o f those accoun ts :;hou lu nu t be inL· lwll•d o r· :;hould lt.IVl' 

I 1 been i nc l ud c d ? 

] 2 A We c an do that. 

I ) MIL f-1 ('('()J<M I C'K: t'omm i :;:; i lliH' r 1\ i t •:d i l ltJ, \../ U III d 

14 GTE have the oppo rtunity t o be ab l e t o a ddres:; the 

1 5 l ate- fil ed e xh ibi t ? 

16 COMMI SS IONER KIES LI NG: No . 1 mean, you c an 

17 ob j e c t to c ertain port ions , yo u can do that, but yo u ' re 

1 8 no t go ing t o ha ve c~n oppon un i ty t o p r t.'~l('nt t c:; t irony 

19 regarding it . 

20 MH. McCOI<MI CI\: h1t'll, o r· l' L' I'l<~tn ly : ; nm<'llttlltJ 

21 o l our o~n e xhibit. Othe r wise we wo u lo o b jec t t o ~ 

22 late-filed exhibit o n th.:t t bas i s , if we cc~n't come b~c k 

23 and e ither c r o s s - ex1minc 1t o r r espo nd o n ou r o wn. 

24 think that' s pa t e ntly unfa ir, as t o whnt the y could com<' 

."• i n oii H I -- oiiii.J W(.' L' l ' l·t,tin l y dt: .. Hjl l'l.' \..' l l h . 1 lot O l tht.• i r· 
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1 views o n what shoul d properly be an avoid~d cost , and 

2 it ' s incon s i s tent to t hei r own internal pcn;itsons , .wd 

J it we d o n 't hav r> the o pportunity t o .HJt.lsv: ;~; tll.1 t, ei the r 

·I in the briets or somewhe re, l think t h a t' s terr1bly 

5 unfair. 

6 COMMI SSIO NER KIESLI NG: Let me go ahead and at 

7 lea s t oct c lear what it is that ' s going to b e in i t and 

8 then 1 '1 I deAl with y o ur obj~cti on. 

9 t h a t yo u Wd nt i n il ? 

Wh~L i u it exac tly 

I 0 MS . BAHONI:: : Mr. Stah ly hns ide n ti ti e d severa l 

11 account s , 6611, 66 1 2 , l J , 6G2J , and I d o n't r emembe r the 

1 2 o the r o ne . And h e ~tated , I Lc lievc -- correc t mr if 

l l I'm wrong , Mr. Stahly -- thdt thoro we r e stoms thdt were 

14 included tha t s h ould not h a ve been included and items 

I'• t h o1 l Wr> r·~ no t ] l1l ·lud<' d th.t t :;houl d h .t vc• h t • t 'll IIIV I Uth•d. 

1 6 If I'm wro ng --

17 

18 

WITNES S S TAHLY: Thilt ' s c orrec t. 

MS . BARONE : But he has no t b een ~ble to tell 

19 me wha t those a r e , and I n eed t o s ee tho~e. l l ' S my 

.'1) IIIHio•J •:; (.IJ H fiii<J tll ,ll t!J .Il W<>IJ(ol IH" (II IOV ido•ol \11 :: to~ff diH I 

2 1 t o GTE Fl o rida so that they wo uld have a n o ppo rtunity in 

~~ thei r b ri e f s t o address that . 

;u COMMlSSlO!lt:H Kll::SLl!IG : Ok~y , SO I ' m trying LO 

2 4 come up with a s h o r t t i tle .:s:; well ••!;.; •• dt·:;cription . 

MS . DAHOUE : Spri nt ' !..> Ob Jcct.ton:; l o Avoided 
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1 cos t Studies of GTE fl o rid.J, spec ifi ca l ly .~ ~.:cou nts --

2 various accoun t s . 1 t ried to get it short tor y ou . 

J COMMISS I ONER KIES LI NG: Lo t me try LO n ~ k a 

4 c l arifying question , just so that I Cil n understilnd . 

5 Sprint ha s objected to - - n s reflected on Pnge 1g o f hi s 

6 d irect t es timony. They 've objected to they disagree 

7 that the avoided cos t stud ies prov ided by GTE meet the 

u require ment s of the Act and the order . 

9 

10 

MS. BARONE : Yes , ma'am. 

COMM ISS I ONER KIESLlNG : But the y have n ' t told 

11 u s why, or the bas i s for those disagreeme nts that it 

12 mee t s those? 

I 3 MS . BAilON!-: : 'l 'IH .. ·y h..1v e n ' t told us , i1 they 

14 have , where t hey've p rovide d that information . 

15 COMMISSIONER KIES LING : Well, a nd l g uess pa rt 

16 of -- i n some ways I s h a re Mr. McCormick ' s concern 

17 because what this woul d be i s allowing them to 

18 s upplement t heir direct tes timony to fil l i n a gap 

19 that's not there and which no o ne would e ver be abl e to 

20 cross-examine . 

21 

2 2 

MS . BARONE: Yes , md ' am , I agree . 

COMMI SS ION ER KIESL ING: /\nd su th.tt dut·: ; ,· o~u: : ! ' 

2l some concern on my p a rt . lt ' s not just a l ate- t iled 

2 4 exhibit wh e re th<?y ' r~ going to, y ou know, summ.1rizc 

.' ' • in1 onn.1ti o n th .1t ev ... · r·yonc ,,l rc.H.Iy lt.1 :; . And ~o unles s 
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you can tailor it down to - - I'll --

2 MS . BARONE: I ' ll withdraw the reques t, 

3 unless I ' ll a s k h im o ne more time . 

4 Q (By Ms . Barone) Mr. S t a h ly , i s there anywhere 

5 in y o ur tes timony that add resses your objections to 

6 those accounts? 

7 A 

8 seeki ng. 

9 

10 

Q 

Not in the spec ifi c detail t h<~t y ou .1 re 

Thank you . 

COMMI SSIONER KI~SLING : AJ 1 right , s ince I had 

11 al r eady somewhat iden~ified someth ing as a late-filed 

12 exhibit, I ' ll j u Gt -- 10 i s no l o nger goinq to be u sed , 

JJ and your reques t fo r· .t ldtc exh ibit is withdrawn . 

14 MS . BARONE : I 'l l withdra w the r equest . Thank 

15 yo u . That ' s all I have . 

16 MR . McCORMICK : Comm issioner Kies l ing , can I 

I7 clari fy o n e point th.1t 1-lr. ~;t.l hly made r erJ•lrdincJ GTI-:':~ 

HI cl nnual report? 1 don ' t intend to conduc t r e.; ross, but 

19 he made a statement about the annu.tl report, <1nd I wou l c.i 

20 like to ask one ques ti o n t o c larity that, s ince that 

21 came up nowhere in my examina tion of him. 

22 COMMI SS IONEH KIESL ING : One . 

2J RECROSS EXAMINA TION 

24 BY MR . McCORMICK: 

2 5 Q Mr. S tahly, do you rucall your-- I ' ll have to 
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make it a long ques ti o n . 

2 heard you say th.tt. the> l"llo~ lna. s n <J I c·tr : ; .s1d 111 till· 

J annual r e port th<lt GTE .,.ould so~ ve a mi 111 0 11 d o l !.trs . 

~ And my quest 1o n t o yo u i::; , i s th .lt f o r t-TE Fl o r ~tl.s o r 1:; 

~ t.h n t corpordtc-w i~c? 

6 

7 dollars? 

8 

COMM ISSIONER GARC IA : Wasn't it a billi o n 

WITNESS STAIILY : A billion. 

9 BY MR. McC0RMJ CK : 

10 

11 

1 2 

l 3 

14 

15 

16 

17 

Q 

A 

Q 

A 

Q 

You sa i d J billion? 

Ye s . 

And th"t ' ~; ll ll l l o r· GTE Flor id.s; i:; it ? 

It ' s co r · po r·o~lv-wid· · · 

And do y ou l<.now ~· hvn tll..tl :; t .t temcn t w.1 s m.suc ? 

COMMISS I O!iER K I ESLING : That' s more than one . 

MR . McCORMICK : 1'lH?y ' rc wh ispcri nq in my e ar. 

COMM J SS I 01~ 1·: 1< K ll':S LI NG : Sorry, but that was a t 

18 least t h ree . 

19 Redir-ect . 

So that ' s it . Do you have a n y questions? 

20 REDIRECT EXAI-1I NATI ON 

21 BY MR . F'TNCIIER : 

1'!1. :: t .dsl y , y .. u '' """' lli l.H· t lit <..' dt:; <..: u s~ion on 

:! J \.. r oss exam.i nati o n by GTE coun ~~c 1 about t lH' fll' l"< "l 'll t .siJ•' o r 

2 •: di scoun t in Fl o r·id. l i ll I ll •· /1 'I&T ; GTF p ! UL'vvdi!HJ.' 

A Yes . 
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]I 
Q I believe, as I rec all, the figure 1 3 perc ent 

2 was sort of exchanged between you and GTE 's counsel? 

J 

4 

II 

Q 

Yes. 

Would yo u ag ree that 1 3 . 0 4 is the co rrec t 

5 percentage? 

II No, 1 would not. 1 ag r ee it' s the pr ice th<~t 

7 we should get, inasmuc h ,'\}; it' :.; been dc t c rmineu in 

8 another proceeding , but whethe r or no t thdt' s truly the 

9 right number, I don ' t dgr~c . 

10 Q My quest 1on is, was 13 . 0 4 the ac tual 

11 percentage ordered i n LIH' 11'1'&'1'/G'l'E proceed ing r .'lthc r 

1 ? than 11 pe rcent ? 

lJ 

I 11 

l 'I 

16 

A 

Q 

II 

Q 

Yes. 

Yes , th.lt Wd S . 

You wc r l' ,, :.; r.r·d d que:;t i o n .!l.Jout ~:pri nt 

1., ch.:1 ng i ng i t::; po:; it i u n :.; u!J::.; t ·tj l l(.: nt Lo IiI i nq "l the:_. FCC 

18 earlier this year. Oo yo u r eca ll th at ques tion ? 

I q 

.• () 

A 

Q 

Yes . 

What h~ppencd sub::;equent to the 1 iling of the 

21 petition at the FCC thilt c :~u sed Sprint t o c h.1nqe it:; 

.• .' po~• it io n o n ~;orne 1 :;:;ucs? 

2J A 

24 o rder. 

Sprint felt that it s hould comply with the FCC 

So s ubsequ e ntly it s po:; iti u n w3s different after 

25 the order tha n be f ore . 
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Q Can y o u rcc al 1 the di scussion on avoidable 

2 versus avoide d costs? 

3 A 

Q 

5 terms? 

6 A 

Yes. 

Wh t i s Sprint ' s distinc tion be t ween those two 

Avoided c osts would be those direc tly avoided 

7 costs found in 66 11 thro ugh l J a nd ~621 . Avoidnble 

8 would include indi n 'c t o vpr·hc.tds l ountl i n ot hv r o~ t-c-ount :; 

9 idc ntili•' d by t ll1 · FCC 1 11 the ir onlvr. 

1 0 Q Do you rec <1 1l the questi o ninq concerning 

11 deaveraging? 

12 

1 J 

14 

1 5 

A 

Q 

A 

Q 

Ye s . 

Okay . Wo u I d yulr I ook ,,t FCC lh1l c 5 1. ">07? 

51 . 507 . 

Is that the rul e thnt yo u were l ooking f o r in 

16 terms o f the s ta t e commission e s tabli s hing rate 

17 deaveraging? 

1 8 A It w.:~ s . And it .tppr .'lrs I rn .1s:;0cJ something 

19 there. lt look:: -- in ') l.'>UI , :; uiJ::(·•·ti o n 1-', i t 

20 di s cusses geogt"o~ph i c de .tve>r""' ' l i nq . 

22 three defined geographic area s within the s tate to 

21 refl ect geographi c cos t dif t c rcnccs ." I overlooked t.hal 

24 whe n J wns l ooking thro ugh be f o re. 

25 MR . FJNCIIEH: T lwnk you. 
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COMMiSS IONER KIESLING: E>:hibits? 

MR. 1"1 IICIIER: I move Exhibit u. 

1 

2 

3 COMMJSSIONEH Kli':SLJIIG : Ex ll i bit 8 i:; ,H.lm i t ted 

4 without objection. And 9 and 10 h~ve already been dealt 

5 with. 

6 (Exhibit No . 8 received into evidence .) 

7 MR. McCORMICK : Commissioner Kiesling, could 

8 we renew one more time not t hat G'l'E Exhibit 9 be o ff ered 

9 into e vide nce , but that the Commission at leas t give 

10 o f ficial recognition t o the brie f ? 

1 1 

12 we ordinarily give o f ti cia l r ecognition to. Do yvu w.1nt 

1 3 to cite t o me th C' pruvi :-.:ion:; under· wllit:h yo u thin~: 

14 that's app r opriate? 

15 MR. McCORMI CK : .\C)uin, I s imply j ust - - and 1 

16 won't repeat my argument earlier-- I believe it's 

17 e vidence the Commission s hould consider a nd give 

18 whatever weight the Commission feels lt's e ntitl ed to . 

19 I simply renew my request . 

20 COt-!MI SSIONEH KI E~:L JIIG : And I'll n~ncw my 

2 1 denial ol that request . !lo w about if Wt: r N.:o nvcne at 

22 2 : 00? 

.~ 1 (Witrw:.;:.; :..;t. lllly e>:t:u::eu.) 

2 4 

25 

* * 

(Recess from 1:1 :"' p.m. until :! :OU p . m.) 
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1 COMMISSIOUER KIESLJNG: Come back to orde r. 

2 lnd I believe we are t o Mr. Sibley , GT£'s witness? 

J 

4 

'J in ? 

6 

., 

MR. McCORMICK : Yes, Commissioner Kiesling. 

COMMI SSIO"lER KIESLING : Hav e y ou been s worn 

MR. McCORMICK: No . 

COMMI SS IOIIEH KIE~il.llll. : Arr· th"l'' .any othe r !> 

8 that have s h own up since 

MR. M-.:CORM r CK: don ' t b el icvc oo . I bel i ave 

10 Mr. T r imble a nd -- they were sworn? They were sworn . 

11 COMMI SSIONER KIESLING: Would you pl0a se r aise 

1? your hand and stand up? 

lJ DAVID S . S I BLEY 

14 wa s called as a witness on behalf of GTE Fl orida, and 

15 having been duly ::;worn, testi t ieu .:1 !: t al l ow::: 

16 COMMI SSIONER KIESL ~ NG: Thank you . Ready to 

1·1 proceed? 

18 Dl RECT EXIIMIIIA'I' JOII 

19 BY MR. McCORHICK : 

20 Q Please sta t e your name and bu sine~s address 

21 f o r the record. 

2J is the Depa rtment of Economics , Unive r sity o f Texas at 

24 Aust in, Austin, Texas . 

25 Q Dr. Sibley, in what capacity are you employed 
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1 a nd by whom? 

2 A I ' m employed by the univer s ity. My po~ ition 

1: . 1 II•• . I n hn Mi r h."\1"' 1 ~auo~rt Cc ntc nnia I l' ro f c:;:;o r o f 

4 Ec onomics . 

Q Are y o u a d o pting t h e t estimo n y of Mi c h a el 

6 Doane in this proceed ing? 

7 

8 

A 

Q 

Yes . 

Did y o u cau s e to be pre pared subs titute 

9 testimony to replace Pages 1 a nd 2 of Mr . Doane ' s 

1 0 t es timony? 

11 

12 

A 

Q 

Ye s . 

And did you pre pare a s ubs titute exhibit a s 

13 Exhibit 1, your eu rric..:u lum vit.l ! 

14 

1 5 

A Yes . 

MR. McCORMiCK: Comm i ssione r Kies l i ng , can we 

16 ma rk Exhibit 1 f o r identifica tio n purposes? 

17 COMMISS I ONER KIES LING: We re t h e r e any 

18 exhibits 

19 it would 

there we r e e xh ibits a l so t o Mr. Do~ne ' s, s o 

s inc e the re's g oing t o b e an e xhibit -- did 

20 y o u withdraw NJD- 1, and i s th is a s u bs t i tution for i t ? 

21 MR. McCORM ICK: Yes . 

COMMI SS JOIJ ER KIESLI NG: Then I'll j u s t let it 

2) b e a s ubs titute , o:~nu wh e n l n uml)(.' r· o~ll 1111 • c•xll ihi t : , i l 

24 will jus t b e t he o n e t hdt we number f or the comp nsi t e . 

25 MR. McCORr1I CK : Thdn~: you . 
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1 Q (By Mr. McCormi c k) Dr . S ib 1 ('Y, . 1 n.: y o u 

2 adopting Exhibit 2 to Michael Doane's testimony ? 

J 

4 

5 

6 

A Yes. 

MR. McCORMICK: Commi ss ioner Ki esli ng, can we 

mark Exhibit 2 for identificati o n purposes? 

COMM I SSIONE R KIESLING: I'm going to mark all 

7 the exhibits as a composite e xhibit, one number, so you 

8 can just put them all t ogeth e r . 

MH. Mt.:COHM I C K: O J.:<:~y, th;1nk you . 

10 Q (By Mr. McCormit.:k) Or s i bl c y, •J o you ho~v\' 

11 any o ther co rrct.:tior· : , UL'lv ti o rn; o r adutltuns t o your 

12 testimony? 

1 3 

14 

A 

Q 

No. 

If I asked you the same question that's in 

1 5 Mr. Doane ' s t es timo ny t oday , would your a nowcr r emn in 

16 the SJmc , aside t rom the ch~nges we 've just menti o n e d? 

17 A Yes . 

18 MR. McCORMICK: Commissioner Kic~li ng , ma y we 

19 have Dr. Sibley' s t es timony dnd the adop t ed tes ti mo ny 

20 inserted into till' rc <·o r·u o~ :: t l iiH ICJII , ~ , ·.H I ? 

). 1 COMM ISS JONEH K1 ESLl !iG : Yc :.> . There <:1 re no 

22 other c hanges, de l etions , withdraw,d :c:? !lo lhing else i s 

23 going to h appe n to it? 

24 

2 5 

MR. McCORMI CK : No . 

COt1M I SS f ONEH KJ r.SJ. IIl(; : I w i 11 :: u h:: t i Lul C' tile 
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new pages 1 and 2 for the old pages 1 and 2 , and also 

sub!"ti tute the Exhibit 1 ilnd admit -- in!;<·rl thi!> 

t es timony as though r ead , dntl 1 will now numl.H.! l' Llw Lwo 

e xhibit s as composite 2xhibit 11. 

(Exhib it No . 11 llhl l'kcd l o r· iuvnlil it.: o~t.t on . ) 
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GTE FLORIDA INCORPORATED 

DIRECT TESTIMONY OF DAVIDS. SIBLEY 

DOCKET NO. 961173-TP 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name IS Dav1d S Sibley, Un1vers1ty of Texas at Aust1n. 22nd and 

Speedway, Aust1n. TX. 78712. 

PLEASE STATE YOUR PROFESSIONAL QUALIFICATIONS AND 

EDUCATIONAL BACKGROUND. 

I am th e John M1co1ael Stuan Professor of Econom1cs at the 

Un1vers1ty of Texas at Austin Pnor to jo1n1ng the Un1vers1ty of Texas 

at Aust1n, I was Head of the Econom1cs Research Group at Bell 

Communications Research I also served as a member of technical 

staff at Bell Laboratones I have taught graduate level courses tn 

regulation at the UniverSity of Pennsylvania and Pnnceton 

Univers1ty. 1n add1 tion to my work at the Un1vers1ty of Te.(as 

During the Caner Admtn1strat1on. I served as Sen1or Staff Econom1st 

on the Counc1l of Econom1c Adv1sors and as adv1sor to tho Cha1rrnan 

of the Civ1l AeronautiCS Board Dunng the last twenty years . I have 

earned out extensive research 1n the areas of regulat1on. 1ndustnal 

organ1za.t1on. and m1croeconomJc theory I have published ar11c1es 

on regulation and pnc1ng 1n a number o·f academ1c JOurnals, 1nclud1ng 

the Journal of Econom1c Theory, Econometnca. 1\menc:Jn Economrc 
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J.., ,, 

Revtew. Rand Journal of Economtcs. Journal of Publtc Economtcs. 

and the Journal of Regulatory Economtcs. I am a coauthor w1th 

Steven J Brown of the 1ex1book The Theory of Publtc Uti/tty Pricmg 

published by Cambndge Umvers1ty Press m 1986 and now 1n 1ts 

fourth pnnt1ng, and co-ed1tor of Telecommumcattons Demand 

Analysts An Integrated Vtew, published by North-Holland 1n 1989 

Currently I serve as Assoc1ate Ed1tor of the Journal of Regulatory 

Economtcs 

I rece1ved a 8 A 1n Econom1cs from Sl<:mford Umvers1ty and a Ph 0 

1n Econom1cs from Yale Un1vers1ty 

HAVE YOUR PREPARED A VITAE THAT DESCRIBES YOUR 

EDUCATION, PUBLICATIONS, AND EMPLOYMENT HISTORY? 

Yes A copy of my most recent v1tae 1s attached as Exh1b1t No DSS-
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IN CONNECTION WITH THE PREPARATION OF YOUR REPORT. 

WHAT MATERIALS HAVE YOU REVIEWED? 

I rev1ewed the Telecomrnun1COt1ons Act of 1996 and the August 1996 

order of the Federal Commun1ca11ons CommiSSIOn (FCC) 1n 1ts loca l 

compet1t1on docket. ImplementatiOn of the Local Competll1on Provi­

sions in the Telecommurllcat/Ons Act of 1996 and lnterconnectron 

between Local Exchange Garners and Commerc1al Mob1le Rad10 

Serv1ce Prov1ders. Flfst Report and Order, CC Okt Nos 96-98 9 5-

185 (rele<:~sed Aug 8. 10%) [t1Cre1na1ter F1rsf Report and Order] The 

repon [here1nafter F1rsr Report and Order) has been stayed by the 

Eighth C1rcUJt Coun of Appeals 1n St LOUIS I have ~lso rev1ewed the 

test1mony of Spn• t' s pnc1ng w1tnessas Messrs Carl son. Photon. and 

Sywenk1 Additionally, I have rev1ewed the testimony and repon 

prepared on behalf of AT&T by Dav1d L Kaserman a: al cnt1tled 

"Local Competition Issues and the Telecommun1cat10ns Act of 1996" 

and a report prepared by August H Ankum. et al. ent1tl ed ·An 

Econom1c Analys1s of Issues to be Arbitrated Under Sect1on 252 ot 

the Telecommunications Act of 1996 • 

WHAT IS YOUR IMPRESSION OF THE INTENT OF THE 

TELECOMMUNICATIONS ACT OF 19967 

The Ad offe1s the prom1se of nn end to more than a ha.f a century of 

monopoly regulation of the local exchange and telephone 1ndustry 

The Act holds out the further promtse of a new "pro-compettl lve 
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Q. 

A 

a. 

A 

a. 

A 

deregulatory'' system for fostenng competrtron rn all segments of the 

telecornmunrcotrons rndustry 

WHAT ARE THE CENTRAL PRINCIPLES OF THE 

TELECOMMUNICATIONS ACT? 

To open all telecommunrcatrons markets to competrtion so as to 

provrde a procompetrtrve. deregulatory neutral poltcy framework 

desrgned to accelerate the delivery of advanced communrcatrons and 

1nformatron technologres to all Amencans. 

HOW ARE THESE PRINCIPLES BEING IMPLEMENTED? 

The Act requtres rncumbent local exchange earners to offer therr 

resale servrces to other earners at wholesale costs. The Act also 

contarns sweep1ng tnterconnectron and unbundling provrsrons 

Although Congress has provrded gu1dance on the types of serv1ces 

subJeCt to wholesale and unbundling requrrements. "JuSt and 

reasonable" rates must be negottated or determtned state-by-state. 

in proceedtngs like this one. 

WHAT DO YOU SEE AS THE CONSEQUENCES OF THESE 

STATE-BY-STATE ARBITRATIONS? 

These arbrtrattons can affect the ftnanctal vrabtlt ty of GTE anc every 

state's rncumoent local exchange carrt vr~ That 1ssue 1n turn w1ll 

have profound ramthca!lons for the consumers of the state For 
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0. 

A 

a. 

)':J' I 

example. 1f pnces ~re not appropnately set for mnndntory notwc>rk 

access. that w111 1mpa1r GTE'!> ftnanc1al 1ntcgnty Th1s will starvo tho 

local telecommunicatiOnS network of futuro JIWO~ Imonl f 11nt 

tnvestment t1owever. 1S cnlical not only to ropl•lCIIlCJ tho CXISt lnCl 

Infrastructure as 11 wears out, but also to rn::llnt01nii11'J omJ oxpondtrUJ 

that Infrastructure so th.:Jt 11 c.:Jn serve as the t>nckl>orll' on which now 

competitors would enter the new cornpctiiiVl: rnarkutploco r1nillly 

many of the benefits that should accrue to all C1t1:cns from robust , f.11r 

compelitJon w1ll be eroded 1f GTE and other locol oxclmngo camor !> 

are so weakened that they are unable to compote ortoctJvoly wlltl 

those compan1es entenng the marketplace 

WHAT DOES ECONOMIC ANALYSIS IMPLy A OUT T l IE PROPrR 

OUTCOME OF THIS ARBITRATION PROCESS? 

Econom1c analySIS 1nd1c~tes that, 1f GTE 1S to ll O roqu1rncl to •.oil or 

make available 1ts serv1ces and products to Spnnt nnd others. G 11· 

should be reimbursed for all 1ts costs and be J llowoJ tllu opportun1ty 

to earn a reasonable rate of return as expr os!l ly ~ tult"IOfiZOd l>y 

Congress Anything less would be o tok1ng or c-: f's prorl)rty 

Importantly. rt would also deny the consurnors of llu:. stoto tt1o 

substanliol benef1ts that ought to flow from robust, folr curnpotJUOn 

WHAT DOES THE ACT REQUIRE WITH RESPECT TO THE PRICE 

TO BE CHARGED BY INCUMBENT LOCAL eXCHANGE 

COMPANIES FOR UNBUNDLED NETWORK ELEMCNTS? 
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Q. 

A 

Q. 

A 

Q. 

In sect1on ~S2( d ){ 1) tile Ac t r e:quu es tt1ree thrnq s F 1rst. 11 requ1res 

that the pnce be "based on the cost (determ1ned Without reference to 

a rate of return or other rate-based proceedrng) of provrdrng the 

rnterconnect10n or network element " Second. rt requrres that the 

pnces be "non-drscrrm1no tory " Thrrd. the Act requrres that such 

prrces "n ray 1nclude a reasonable prof1t" 

HAS SPRINT PROPOSED A PRICING RULE FOR THE STATES TO 

USE FOR SETTING PRICES FO R UNBUNDLED NETWORK 

ELEMENTS? 

Yes Accord1ng to the report wrrtten by Spnnt's pnc1ng wrtness on 

beholf of Spr1nt anJ Spnnt's petrt1on for arbrtrat1on. Spnnt IS argu1ng 

that prrces should be set equal to Total Element Lor.a-Run 

Incremental Costs (TELRIC) per un1t plus a un1form markup not to 

exceed frfteen percent 

WHAT IS TELRIC7 

The TELRIC of a network element equals those cost s that are 

rncrcrnc:nwl (or ollnbuWl>lu ) to lndtvtcluol network clements In the 

a ttached report we use the term "TSLRIC" to refer to the long-run 

rncrcmcnt~t { osts of ;r p.Htlculor rl' t:lrl ·,Nvtcc c g . 'llnglc-hne 

busrness servrce 

DOES SPRINT'S PRICING PROPOSAL SATISFY THE ACT'S 

REQUIREMENTS? 
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A Absolutely not 

a. 

A 

a. 

A 

WHY DOES SPRINT'S PRICING PROPOSAL FAIL TO SATISFY 

THE ACT'S REQUIREMENTS? 

One 1mportant flaw 1n the proposal 1s th;:~ t unbundled network element 

pnces equol to lT LRIC plus f1fteen percent w1ll not recover GTE s 

forward look1ng costs Thus. tho Spnnt proposal 1s structured to 

requ1re monumentol subs1d1es from GTE to Spnnt. so that Spnnt 

wou ld become a free r1dor on GTE's locol exchange network 

HOW WOULD Y')U CHARACTERIZE SPRINT'S PROPOSAL 

OVERAL L ? 

Spnnt's pncrng proposal1s nrb1trary and has no basts 1n eccnom1c or 

bus1ness log1c A un1form markup above TELRIC w1ll fall short of a 

· reasonable" (market-based) alloc<:ltlon for some network eiE:11 •enls 

and wrll exceed a ·reasonable" (market-based) allocatron for others 

In the f1rst rnstance. GTE would under recover rts costs, wh.le 1n the 

second rnstance Spnnt's proposed pnce would exceed st3nd-alone 

costs ensurrng no cost recovery for GTE. Thus. what Spnnt proposes 

rs clearly arbrtrary There 1S no economrc or busrness management 

basrs for equal proportronal markups on drverse elements or servrces 

GTE faces competttton tn may of rts markets for servrces and network 

elements Pnces that are too htgh retat1ve to the market will 

cncour age uneconorruc bypass and place GTE at a competrt1ve 
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Q. 

A 

Q. 

A 

1 (, :• 

d1saavnntago. thus cre::l11ng oconom1c losses for GTE Prices th.:.: 

<He too low will cncour;Jgc exccss1vC use nnd d1scournge etf1c1ent 

entry GTE will expenence excess1ve use of serv1ces or elements 

that are pnced below cost . thus magn1fy1ng cconom1c losses for the 

company 

PLEASE GIVE EXAMPLES OF COMPETITION FOR UNBUNDLED 

NETWORK ELEMENTS. 

There are mull1ple commcrCJ:JI prov,dcrs of Signaling serv1ces There 

are compet1t1ve commerc,ol prov1ders of sw,tch1ng serv1ces 1nclud1ng 

compellt1ve access prov1ders (CAPS) nnd ad<lptat1on of long drstance 

switch1ng facili ties to carry out local exchange sw1tching. Acc.:ording 

to Busmess Week, October 7. 1996 .at 128. AT&T can use 1ts own 

sw1tches or those leased from CAPS, and AT&T has s1gned contracts 

w1th SIX CAPS covenng over 80 C1l1es Moreover. there are 

alternative prov1ders of loops and substitutes for loop servrces 

1nclud1ng w1reless serv1ces (cellular and PSC). cable telephony 

CAPS, and facll1!1es established by entenng compet1t1ve local 

earners 

WHY DO YOU THINK TELRIC PLUS FIFTEEN PERCENT IS NOT 

A REASONABLE PRICING RULE FOR STATE COMMISSIONS TO 

USE? 

As the ::lltached rcpon notes. there are at least ten spec1fic problems 

w1th usrng TSLRIC p11C1ng of unbundled network serv1ces. 
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These problems each o f wh1ch applies to Spnnt's proposal of 

TELRIC plus f1fteen percent ore l1sted below Spec1f1cally. TELRIC 

pnc1ng 

( 1) does not refl ect the f1rrn s total d1rect costs 

(2) does not reflect the f1rrn s econom1c co~ts . 

(3) 1s not compet1tive pncmg, 

( 4) promotes free nd1ng by competitors. 

(5) subs1d1zes entrants. 

{6) does not take mto nccount the sh1ft s 1n costs from a!lnbutable 

costs to JOint and common costs due to unbundling, thus 

creat1ng 1ncen11ves for exces s1ve and econom1colly 1neffic1ent 

unbundling, 

(7) fails to 1nclude JOint and common cost 1ncreases that are due 

to unbundling. 

(8) c reates 1ncentives for the 1ncumbent to reduce 1ls JOint and 

commcn or shared costs, 

(9) lacks dynam1c pr1c1ng flex1bility and creates 1ncumbent 

burdens. and 

( 1 0) 1S diSCriminatory 

SPRINT'S PRICING WITN ESS JUSTIFIES USING THE EQUAL 

PERCENTAGE MARKUP RULE BECAUSE IT " TREATS THE NON ­

COMPETITIVE MARKETS AS IF THEY WERE COMPETITIVE" AND 

" UNIFORM MARKUPS ARE NONDISCRIMINATORY." DO YOU 

AGREE? 
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No. I do not. Competitive markets do not have equal markups, rather 

the markups chosen by compet1t1ve ftrms d1Her considerably across 

products and markets . Otherwtse. teachtng rr.onagement students 

would be greatly facllrtated . as every manager could apply the bas1c 

untform m~rkup r<Jthc:r thon t3ktng tnto occount market demand and 

cost condttions Un1fonn mnr1<ups are more likely to be dtscnmtnatory 

Stnce they create substdtes for some scrvtccs <Jnd result tn selling 

below cost for other servtccs Whtle tt IS understandable that Spnnt 

w1shes to procure somethtng for less than tl costs a seller cannot 

stay tn bustness very long 1f tl IS forced to sell tis serv1ces below cost 

WHAT DOES SPR'NT PROPOSE FOR PRICING OF RESALE 

SERVICES? 

Spnnt's pnc1ng w1tness st<Jtcs "I recommend that GTE should offer a 

spec1fic wholesale d1scount rate for at least f1ve separate categones. 

of servtce th<lt reflect the dtfforcnt underlytnQi avotded costs tnherent 

tn the five categones 

HOW DO YOU EVALUATE SPRINT'S WHOLESALE PRICING 

PROPOSAL? 

Spnnt's wholesale pnc1ng proposal is flawed because 11 IS based on 

·avoidable" costs, that is, it subtracts all costs that might conce1vably 

be avo1ded w1thout determ1n1ng whether such costs are 1ndeed 

avo1ded. Thus, the proposal 1s not des1gned to determ1ne accurately 

what 1s the approprtate wholesa le discount. but rather to create the 
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a. 

A. 
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A 

maxtmum poss1blc d1scount /\go1n the result IS to g1ve excess1ve 

discounts to Spnnt allowtng them to frcendc on GTE's servtces at the 

expense of GTE. Such an approach 1s dtscnm1natory toward GTE. 

places 11 at a compeltttve dtsadvantage, and creates economtc losses 

It is 1nterest1ng that Spnnt argues for nonuntform markdowns when 11 

su1ts tiS purpose (for wholesa le serv1ces) and un1form markups when 

1t su1ts 11s purpose (for unbundled network clements) The only 

cons1stenl explannt1on for these pnc1ng proposals 1s the destre oi 

Spnnt to obta1n serv1ces and unbundled network elements below the1r 

econom1c cost 

WHAT DOES SPF\aNT PROPOSE IF ITS PRICING METHODOLOGY 

IS NOT ADOPTED? 

Spnnt proposes adopttng the defau lt pnces of the now-stayed FCC 

First Report and Order The pnces for loops and other unbundled 

network elements generally are below even the TELRIC s of GTE and 

thus create operating losses for GTE. and fall to recovN any sh<'red 

or common costs All of the problems that I have already 1dent1f1ed for 

TELRIC pnc1ng apply to the dcfoult pnccs. wh1ch we. 1f anyth1ng even 

worse than TELRIC 

HAVE YOU PROPOSED A PRJCING RULE THAT DOES MEET THE 

REQUIREMENTS OF THE ACT? 

Yes, I have 

11 



2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

a. 

A 

a. 

A. 
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WHAT WERE THE UNDERLYING REQUIREMENTS THAT YOU 

THOUGHT YOU HAD TO SATISFY IN CREATING THIS 

APPROACH? 

I wanted an approach 1t1at would sat1sfy all the requ1rements that 

Congress P.stabli shed for sett1ng prices for resale and unbundled 

networks. Specifically, the approach had to generate prices that 

would be based on cost. would be non-discnm1natory, and would 

allow the Incumbent Local Exchange Carner (ILEC) the opportun1ty 

to earn a reasonable prof1t Furthermore . w1thout endorsing all 

aspects of the priCing proposals contained 1n the FCC's First Report 

And Order. I wanted the priCing rule to satisfy the FCC's condition 

'lhat. under [a total .1lement long-run Incremental cost] methudology, 

incumbent LECs' pnces for unbundled nel'.vork elements shall 

recover the forward-lookmg costs d1rect1y attnbutable to the spec1fied 

element as well as a reasonable allocat1on of forward-looking 

common costs." That cond1 tion can be found at paragraph 62 of the 

First Report And Order. 

WHAT DO YOU CALL YOUR PRICING RULE? 

The Mari<et-Determ1ned Effic1ent Component-Pric1ng Rule, or theM­

ECPR 

HOW DOES THE M-ECPR RELATE TO THE ECPR DESCRIBED 

AND REJECTED BY THE FCC IN ITS FIRST REPORT AND 

ORDER? 
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There are some very 1mportnnt differences First. to avo1d confus10:1 

I w1ll call the rule d1scussed by the FCC the "FCC-ECPR " The FCC­

ECPR was properly reJected by the FCC II was a very Simplistic rule 

II fa1led to take mto account that there would be compet1t1ve entry 1n 

sett.ng pnces for unbundled network cl ements Th1s 1s a very 

s1gn1f1cant om•ss1on when you cons1der thot the ent1re purpose of the 

Telecommunications Act of 1996 1S to foster compet1t1ve entry That 

1S why I hnve labeled my pnc1ng rule the Market-Determined Etfic1ent 

Component-Pnc1ng Rule. or the M-ECPR In other words. the M­

ECPR takes full account of the compet1t1ve entry when sett1ng prrces 

for unbundled networks elements In that respect. the M-ECPR 

benefits consumers and avo1ds all of the shortcom1ngs th:1t the FCC 

qu1te properly attrrbuted to the FCC-ECPR 

WHAT IS THE M-ECPR? 

The M-ECPR 1s a market -bosed method for determ1n1ng. as the FCC 

drrected. the reasonable shore of forward -look1ng common costs that 

should be allocated to the prrces for the ILEC's varrous unbundled 

network elements The M-ECPR pnco for nn unbundled network 

element IS equal to the sum of its TELRIC plus 1ts opportun1ty cost. a£ 

constra1ned by market forces Opportunity costs refers to the net 

return that an unbundled network element w1ll brrng GTE 1f it IS not 

sold at wholesale to a compet1tor L1ke the market. the M-CCPR does 

not perrn1 t GTE to charge a prrce for an unbundled element that 

exceeds that element's ~tand-alone cost That market-determined 
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a. 
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!1,11 

outcome ··ouK· ac.:s 1 re<·rsuly wrth tile r cqui;:Jtory prescrrptron 111 

sect ton 5 1 505(a)( 1) ol tile rules announced rrr the FCC's f-lfSt Report 

and Order -- namely, that "(ljhe surn of a rcason<Jblo <JIIocat1on of 

fo rward-look1ng common costs and the total element long-run 

mcremental cost of an element shall not exceed stand-alone costs 

assoc1nted wrth the Plement " 

DOES THE M-ECPR ALSO CALCULATE THE PRICE FOR GTE'S 

WHOLESALE SERVICES RESOLD TO COMPETITORS? 

Yes Ago1n the r.1 -[CPR rs consrstcnt \'trth the resale provts1ons 

con ta1ned 1n the Telecomrnun1cotrons Act nnd the Ftrst Report And 

Order 

IS THE M-ECPR A COMPLETE SOLUTION TO ALL PRICING 

PROBLEMS? 

No The M-ECPR does not alter the tradr t1onar problems faced by a 

regulated lol-01 exchange corner operatrng w1th a retarl rote structuro 

that conta1ns cross subsrd1es mandated by regulat1on 

WHAT IS THE PRACTICAL EFFECT OF T HAT LIMITATION? 

The M-ECPR does not afford GTE tile opponuntly to recover fully 1ts 

fo rward luokrng common costs, ~s would regulated rates absent 

competrlive entry Facilrt1es-based entry and M-ECPR pncrng of 

unbundled network clornonts wrll. therefore, pormtt strnnuod costs to 

anse I def1ne stranded costs to be the present value of the f1rm's net 
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revenues under regu l3t:on nHnu:. the present value of the frrm 5 net 

rev enues under compctrtror, r 0 l:nSUI e lh<Jt C TE rcceur:s (J 

reasonable opponunrty to rct.o : l!r ::111 ol1ts fo rward tookrng common 

costs, rt rs necessary for tt1rs ... rbrtrntron iO estnblrsll a compe:tr: . £: , 1 

neutral, non-bypnssablc end-user chc:uge 

WHAT KINDS OF FORWARD-LOOKING COSTS WOULD THE 

END-USER CHARGE RECOVER? 

There nrc srx categorres of costs that GTE cannot fully recover 

through compctrtrve M-ECPR prrccs out nonetheless wrll rncur on a 

forward -lookrng basrs to drscharge tiS obltgatton to serve 

WHAT ARE THEY? 

They are 

( 1 ) 

(2) 

(3) 

(4) 

shnred costs of network operatron. rncurred among two or 

more (but not all) of GTE's servrces. but noi wholly attrrbutable 

to any srngle servtcc . 

common costs o f network opera tton. tnc:urred among all nf 

GT E's servrccs. 

tosses 1ncurred rn GTE's prov1ston of servrces to preferred 

closscs of customr·rs ~J t regutawd prrce:, tl13t nrc below GT E s 

rncremental cost ol prov1drng such servrces . 

costs rncurrccJ ~s D result o t rncurnt)cnt burdcm tt1nt G TE 

conttnues to bear after the advent of compeltl ton. but whtcn 

15 
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GTE's compclltors arc not rcquuecJ to 1Je~:11 :..uch as corner-of ­

last-resort oblrgat1ons 

costs 1ncurrcd by CTC to accomplish government-mandated 

unbundling of network clements or resale of network serv1ces 

ond 

tosses 1ncurred wtwn GTE'~ .. NOIOed costs are 1ncorrectly 

overst;.Jt~:u .mcJ dte u~ed to t·st~l..>hsh the tl1scount thot 

compelltors rccc1vO wl lCn purcnos1ng wholesale serv1ccs from 

GTE 

WOULD THE END-USER CHARGE ALLOW GTE TO RECOVER 

MONOPOLY PROFITS OR COSTS INEFFICIENCIES? 

No Its sole rurposc 1S to allow GTE o reasonable opportun1ty to 

reco·1er the costs tllnt I hnvc JUSt de!>cnbed W1thout nn end-u$er 

charge. GH: would uo assured of 1nct:rnng losses on 1t s sate c,f 

unbundled network clements 

DO YOU EXPECT THAT THE END-USER CHARGE WILL 

NECESSARILY BE A PERMANENT RECOVERY MECHANISM? 

No The n~ed for an end-user charge w1ll dim1n1sr over t1me as tt1e 

tncumbent LEC recovers the cost of 1ts past •nvestn.ent Other 

Comm1ss1on DC11ons. such as rate rebatanc1ng, can reduce th9 need 

for such a charge It IS poss1ble though, that end-user chnrges w111 

be needed permanently to cover forward-look1ng common ccsts 

16 
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a. WHAT IS YOUR ASSESSMENT OF THE FIRST REPORT AND 

ORDER RELEASED BY THE FCC ON AUGUST 8, 19967 

A 

a. 

A 

a. 

The languogc of the F1rst Repot1 and Order could be read to preclude 

GTE from reco•Jc:nng all of 1ts lorw<.~rd look1ng costs It al so rnokes no 

effort to allow GTE to recover 1ts h1stonc costs Proh1b1t1ng GTE from 

recovenng these cos1s would v1olate the pla1n terms of the 1996 Act 

that requ1rcs n1curnr)cnt loco l cxcl13ngc c3rncrs to be cornpensatec 

for the1r costs Even more .Js I t1<1ve been ndv1scd by GTE :.. 

attorneys 11 would lead to u t.Jk1ng of GTE'$ propcrtv 

DOES YOUR REPORT PRESENT PRICES COMPUTED 

ACCORDING TO ONE OF THE RECOMMENDED METHODS OF 

ALLOCATING FORWARD-LOOKING COMMON COSTS THAT IS 

CONTAINED IN TH E FCC'S FIRST REPORT AND ORDER? 

Yes Al though I do not endorse any vers1on of fully d1stnbuted cost 

{F OC) pnclrli"J the report c.JicuiQtes pr1ces for GTE's unbundled 

network elements us1ng n procedure that 1s equ1valent to the FCC's 

recommended method ol ~lloco t rng forward·lookrng common cost!' 

accord1ng to a f1xed percentage markup over total element long run 

1ncremental cost 

CAN YOU GENERALIZ E CONCEPTUALLY THE DIFFERENCES 

BETWEEN SPRINT'S PRICING RULE AND THE M-ECPR THAT 

YOU ENDORSE? 

17 
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Yes ,- ,, st Spr~nt's p ropos:! I would protect competrtors and c..rcmow 

new forms of regul:lllcn ttKll ::uuld :.~ llcmpt to "rnonagc · ccmpC:t!tron 

The proposal would nppear to 1nvolve excessrve annlysf:S of V'J!. •, iJ~ 

well as upd::Jllng of costs studtes to support ch::Jnges tn prrccs rJ'ICr 

t1me GTE's proposal wtll promote compet1t1on and effictent entry, 

and 1t wrll allow regulatton to recede as compellt1on develops 

Second. although both p::1n 1cs ;,grcc thot the pr1c1ng of unt>ur tr llr:tl 

network elements should be based on economtc costs . there rs 

dtsagreement on what IS the proper deftnti1on o f econom1c costs 

Spnnt argues that cconom1c costs should be ilm1ted to GTE's TELRIC 

plus fif1een percent GTE ma1nta1ns that econom1c cnsts should also 

rnclude opportun1ty <..osts. as constrarned by the market The 

attached report demonstrates that economtc costs 1nclude market­

determined opponuntty costs 

Third. although both parttes agree that the pricing of resa1e servrces 

should equal the reta 1l rate m1nus avotded retatl costs 1n accordance 

wtth the 1996 Act. Spnnt proposes to exclude GTE's wholesalrn:J 

costs and asserts that per-un1t avotded costs should be calculated 

assurn1ng GTE ceases 10 provrde retail servtces GTE mc:unta1n~ th at 

net avo1ded retail costs (that IS, ovorded reta11 ccsts net of any 

oddrtrorr~ ll wlroles:.~ l t: t:osts) ~trould uc ttre drscount, rnorecver the 

s tze of the dtscount shOuld be determrned on the basrs of a 

18 
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reasonable proJectton of the amount of retarl serv1ces that GTE will r.-::. 

longer provrde as a result of reseller entry The accompany•ng repor~ 

will show tlw t <J dtscoun t c:quol to ttlr! nn t ;""JvOtdcd retail co:;ts ~ ~ tt 11: 

economtcolly correct dtscount 

HOW WOULD YOU SUMMARIZE THE CHOICE THAT THE 

COMMISSION MUST MAKE BETWEEN SPRINT'S PRICING RULE 

AND YOUR PRICING RULE? 

Spnnrs pnctng formulas would deny GTE recovery of its total cost s 

reqUire GTE's shareholders to subsrdrze Spnnt's entry rnto local 

exchange telephony, and conftscate the prrvate property of GTE's 

shareholders. GTE's prrc1ng formulas would meet the deregulatory 

ObJeCtives set forth m the Telecommuntcnl tons Act of 199G, sattsfy the 

FCC's recommendatron that pnces for wholesale servrces and 

unbundled network elements be pnced on the basts of forward­

lookrng costs. and allow compet1tron and econom1cally effrcrent Pmr1 

1nto the marl<etplace 

DO YOU HAVE ANY ATTACHMENTS TO YOUR TESTIMONY? 

Yes I a ttach as Exhrbit No MJD-2. and Incorporate rnto my 

testunony , "1\n Economrc Framework for lrnplementrng t~e Pnr:tng 

Prov iSIOns of the Telecommunrca11ons Act of 1996," whrch I have 

prepored w1th J Gregory Stdak. Dav1d S Stbley, Donrel F Spulber 

and Mtchaet A Wrlltams 
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1 Q (By Mr. McCo rmick) Or . S ibley, do you have a 

2 summa r y of you r testimony? 

) A Ye s. 

4 Q Please pre ~;c n lt.t l ' :. i [' . 

5 A The Corr.miss j o n ' s Ut.!ci::;ion in t 111 ~; .trbJtr.Jtlon 

6 :;!lou I d tilke i nlo . t c <:ount two ~: r ·y f .t c· t :; : ~ 1 1· :; t , common 

7 costs a r e large, approximately JO t o J& percent o t tot.ll 

8 cost s , on a forwa rd - looki n g bas is; two, substantial 

9 competit ion exists now in the provision of unbundled 

10 network elements . I ' m going t o elaborate on these 

I 1 points () bit bc<.:aus e they ~~ re key to ou r pr·oposa 1 . 

12 Common cos t s first . There really isn't arty 

1 ) pr· eci se way of mcasu r inq them . Any way you tdke 

requires approximations .Jnd .. :.;~;umpti ons . It ' s no t I 1Y.e 

l'> .wd i t inq GTE of Fl o riu.t ' :; p.t y r·o l J. 

16 the problem i :; to :·Lsr·t with t o t.J I co:..: t ~; ,lfl d :.;ubt. r' .J <: t 

17 o ff the 'I'ELRICs t:~nd the rct o:~il costs. To o perdtionalizc 

18 th i !.> approach, to milkC it u::;e: {ul, we .tppro xim.:lte t o t Lll 

19 f orward -l ooking costs by revenues, co commo n cos t s then 

20 wo uld be comput e d as n cant ribution type n!:.>idu.ll. 

21 There are two pot c ntiill pr·oblcm:; with th is 

22 approach, but neither of them applies with a ny force 

23 here. One potent i <1 I pro b I em i s L11.1 t r·cvcJ:u«;>::; m i<Jhl 

2 4 include s ome above -no r mal pro(its. That wo uld t~~d t o 

I! O Wt>VC• I , 
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GTE in ~·Joridtl, by tile s tt~nu.trds set up by the 

2 Commi ss ion , is not c~rning cx~css pro fits . It s return 

J on equity at the e nd o l 1 99~ w,, ::; 11.')(, pc r~cnt a s 

4 compared t o the i\Uthorizcu l r>vcl o l 17 . 2 , .t nLl Lh.tt 

5 pilttcrn goes bil ~ k into t tmt · . 

6 

7 costs might n o t l w t o r..J<~ru-l oo~:inCJ . \·lh.st d u o", tll . t l 

8 mean, r e.llly, olp. tl t tr·om U CII)(J tl m.t l l t , ••• th.tt WP , t}J 

9 repeil t ? One th i IHJ r t cuu I tl mL•.t n i s Llh l t thc> t 't:h no 1 OCJ'/ 

1 o i s ou tdil ted . The sc~ontl thing it could mean 1:; pcrh.tp:: 

ll there arc p addeLI ~ost:; . 

12 No w, su:;pic i o n o l ou tdatcu tc ..:hno l oq y .1nd 

1 3 padded costs woull ll.wc b~· l · n rc.:t !Jon.tbl c it we ~ouJd w.1 r p 

l·l in timC' b.1 ~ k t o til L' l'J(,o~; into the heyday o t 

I '> cost-o r- scrvi~c r L·qu l.tL ion .,.,,lien it GT I' ' ~ co!> t :; ·,..•Pnt up 

J(, they would ,~omt• 111 l o r '"' , . llco.tr ''''J .trii.J ' )'' ll HJIH· r 

1 1 pri ~c::.; , .b ut it d oc:;n 't 1 it GTE jn Fl o l'iut~ l o r com(· ti :nP 

18 now. GTE f o rmall y n o w i:.; unue r pri<:C t:dp:.; , .111d ll iL' l.lSl 

1 q gcncr<.~l rate inc rct~ ::.;c , t o tile bes t o f my undcrst~ndinq, 

20 was in the ear ly 1980s . 

7 1 GTE , in •'f I r e t , lt . t · l ••·•·n lllll l• · r ,, :;y:..;Ll' lll .,.,.11 -· r· ._. n omi nill 

prt < ' L'~; wo•r!.! ei tlu· r· c.:on st.:tn t o r 1alltnq dur.ing th ,lt 

23 time . ln this kind o f getup, GTE's incentives i\t'C not 

:'·l tllost' o r a 11rm, ~•u bJCCt t o ~ost o r ~•c rvi cc r c g u l<lti o n. 

?.'• GTE ' S incentives .trf' t o ht• •· t t ll.'iC'nt I ,. , ... u~ ; t· ,, pt'rmy 
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1 saved is a penny earned i f the prices dre independent of 

2 tha t . 

4 Florida . It uses SONET a nd I SDN technology . And to the 

5 best of my undc rs t<~r•ding, it!; qu.ll i ty o t serv ice rating::; 

6 have been adequate a s well . So olbsent aLove:-norma 1 

7 profits, and absent any doc umcn t vJ evidence o f 

8 inef l iciency -- ~1nu I don ' t !Jo..'ltl·ve .any h.1 s bco..'n 

9 offered -- reve nu e:.: ,, r"l' " !J UUc.l o~ppr·o x i m.1 t i o n t u t o t., 1 

10 forward-l ooking lO:: t s . 

11 calcu lated as the dllterenca be ween t o t al 

12 forward - looking cos t s and the TI:I.IHCs having nC'tt.ed ou t 

lJ the reta i l co::;ts . 

14 Using thi s approac h, we get a common cost 

1'> t i qurc o t r ou<Jhly Jf• f.JC r·ccnl u l l ot<~ I co:;Ls . 

16 Mr. Trimble will present ano the r appr oach in whi c h the 

17 commo n cos t figure comes ou t t o JO perc ent . Eithe r way, 

18 i t.' s a big number. The second key t ac t t o understand is 

1 CJ there ' s illrcady thirtl p.•r ty provt·.lon t o r rno:· t o t t lw 

20 network clements . 

21 by o ne. 

And I c L' :; CJ O ovv r· t ho:;t • qu 1 t' ~: I y cJnc 

~; j <J il•ll lll<J - tiH' I t · o11 to o1 IIUJniJ<• I u I t.."Ur.llll\" r .._. 1 , II 

2J vendo r s . GTE itself buys s ignaling from Sprint. 

2 4 Switc hing - GTr: i !: n cu:;tomer o l s wit <:llcs 

.' •..~ now. 1 t l!uy:; it::; new :;w i t <.: ll l·:.> t 1om Lucent , !lo r· th •n1 
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'l'c l ccom amJ l t•w o ttu.·r·:; . It' :: J< l :: t n o t ..1 munupo ly 

2 input. 

J Loc~l trans port - not only are their CAPs 

4 de-l iqhtcd t o sell C;"lf'"l."I C ity, but the f nc t that CAPs arc 

5 installing fiber r i ngs -- in !ac t ACS I was t o i nstal 1 

6 fibe r rings , its own s wi t c hinq <~n<.l l oops. T IH' f •l t' t th .lt 

7 rather small firms l i ~:e tha t <.: <~n do it :;; uqgc~ t that It ' ::; 

8 no t impossible f o r Sprint t o d o it e ithe r . 

<J Loo p:; co.n,. " I 1 L t I • · t, 1 t <.: I o:: • · r t u l>• · i n•J 

10 mo nopoly input , but even t he-n.> yo u C<.l n overs t d t C' the 

11 case , because a ga i n, CAPs , whi c h are i n a l o t o f the 

12 areas that Sprint would like t o e nte r-- the J o wnt own 

1 3 busines s a rc~s -- CAP:; a l rc.1dy t\ .1 v c l oops the r e . 

14 wi ll r esell the m. 

15 Also , my understanding is that wi r el ess 

The y 

16 unbundl e d l oop t e c hno l ogy i :; v i ilb lc now and wi 11 be in 

17 us e wi thin two o r t hree yea ~:; . Wi th thi s ba c kg r o und , 

18 advocate a two - pa r t npp r oac h . The t i n ; t is the M- ECI'H 

19 prici ng o t who l esa le se rvice:; .1ntl un bundled netwo d: 

20 eleme nts . The s econd i s an e nd us e r· c hilrgc . Th e 

22 a voide d cos t. App l ied t o unbund l ed ne two rk cl ements , 

;> } th e> 1-1 -ECI•H ::,,y:.; l o p l'il·<· r• ,wh PI C'tnen t .1t t h e- TEI.HI C pl u ..:; 

2 4 the opportunity cos t; how mu<.:h cou l d GTE m.:s ke usi ng '" h i s 

25 e lement itse lf? Th is is a r ul e bus inesse s ac r os s the 
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country use in every industry . There's no t hing 

2 controve r sial about it. J\ntl in t .H.: t Sprin t hd S a cc<'pl ctl 

J prices based on it, in Mi n ne :;;ota. Yestc r·day in Texas 

4 they said that t he y woul d accept t hose pri ces if the MCl 

5 and AT&T arb1tr.1tion didn't ··omc do wn t ir:: 

6 So f o r l oops , GTE has proposed .t pricC' ot $ 13 

7 because that's GTE' s e s tima t e o f the standa l one cos t o f 

8 a loop in its territo ry. If GTE ' s es timate i s too high, 

9 market forces will act t o f o r c e GTE t o lower that . 

1 0 M- ECPR d ocs not al l ow the firm t o cove r its costs . 

The 

I t's 

11 not a make-whole device . To the give some idea of the 

12 loop pr icc that would r e p! i c. ttc CTI. ' ~ cu rr r. t lcve l o t 

1J contribution is a pproMi mately $65 f o r the ave r age 

14 business c u s tomer . 

1 ~ not r ecover cost~ . 

We 're ask ing J3 . The M- EC PH w i l I 

16 That brings up the need t o r a cornpctitivt ly 

17 neutral cnu u::;cr c~MnJc . A:; I ' vc inuic<ltc<.l , GTE' :.; 

18 common costs are pretty big. If competitive entry with 

19 unbundling ma kes it i mpossible f o r GTE t o recover its 

20 cos t tht-oltCJil it :c; rate !'~ tructure , t lwn in order for G'l'E 

21 to remain fina nc ially viable, a nd t o avoid a taking o f 

.•:• GTE ' ::; pro pP r·ty, ,, compe ti tive ly neutrdl e n<.! u:;;e r· t: ll .n · qc 

23 will be needed. We 're not propos ing a c ha r ge i n th1 s 

24 arbitration, but we would .l!>k th .1 t the Commi:::;ion n I ir·m 

J~ the need t o r such Ll cl1.tr·qe to be tlc:.:igncu .1 t: ,, t uturc 
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1 da~e . 

2 Without th is c ha r ge , GTE wi ll no t be able to 

3 upgrade its networking , will no t be able to provision or 

4 mai ntain it. And this hurts everyone , includ ing 

') Sprin t . In fa c t, AT&T a nd MCI witnesses , perhaps Sprint 

6 for all 1 know, h..sve con~.:cdcu the n cuu ( o r e nd use r 

7 c harges in this setting in Hawa ii, Minnesota , Wiscons in 

a North Ca r olina and Te xas . 

9 A final point . It ' s tempting t o l ry t o a r que 

10 th .t t competiti on will b<· <: nho~nccd th e l owe r· the pri ce:.; 

11 for unbundled n e two r k elemen ts . Uut this i ~ " U.lmJ<.:rou:; 

1 2 policy to purs u e t oo f ar . If loops, for e x<lmple, must 

13 be sold below CTE ' s TEIR I C, the Commission wi ll h~ve 

14 e nacted a si tud tion a kin to r e nt control. There would 

1 ~ be e xc e ss <.l ema ncJ t o r r c·:..;o I tl I oops by the a! t e rn\1 t i ve 

16 LECs, no incent1ve t o provis i o n o r inves t in them by 

1 7 GTE. Ins tead o f the.: ma rke t guiding the alloc<l tion of 

18 l oops , an ad mini st r a t ive me~ns wo uld need t o be t ound, 

19 r eminiscent of g.~ :..;o linc pr1 c0 cont r ols in 1979, natural 

20 gas we llhcau p r· i v ,• cont r o l :; in the ~:. f' vcnti c!': .1nd r~ew 

York City r ent cont r ols . 'I'<J .1 void t lH'!a.' t r •IJ J!> "mJ 

.'.' i ns titutionali ze r• t t cc tavc loca l c xc h;~nrJe competit i o n i n 

23 Texas , I urge the Comm i ss ion to adopt the M- ECPR e nd 

~ ~ us er c ha r ge mecha ni~m that I d esc r ibe in my testimony. 

:>~ To d o dny less wuu ltl Ul' inlti iJil til •· <p ·owtlt o f 
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competitive m~11· ket l u r <.:c ::; in Lllc l ov. 11 PX <.: hnnqc m.trkct 

2 in Florida and would be a t"kinq o l GI'E ' :; propPrty. 

COMM l SS I OIH:H 1\IESLIIIG: All riqht. J 

4 MR. McCORI-1 I CK: We now tende r Or . S ibley for 

5 any cross-exarination. 

6 MR. FlNCIIEH: Thank you , Comm i ssione r. 

7 CROSS EXAMINATION 

ll IJY MIL FINCIII·:H: 

9 Q Mr. Sib ley, Den Finc her with Sprint . You i.l r e 

10 a profC'ssor ;1t the Univers ity o f Tc x.t s? 

1 1 ,, Thi\t ' s correc t . 

12 Q That ' s a full-ti me positi o n? 

1) A It j s il ! u I I · ti In(.• poL: i t i 0 11 • At 

1 4 I ' m on an unpn1d lCdVC o f dtn;en<.:c . 

1 '> Q And d o yo11 -- il.t Vt• yuu t r • :; t i I it' d 

16 othet jurisdictions? 

Ye!:., 1 h .. vc . 1 7 

18 

A 

Q !la ve you testifi<td t. o r any o ther 

19 te lecommunicat i ons company? 

A No , 1 h<lV t.: not . 

pre~ent t 

t o r· CTI : 

2 0 

2 1 Q GTE i ~ the only <.:ommu ni c.: .. •L i ons comp.tny in 

:,~ whi c h you'v.- pr· t ·:~t·n t• •d \ {':~ t Jmuny ; J•, t h.st \\) lr•· t· t ." 

2J A Th ,l t ' ~; t rur• . In l.t t.: t, d1dn ' t <.Jo . 1n~· 

2 4 telccommuni c.: <~t i on:; L'on::u l t '"'J 11nl1 I I ,:; t :.;p r i llCJ. 

i I'l l' 

in 

Q YCJ II ll .tV •"' n•·Vt'r· wcnk• ·d 1 0 1 "t••lf'<:omrnll nl t '.tt ion:: 
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company; h a ve you ? 

A Well , yc ~: . Mo:; t o l my t'clrf">er w."l s spent at 

J Bell Telephone Laboratories ilnd lle l I core . 

Q And y ou ' re nul •'JlPt.:" r i I IIJ 1\f'rc t od .ly o n beh.ll l 

of the Uni versity of Texa~ ; .tre you? 

6 A No , I am not. 

., Q Anti y o u've t L·:~ti f i NI in the C'JTj AT&T Flond.1 

6 proceeding? 

'J A ::1rhm it-t <'< I t • ·:; t i mo ny, " :; y ou m.1 y rrc .11 I • o n 

10 my particul a r phas e of it, it w.1:; dec ided ju:;t t o 

11 s tipulate the written te~ imony and de~osi tions , so I 

12 didn't actually <.lppeilr in t ile h l! , ll ing. 

l) Q But y ou presente~ testimony? 

I ·1 A Th.lt ' ::; r igh t . 

1 5 Q And the testimony yoll prP:;cntv<..J 111 lh.lt c..:. 1::r• 

J(, and the te :"; ti mony you ' rv prl!:; (•n lllfj in thi s L'o l !:t.' oti C.: 

17 similar? 

18 A That ' s right. 

19 Q And the pricing rcpro~cnt~tions arc bas i c nlly 

20 substantially the same? 

.' I A 'l'h.t I I :; J' l<jllt. 

22 Q Would y ou refer to wll<~t's been ldl.!lll I I I e u d ~; 

23 Exhibit 11 in y ou r testimony? 

24 A J ' m not sure what thot i s 

25 Q " An Economi c Framewo rk t or I mp lemen t inc; the 
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l't iL·iruJ l'ruvisions ." 

2 A 

J and A? 

0 

:.l right. 

6 

'I 

A 

Q 

You mean the repo rt th~t wa s appe nded to the Q 

'I'IIo~l ' :: po~rl o f l.ltL' compo~ite Exhibit 11 , 

Wh<lt p.tq<'? 

Just the fir s t r~~c. lvh.t t i :; Llt l ' rc 1 ,, t i o n::h i p 

3 between y o ursclt .tnd Midl.t• ·l {)p ,,rw, , ; r·L''I" r· y :>i d .1k, 

" l>o~nt•·l : :pull><..· r· .~nd Hl dl<~ t.:l lvll li ~1ms? 

10 A Well, the fiv e o f u:; were n .• t .lirH' d I.Jy GTI: , 

11 with the sta ff '.-Jo r·k t o be s uppli ed by An."lly s is Gr oup , in 

1 2 order to provide expert te s timony in LhcGe arbitrat i o n 

13 proceedings . A s you can ·cc uy l oo ~: imJ .1t ttw 

l •l f ootnot e !:: , ,, couple o f us <.~rc ,H.:<:~demics , one works fo, a 

1 •, think tank and t h e other t wo wo rk for An,, 1 y s i s Group . 

16 

17 

18 

Q 

A 

Q 

This repor t w.1 s prep<.~red at reques t of GTE? 

That ' s right . 

And it's bcinq u ~~c:d thro uc:rh o ut tiH' country i n 

19 the GTE a rbitra ti on procccd inr;s? 

20 

21 

A 

Q 

That ' ~; right . 

Thi:; repor t h.1 s n e ver b<:cn publ i s h c d o r put in 

22 a book or anything, has .it ? 

2J A The repo r- t 1\.l s n' t, n o . Ther-e .trc a c o uple of 

believe, tllnt hilVC been written :;umm.l ri ?. ing 

25 some of the content s wl\iL"11 h .,vc• 1,..,, , }:\tbrnrtt_eu t n !' 
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1 publication . 

I. Wh .1L d. ,t, . with t hi:> n·po rt wr itt<>n? 

1\ The c-xn c t d.-ltr> I d o n't .1ctu.dly n·mc·ml>er. We 

4 s t ,1rted working o n 1t, <jJJc •:.:: o1l ;:owe· l ' "111 t olu J 111'1 t II• · 

' • !! \111111H' I • imc in 

6 mid August . 

7 

t: 

]() 

Q 

1\ 

Q 

1\ 

Wou ld you loo k at Page J o ! y o ur tcs imony? 

I h ave it . 

At Line 11 thr·ouqll 1 j? 

I'm sorry, 1 don't h.1VC: lirH' numbr•r:.>. /\rc you 

11 lulking Lhe Q t.'lnJ 1\ t es timo ny no w? 

1 2 

1 ) 

Q 

Q 

I'm sorry , the t estimony, right. 

Okily . 

And y o u st<~te that -- m.t ~:c- the st.1temcnt therr 

1~ tlldt y o u ho~ve rc: vic• .. ·(•tf the· tP:: t ir.>ony o ! :;prrnt '•; pr icinq 

l G witnesses , Messrs . C.1rlson , Phc:lan ,1ntl sywc:nkr. Hhc:rc 

J/ ol l1cl in Wh<lt proceeding did you rcvi W tho:;c tes t imon ies? 

18 A Well , let ' s ~cc now . th i Ilk I I i I :: t :: o~w 

1 9 Mr . Carlson ' s testimony about the time of Lhe 1\T&T/ MCI 

~0 arbi tration here in Fl o r id.t . r ju:.; t got it throuqll 

21 federal Express . And I' ve looked at it addit ionally in 

• • .• 1111 • l.1 :: t wrl"'k o r two to pre[)clrc t o r the· arbitro~tion in 

2 J Texas between Sprint and CTI: . 

Q 

1\ 

Wa s that tes ti mony tiled here in I l o rida ? 

I don ' t J.:now . 
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l Q Wh a t abou t Mr . Phelan, whe n did you sec hi s 

2 testimony? 

j A At !jQITlL' JHJ i Ill 111 llH· l.l :;t ('(lll p ll' () I WI' P k :; . 

4 But it didn't seem as r e leva nt to wh a t 1 was interested 

5 i n as Mr. Carlson. So I j ust s ki mme d that . 

6 

7 

8 

Q 

A 

Q 

What a bout Mr . Sywenki? 

The same . 

And t iii'OU<J lluul y u ur· I• ·:; Limu n y yo u rPI C' r to t"lH' 

9 Sprint' s pricing witnesses . lvhcn you usc tlwt t e rm , arc 

1 0 yo u rcfcrrinq t o C.1rl :~on , l'h col.\11 a nd sywcn ~:i? 

11 A I'm r e f err ing -- l lJcl icve: i t' :; pr im.or· i ly 

12 Car l son, but gene ri cally I' m r e f e rring t o t he propos. ll 

lJ that s ays to pric e ~he unbundled c l ement s at TELRI C plus 

14 a fixed uniform ma rkup of , 1 believe , 1 5 percent. 

J ~ Q llavc yo u r·cv i c wcd the· t es t i many o l Mr. S tah I y 

16 tha t w3s f i led in thi s proceed ing? 

17 A I wen t o ve r it very qu ickly. I'm not well 

18 acquainte d i t with it . 

19 Q So wh a t you sa y in your t es timony with r espec t 

:..!0 l o Sp rint': ; po:; ili o n i :; ho~ : ;r·cl n n th C> tc:>ti mo ny o l 

21 Mr . Car l son, Phel.:~ n <1nd Sy~1cnki ; i s that <.;O rrcct? 

A l'r i m,, r· i I y on l'.l r I :;on. 

23 o ther two . 

2 4 Q And it ' s your unders t a nd i ng tha t Mr. carl s on 's 

2~ testimony has no t bee n til ed in Flori d a ; iG that 
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2 A I don ' t know. I did hear the witness who wa s 

J just on this morning discuss the unbundl e d network 

4 proposal in the s~mc terms that Mr. C~ rl son d oes . So 

5 perhaps he has adopted carlson ' s trs ti mony . 1 don't 

6 know . 

7 Q But y ou don ' t know if Mr. Carlson o r Phelan' s 

8 and Sywe n ki ' s tes timo ny wa s actua lly introduced in thi s 

9 proceeding? 

1 0 

1 1 

A 

Q 

No. 

Th roughout your tes timony sev e ral places , and 

1 2 also in your summary, you usc the wo rds " t a king " o( 

I J GTE ' s property? 

14 

1 5 

A 

Q 

Yes, I have . 

And " confi scu ti o n" of GTE ' s property. !)'.) YO' I 

1 6 remembe r that? 

17 

113 

19 

20 

A 

Q 

A 

Q 

Yes. 

You ' re not a lawye r : Jre y o u ? 

No . 

Have yo u done any legal re search to d e te t·mine 

21 exactly what that phrase means or wou l d mean? 

22 A I have n't. I would point o ut, though, that 

2 J one of the authors o f the repo r t , Mr . Sidak , is in fa c t 

24 a lawyer , a nd obvi ously had a lot to do with the writing 

I 11 my l! l 'On o m i st ' ~;; 
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1 l a yman's definitio n of a tak i ng , it 's setting up rules 

2 of the game that ma ke it impossible for GTE, however 

) efficiently it might op(.•rt~tc, t o re<..:ovc:r it ~; <..:o:; L!j . 

4 Q So from your perspective you're u sing that 

5 term from an economi s t' s s tandpoint a nd not as a l egal 

6 standpoint? 

7 A I' m only an economist. I have heard l a wyers 

8 discuss this, a nd my impress ion is t he r e i s a lut o f 

9 difference between the t wo concept s . 

10 Q So basic~lly your u~e of the term is ba:;e~ on , 

11 I take it, the article that you co~ uthored ? 

I 2 A It's based on the report here, whic h does have 

13 a good deal of legal ~ rgumcntntion in it . 

Q You also ci te to Section 252(d) (1) (a) of the 

15 Act concern ing the pri<.:ing ::;tt.lndan.ls t or unbund l ed 

16 ele~ents , and you make the point about assu ring a 

17 profit, or a r easonable profit, o r inc luding a 

18 reasonable profit under -- I believe it' s under 

19 paragraph 1. Do you rec~IJ that ? 

20 A Yeah, I believe -- \.Jha t GTE want :..; he r e i·; the 

21 opportunity to return a reasonable profit . It is 

22 agains t rules of the game, which how-e ver efficiently it 

2J might act, would make it impossible to earn a reasonable 

24 profit . 

25 Q Out y o u would ag r ee with me under the 
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Telecommunications Ac t it docs no t m~ndatc o r require ~ 

2 reasonable profit ; uocs it ? 

J A I don ' t bel i eve -- ju~ t can ' t imagine that 

4 whe n Congress put the words in you ' re rc!errinq to, they 

5 contemplated that pri c e s o f unbundled network clements 

6 would be constructed , which taken together would make it 

7 not poss ible for GTE to earn a reasonable profit 

a Q But you agreed with me previously tha t the 

9 word is " may " cant<~ in n rcn :;;on.lbl c pro f it o r " m.:ty " 

10 include a r casonnblc profit? 

11 A If we're toH:ing wo rding he re, it might be 

1 2 use fu 1 i f you could :::how m<.· t 11c J>r· c·c 1 "'-' po~ ::: · .HJL' you ' n ' 

lJ talking about . 

14 

15 

16 

Q 

A 

Q 

Look o n l'd JC G , I.Jnc 6 a t your· test imo ny. 

I have it. 

"Third, the Act requires that s uch prices may 

1 7 incl ude a reasonab l e.: profit. " 

A 

Q 

A 

The word " may " is in there . 

And you copied thnt from the Ac t ? 

That' s right . 

1 8 

19 

20 

21 Q Are you aware of the dec i s ion rc .. chcd by this 

23 A 1 ' m aw.t rc ,, dec i s ion Wd s rc<~ clwu . 

:1 11 or two o t it ! ; CJ L' Il<-l"o~l th ru~:t~; . 

2':> decisi o n . 

1 know o n<.' 
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1 Q I s i t y ou r understanding that the Commiss i on 

2 rejec ted y ou r M-ECPR pricing methodology? 

J A 1 hctVl! llO l l l!o.H..l llw uv<.;i:;ion l:cll"L' ! lllly t ·llO U <jll 

4 t o be i'lbl e t o n n!:;wt· r the question. 

5 Q I! ave you l"l'ild the ~; t ,\ I t I ~; n.•commt·nd o~tl un ? 

6 A I' ve r c.• , td the p.t r· t on I O <• P pr· i t.: C·S . 

7 Q I! a ve you r eild the p.1rt o n the pr l cl rHJ o ! 

8 unbundled cl ement~? 

9 

10 

A 

11 w itness? 

12 

Not aJ 1 o ! it, n o . 

MIL ll!l l"lli.H : 

COMMI SS 10 11F.R KIESL IIlG: Wh~t do y o u need t o 

13 appr oach him f or? The rcu ::.:on i:; Lhc1t it ' s di t fi c ult 

14 for-- you have t o b<.' il t il mi }: (' in o rd e r t or the> n).tr t 

:;o ! I Y' " ' v.'.lltt l ttm 

16 t o loo k at something , pcrh.tps y ou ~..:ould l e t somcorw else 

17 han~ hi m the document . 

18 MR . McCOl~l CK : Co mm ts ::> t oner Kiesl inq, could 

19 we have i denti f ied \:h ~tt h e ' :; (j o inl'J t o sho•,r Dr . S ibl e y so 

20 we cun get it out, t oo? 

2 1 MR . F lllC ll EH : lt ' ~; the !_; t.11 t ' s r <:>commt•nd.tti o n 

.!?. Jilted No vembe r 2 :•nd , l99tJ 111 Dock(:t 'JoOa -1 ·/ anu 'J I>i.l'J80 

23 that wa s dec ided on Mo nday. 

0 (By Mr . I" I nL"IH'r) 

25 I' m so rry, 1 4 9 . 
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A Yes, l've qot i t. 

Q Do wn .1L the b o ttom o r tlw P-'CJC tn the l. 1 :~t 

J paragraph above Staff ' s analys is, " Th c re t o rc ." You s ee 

t1 that word , " Th e r e f o re" ? 

6 

A 

Q 

Yes , 1 do. 

" There f ore, b ased o n the excess ively large 

7 markups o n CTEFL ' s pro p osed rates and the Commiss i o n' s 

8 p r ior rejec tion o f thu ECPH, ~ t ~ l f re~ommends that the 

9 Commission re ject GTI:FL ' s propo~;ed t-1 -I:CPH to gcnc r .,te 

10 rates f or unuunulcd llt •t" ... ·o r· f: ( •ft•m••nl :; ." 1 :; th.! l )' tHII' 

11 u nder s t a nding o l "''h<lt t he Conrnis!;ion ,, c; t cd on Mond<~y ? 

A 

Q And thi s 1!:; the :; .1 mc :;Luuy th<~t you prc~;••ntcd 

14 in thi s proceeding; i :. that ~o r· r· c..•c; t ? 

1 5 A Yes . And I think t o gain pe r s p ective , it' s 

16 u s eful t o note that it ' s the same ~tudy that produced 

17 rates thilt Sprint o~ g rt. .. c•u to in Minnc:.ot., .snd 

18 Pennsylvania, and where in 10xas yesterday the y s aid 

10 thilt if the AT&T/ MCI .n uit ro~t1 o n q ot 1 inr::hcu .:~ tt t•r the 

20 Sprint/CTE o ne, that i t would tdl-:t· !.iprint ' ~; rdt. t.s . 

/ 1 d on't sec thi'lt t h t~ rc ' s . 1 dt l !t' r·,.nt··· in p r rn~ipl t • l u• twt•<·n 

)2 Sprint .1nd u :; 011 til'-' US\..' o t llH.' M-I.C l 'lL 

23 Q 13ut my qu0:;ti on IS thi s Comm i::s1on rc)N:tcd 

l•l th.ll, thOIHJh; 1:; tll.ll I'O'I t'l'l! 

25 A Th n t' s what it 5ily~; in the pt~ ss.1qc tl1<1t you 
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1 gave me. 

2 Q Mr. Sibley, if a n lLEC fur nishe s network 

3 elements or s erv ice s t o a CLEC, ~ nd the CLECs -- CLEC A, 

4 Ba nd c , are only -- are l ocke d into diff e r e nt r ates , 

'• woul -.1 yo u .HJrc v th.t l "'u u ld l•t• di:;cTi m• n.tl lOil.' 

6 A Well, I ' m no t ;:~ l o~ •..,ryc r . 

., pr;:~c t ica l mat t er, till.' Jn:;w!·r· a:; c t· t·t .ti :ll)' nu t . 

8 let's cons ide r s ome r eal wo rld c x~mpl es he r~ be f o r e we 

9 s t a rt theo r i z i ng t oo muc h. I t ' s quite commo n f o r large 

10 busine ss c us t ome r s o f telec o mmunic at ions t o cu t 

11 contra c tual dc~ l ~ with tel ccommuni c d t i ons prov i d e r s f o r 

1 2 <~n a rr;:~y o l pr·ouuct~ .tnd sc rv1 ccs . Thos a c o n t rac t :; ,, r c 

lJ o ftenti mes no t kno..,r n t o parti c ipants i n o the r 

14 contrac t s . The y ma y well be di ff e r e nt, but we d on 't 

1 5 c all that, l e q u lly, p ric e ui: ;c rim irh t t.i o n. 

1 6 Q What .._.oul d you c .Jll pr i<.; c di scr i mi nd t i on ? 

A 

18 deg r ees o f pri ce d isc ri min.t tl o n, l it :> t, !:C:co nd , untl 

1 9 third . Wh ich o ne did yo u h.1vc i n mi nd " 

20 Q Well , l e t' s j us t t a ke thi s examp l e. Suppo s e 

2 1 AT&T , t o r exampl e , w~s e n t itled t o r d t es on a l ower ba s e 

22 a s t he ne t th~l t: w..J ~ o t t crc u L o .::1 :;m.tllcr CLEC, whi c h i :; 

2J MCI, MCI Me t r o o r Spr in t . I n yo u r view , wo uld thd t 

25 e ffo rts to en t er the ma rke t ? 



1 A Well, you have t o consid er the ~ontext here. 

2 !n fa c t, let ' s make it a l ittle more down to earth and 

J consider , OilY, Sprint vcrsu:; AT&T, MC 1 . These are 

4 contrac ts that a r e the resu lts of private negotiatio ns, 

'• ."\ nd thl" i r outcnml"' dl"pcnd~ v••ry m11c h on the ski 1 1 in 

6 negotiating and on the s heer r esources that the part i~s 

7 dec ide to put into it. If you don't put mu~h into it, 

8 you can 't e xpect to qct mud1 ou t o l 1t. !low in the 

9 AT&T/ MCI /CTE negot inti on, w<~o ce rta inly the CdS0 

10 th.,t AT&T cost witnL':>:.;o.:-:.; h.td .tn.tlyZ<'U our co~;t s t u! I. 

11 In chis case that ' s not the case . So , you ~.now , i f Li.e 

12 outcome is dif f e r ent , that ma y have something to d o with 

lJ it. 

Q l'rn no t t a lk1ng dbout negotia tion, I'm talldng 

1 5 about a rbitra tio n, what comes ou t o ! a r b itrat i on 

16 proceedings. 

A Oil, but .tr·hitr."ltion i s :>imply thr• :;orl n l 

18 final step to an d~tempt t o ncqoti.ttc . 

1') 

20 

Q 

A 

That ' s your UC ilnltl Oil Ol ttrbilr.tliOil ? 

l bel icvc ::;o . 

21 d iscussed t erms and conditi ons , 1o.~i led t o n . :.;o lv1..• some 

fl f t l l••m .\rl , l c·,~rn•~ ll• ' l •• ."" 

23 Q What I ' m talking <~bout io what comes out o l 

:?4 this proccc-dinrJ, out t he .lrl>itr.tt ion proceedi ng, those 

2S rates that come out or the .ll·lJitro.~u on pr-occcdinq . 
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lvould it not b<• di s<.: r imi n.tt u ry t o h<~Vt' di fl crcnl r. t tcs 

2 with different cei lings? 

3 A I'll simpl y sny that we sec th .lt kind o t s tu ff 

4 all the time in the busi nes5 wor ld and no o ne sues 

5 anybody else for price discrimination. 

6 Q Would y ou agree t hat the telecommun i c ati ons 

7 industry i s a declining cost industry? 

8 Depends o n the scq mc n t o f it y o u ' re 

9 discussing . Which s egment are you di s cuss ing ? 

Loca l s e rvice . 10 

11 

Q 

A I t's wi d e ly bel i eved that l ocal service has 

12 s ome e l ements whi ch c ontain econ omie s of scale or scope 

lJ thilt would mak e .iL u ndturnl mon opo ly. 

1 4 what you're r eferring t o . Declin ing c osts could al ~o 

15 mea n that the techno log y is improving o v e r time so that 

16 costs wo uld fall independe nt of v olume simpl y due to 

17 better t echnology . Whi c h i s it y ou 're a s k i ng abou t? 

18 Q Talk ing about th e: i ndustry . 

19 A I am too . 

20 Q The LO<.:dl 

21 COMtHSSIONER KIES LI NG: via it a mi nute. Wait 

22 minute . Yo u ca n ' t talk a t t he same time . Same rul es 

/.3 a pply t o y o u tha t did f o r the l ast witness. You li sten 

2 4 t o hi s entire ques ti o n. Do n ' t try to guess \olha t h e ' s 

::>!.> going to a s k yo u , ~;o t lt. tt yo u h ct~r the wh o le question 

a 
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1 before you start to answer . And Mr. Fincher , once he 

2 starts to answer, let him fini s h. Thank you. 

1 WT'I'NE~;~; :; llll.EY: 

4 c larific ation on wllilt the que!ition r eferred t o . 

5 MR . F'INCIIER : I ' m sorry , r didn't ma ke the 

6 q ues t ion clear. 

7 Q (By Mr. Finche r) Getting bac k to the question 

u o l the uccli ni mJ co~: t irli.Ju::t r· y, y o u wo uld .HJ I" C <' th t1t 

9 technology, new tec hnolo gy in the industry, r esults in 

10 declining costs -- o n the indus try as ,, wh o le; i s that 

11 correct? 

12 A I ' m n o t try ing to be diffi c ult. Let rr.e assess 

1J what there are two tlli11LJ S you could be nw<~ ninq, whi c h 

14 are consistent with th .: way y o u phrased tile ques ti o n. 

15 Do you mean that un it cost f a ll s as the volume o f o utput 

16 increases? 1hat' s o ne p oss ib l e interpretation o l 

17 decl1ning costs . Or do you m0a n that tec hnol ogy is 

18 i mp roving so tha t wl) e thcr or not unit costs decli ne with 

19 output they al l get lower o ver time simply because 

20 tec hno logy is g e tting b~ttcr? 

21 

/./. 

Q 

1\ 

Numbe r two , the second one . 

Cotcha . My undcrstilndinq is tha t t echno logy 

23 is improving in tcl ccommuni c~t i ons . 

24 Q I believe in y o ur s u mma r y you men tioned about 

2'i the c o mpetiti o n, Cfll ': ;, t o r c >: cllnplc, Ill Fl ~1 1 i d.l. 
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A I did me nti o n t h e m, yc~. 1 

2 Q Can y o u tell me how many CAPs are au thorized 

3 to provide service in Florida? 

4 A Not offhdnd, but if I we re given a five-minute 

5 brea k, I ' m sure I could come up with a number . 

6 Q Do y o u know if there are any CAPs authori z ed 

7 in Florida? 

8 A Yes, I do have some inf ormation. J CI, f o r 

9 e xample , o perates in t he Tampa area , wh i c h is n GTE 

10 area , in the Orlando a r ea , which i s a Be l ! South area . 

11 It ha s a switch in To'1lp.:l , a s witch in Orl~ndo o~nd tiber 

12 optic cable . Metropolita n Fiber Systems also o p crd tes 

1 3 in Florida. l t has a s witc h somewhere , but l 've been 

1 4 unable to de t ermine prec isely where. And MCI has an 

15 i nterim agreement , I think wi th MPS , to u sc n s wit c h in 

16 Orla ndo . So these are CA P~ . they operate, and sinc e you 

17 mention it, I just want to r ei nforce t h e poi n t. Th e y 

18 a r e on their o wn-- not being huge corporations l ike GTE 

19 a nd Sp r int -- on their own are s upplying what some 

/.0 peopl e wo uld IH:c> l o < "<~II monopo ly tnput: :. TilL•)! ' r • • 

? l laying down tiber, Lllv y ' rc in:..;t,dlin<J thci r· s wit c llinq, 

22 t e rminals if n cccs:;.Jry, ••nd AT &T in t <•ct , .t[; I' m ~~ ure 

73 you kn o w , h .::H; :..;iq rwd ::w tt c ht!HJ .tyr·eci1H.: nt~; with CAl 's 

2 4 covering 80 cities . So it's a fairly ubiquitous 

?."> phenomenon, and I !; t:Jnu IJy wtt ,·t t I sa icl ear l i c r. 



)96 

Q Do yo u kno w the m.1 rk e t :;h ,,rc tho~.c CAPs lh \V e 

2 in Florida? 

J A I would ol !>:;ume in t r r ms o f n .,>V('I11J('S , it' s 

4 sma ll, but there are two poi nt s you need t o mention wh e n 

5 you bring up th~t o ne . One i s that from t he s tandpo int 

6 of ha ving capac ity whi c h could be r eso l d , you ne ed to 

7 count dark fibe r, whi c h o f course doc~n ' t ~ro~uce 

8 reve nue and wo u I dn ' t be r c f I ccted in the m. 11· ke t. :;ha re 

9 you're talking about . Dut mo re impo rtantly, my point i s 

10 that since rel a t i ve ly small compa n ies without unifo rmly 

I I <J OOd i\ (.; t:CS!; t o LIH: ~: ind:; o t L-" olpit.:~l m,,r·Y.e t:.; th .Jt Spr int 

12 and GTE have a cces:o t o , s ince t he y C.ln put d o wn r i bc·r· 

lJ and buy s witches anJ arrange (or l oops o n tl •,ei r own , I 

14 have t rouble understanding ho w a ny of those things wou ld 

1 5 be considered n monopo l y elr•mt•nt unique ly within tho:> 

1 6 cont r o I o f GTE. 

1 7 

I H 

Q I ' m no t ::;o s ure yo u .~n~;we r· c·d til e qu0 :> t i o n . 

COMMJ :;:; I Oll EH 1\ I r::; 1.1 NG : 

19 question, so -- a nd 1t didn ' t ho~ ve ,Jnything t o d o with 

2 0 a nythi ng yo u ju5 t so id. Hut it would be ve ry he lpful, 

2 1 Or . S ibl e y, if yo u wo u ld ans we r t he ques ti o n yes or no 

2/. be f o r e yo u bcqi n yo u r· t·xpl.lruti n n, :-:o th.1t t o tll r> <' xtrnt 

; 1 you ' r·c .d.>lc t o , we ~.:, ,n lli1UI.' l·s t antl whn t -- where you're 

24 c oming from with your e xplanotio n. 

I s hould h .:!V<' s o11d " Yes , 



2 

J 

!.Jut ." 

Q 

COt1M I SS J ot i!: H K I I::S LI !lC : 

(Uy M r . Fim:h cr) 

4 c u s tomers that had a ccess t o CliP::; , o r alte rnative 
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provide r s , wa s vary low . 

6 tha t ? 

I ~ th~t correct? Did you s ay 

7 A I d on ' t kno w spee r I i c d!! y what it i s in 

a Florida , but o n a nationwide ba !: i s , the p e r c entage o ! 

9 customers or r e v enues tha t are wi th CliPs is fairly 

1 0 5mn l 1 . Th. t t ' s n o t t r u.- , o t t ·ou r:; •·, 111 :;tJ!:lC:· o t tilt· brc1 

11 money areas , d o .,.•nt o •;n .:l rCil!; ·~·i th l ot:; o t lanJC bu!·i :H~:;!> 

l J Q Ul.lt y o u uo n ' t ~; n u"'' -...•ll.tl It is 111 Fl o ridc~ ; UO 

14 you? 

1 5 II Again , l cou ld g~.-•t intcnm,tt ion ed:; lly in the 

16 course o f a b r c.Jk from a u imlc r I h ct ve . 

17 it at thi s p o int . 

r d o n It :·!'cd 1 I 

1 8 

1 9 

l.U 

?1 questi o n s . 

MR . F 1 fl CII !'H : Thdt' s a! I I h a v e . Tnank you . 

COMM l SS I OflF:H KTES I.T !IC : s ti'l [( ? 

11 ~; . I IAI<Ulll. : 

COMM J~;!;Jnlll:l< !{II :;J.J !ll"; : 

MIL 11cCOHI11 <:K : .Ju::t . 1 lt •w , Corn:n l :;:;toJH• J" 

.' 4 HJ:I>JIH l" l IXAMIIlATI O!l 

·"• I IY f-I lL MeCO IU•11("1\ : 



I 'Ill 

1 Q Or . Sibley, i s it your view that i f the prices 

2 for unbundled network elements do not ~llow GTE to 

,- , .,·ovo•r ,, n•."t:;orHtblt• ::ho~• • · o l it :; l o r·wo~rd-lnn~:inq common 

11 costs, that would .s mounl o · • t .ddn(J f 

5 

6 

7 

A 

Q 

A 

Yes. 

Why i s that? 

If it' s restricted to prices f o r unbundled 

11 · ·l o·m•• flt :: whi•·h do n ot r<·c·ov{' t- ('Ommon cor; t s , GTE , in 

9 o rde r to have the netwo rk ! unc tion, mus t cover these 

1 1 o t he> r :: , , rc no t cov C' r i nq them and GTE 

11 must cover them , GTE cannot survivu . 

12 Q And if the prices which -- it d resuller wa s 

13 able to ob t ain pri ce~ below co~ts , what wou l d that do to 

1 4 the f ac ilities o l the telecommunica t ions netwo rk in the 

I'> ::t.ttr ? 

I & A Wull , t l "''o uld <JIV<· <:'1' 1. 11u llll"<'llliV• t o 

17 provision or maintain t he m. 

18 would be risk f or everyone. 

The r esult, 1 believe , 

19 

;1 0 

/. 1 

MIL McCORMI CK : !lot lling Curthcr . Thank you. 

CuM f., 1 f; f ; I Ot~ El< K 11 :!; I . I JIG : All right, exhibits? 

MIL Mc..:COIU., I CK : w~ would move t o admit GTc 

n Exhibit 11. 

23 COMM ISSIOIIEH Kl ESLl fiG: It' s just Exhibit 11. 

24 We just start with 1 and go through the end dnd don 't 

.''• .l:;:;i<Jil lll• ·m to" l" ''t i<'lll.ll 1 11ty. 1\nd Y.'l t IHHI\ 



1 objection, Exhibit 11 will be ~dmitled. 

2 

J 

4 

"> 

7 

1:! Volume 1\.) 

9 

10 

11 

1 2 

]J 

14 

1 () 

16 

1 7 

18 

1 9 

2 1 

;>;.> 

23 

2 4 

(Exhibit No . 11 recei v ed into evi rlence.) 

Thio witness i s e xc u sed. 

MR. McCORMI CK : Ye s . 

(Witness Sibley e xcused . ) 

• 

Yes? 

(Transcript c u nt i nuc~ in scquerH.:c in 

I 'I 'I 
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