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BEFORE THE
I LLINO S COMVERCE COWM SSI ON

IN THE MATTER CF:

| LLINO S BELL TELEPHONE COVPANY
98 - 0252
Application for review of alternative
regul ati on pl an.

— L —

~—

| LLI NO S BELL TELEPHONE COVPANY
98 - 0335
Petition to rebalance Illinois Bell
Tel ephone Conpany's carrier access
and network access |ine rates.

Cl TI ZENS UTI LI TY BOARD and
THE PECPLE OF THE STATE OF ILLINAO S

— N N e

VS 00 -0764

| LLINO S BELL TELEPHONE COVPANY
Verified conplaint for a reduction in

[I'linois Bell Tel ephone Conpany's
rates and other relief.

— N N

Chicago, Illinois
February 13, 2001

Met, pursuant to notice.
BEFORE:

MR PH L CASEY, Adm nistrative Law Judge
M5. EVE MORAN, Administrative Law Judge
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APPEARANCES:

MB. LOUI SE A. SUNDERLAND
MR KARL B. ANDERSON
225 West Randol ph Street, Suite 25D
Chi cago, IL 60601
- and-
MR EDWARD A. BUTTS
1800 West Aneritech Center Drive, Room 102
West Chicago, IL 60185
for Aneritech;

MS. CHERYL L. Ham ||

MS. JOAN MARSH

222 \Wst Adans, Suite 1500

Chi cago, IL 60606
for AT&T Communi cations of Illinois,
Inc.;

SCH FF, HARDIN & WAI TE
MS. CARRIE J. H GHTMVAN
MS. TERRI BRI ESKE
6600 Sears Tower
Chi cago, IL 60606
for McLeod USA
Tel ecommuni cati ons Services, Inc.;

MANSHI O & WALLACE

MR CALVI N MANSH O

4753 N. Broadway Avenue, Suite 732
for Cable Tel evision and
Comuni cati ons Associ ati on of
Il1inois;

MR JACK PACE
30 North LaSalle, Suite 900
Chi cago, IL 60602

for the Gty of Chicago;

MB. SUSAN L. SATTER

100 West Randol ph Street

Chi cago, IL 60601
for the People of the State of
[11inois;
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APPEARANCES: ( Cont i nued)

MR MATTHEW L. HARVEY

MR DAVID L. N XON

MR SEAN R BRADY

160 North LaSalle Street, Suite C800
Chi cago, IL 60601

for the Staff of the Illinois Commerce

Comni ssi on;

M5. KAREN L. LUSSON
349 S. Kensington Avenue
LaG ange, |IL 60525
for Citizens Uility Board,

MR PETER Q NYCE, JR
901 North Stuart Street, Suite 713
Arlington, VA 22203
for Departnent of Defense & Federal
Executi ve Agenci es;

MR ALLAN GOLDENBERG
MB. ANN BLCSS
MR DAVID L. HEATON
69 West Washington, Suite 700
Chi cago, IL 60602
for the Cook County State's
Attorney's Ofice.

SULLI VAN REPCRTI NG COVPANY, by
M CHAEL R URBANSKI, C
BARBARA PERKOVI CH, C. S
STEVEN STEFANIK, C. S. R

S R
R.
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Wt nesses:

D. GEBHARDT, JR

RCBERT KOCH

THOVAS O BRI EN

I NDEX

362
417
422
450
476
482

545
550
555
561

566

617

570

620
624

Re- Re- By

Direct Cross direct cross Exam ner

499

557

564

612

653
666
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EXHI

APPLI CANT'S For ldentification

AMERI TECH
#1.0,1.1,1.
#1.3,1.4,1.
AND 1.6

DEPT OF DEFENSE
#1, 2

SAO CRGCSS
#1

G TY CROSS
#2,3,4,5

G TY CROSS
#6

STAFF
#13.0,13.0-P, 27.0
#27.0-P & 33

AMERI TECH
#3.0,3.1,3.2,3. 3,

3

2
51

and 3.4

B

350

350

476

508

530

565

617

TS

I n Evi dence

370

521

540

570

619
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(Wher eupon, Ameritech
Exhibits 1.0, 1.1, 1.2,
1.3, 1.4, 1.5 and 1.6 were marked
for identification.)
(Wher eupon, Dept. of Defense
Exhibits 1 and 2 were marked
for identification.)
JUDGE CASEY: W can go on the record.

Pursuant to the authority and direction
of the Illinois Conmrerce Conm ssion, | now call
Docket 98-0252, consolidated with Docket 98-0335 and
Docket 00-0764.

This is Illinois Bell Tel ephone Conpany,
its application for review of alternative regulation
plan; additionally Illinois Bell Tel ephone Conpany,
its petition to rebalance Illinois Bell Tel ephone
Conpany's carrier access and network access |ine
rates, and Gtizens Uility Board and the People of
the State of Illinois versus Illinois Bell Tel ephone
Conpany doi ng business as Ameritech Illinois, its
petition for reduction in rates and other relief.

May | have the appearances for the record
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beginning with staff, please.

MR, HARVEY: Appearing for the staff of the
Il1linois Comerce Comm ssion, Matthew L. Harvey,
David L. N xon, and Sean R Brady, 160 North LaSalle
Street, Suite C800, Chicago, Illinois, 60601-3104.

JUDGE CASEY: Next.

MS. SUNDERLAND: Me next ?

On behal f of Illinois Bell Tel ephone
Conpany, Louise A Sunderland, Karl Anderson and
Mar k Kerber, 225 West Randol ph Street, Chicago,
Il'linois, 60606.

And then there's an additional appearance
on behal f of Ameritech.

MR BUTTS: Edward A Butts on behalf of Illinois
Bel | Tel ephone Conpany, 1800 West Hawt horne Lane,
Room 102, West Chicago, Illinois, 60185.

MR PACE: On behalf of the Gty of Chicago, Jack
Pace, 30 North LaSalle Street, Suite 900, Chicago,
I'l'linois 60602.

M5. SATTER  Susan L. Satter appearing on behal f
of the People of the State of Illinois, 100 West

Randol ph, 11th Fl oor, Chicago, Illinois, 60601.
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MR, GOLDENBERG  Appearing on behal f of the Cook
County State's Attorney's Ofice, Alan Col denberg,
Ann Bl oss, David L. Heaton, assistant state's
attorneys, 69 West Washi ngton, Chicago, Illinois,
60602, and Suite 700.

M5. H GATMAN:  Appearing on behal f of MLeod USA
Tel ecommuni cati ons Services, Inc., Carrie J.

H ght man and Terri L. Brieske, B-r-i-e-s-k-e,
Schiff, Hardin & Waite, 6600 Sears Tower, Chicago,
[11inois.

MR, MANSHI O  Appearing on behalf of the Cable
Tel evi si on and Communi cati ons Associ ati on of
Il'linois, Calvin Manshio, firm Manshio & Vall ace,
4753 North Broadway, Suite 732, Chicago, Illinois,
60640.

M5. HAM LL: Appearing on behal f of AT&T

Conmuni cations of Illinois, Inc., Cheryl Ham I,
H-a-mi-l-1, 222 West Adans, Suite 1500, Chicago,
Il'linois, 60606.

MR, NYCE: Appearing on behalf of the Depart nent
of Defense and the Federal Executive Agencies, Peter

Q Nyce, spelled N-y-c-e, Jr., Regul atory Law
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Ofice, US Arny Litigation Center, 901 North
Stuart Street, spelled S-t-u-a-r-t, Suite 713,
Arlington, Virginia, 22203-1837.

JUDGE CASEY: Are there any further appearances?

Let the record reflect that there are no
further appearances.

This matter comes before ne today upon
hearing for the consolidated matter

Prior to swearing in the witnesses, there
was -- there is a pending notion for |eave to submt
additional surrebuttal testinony filed by Illinois
Bel | Tel ephone Conpany.

Are there any objections to that notion?

MR HARVEY: Staff has none.

MR, PACE: M. Hearing Exam ner, on behalf of the
Gty of Chicago, as you know, we just received the
motion this nmorning, we don't think we're going to
have any objection to the additional testinony.
However our experts are reviewing it and we'll
probably have sonme cross of M. Gebhardt but it
won't be ready until this afternoon

We'd like to reserve any objection until
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t hen.

JUDGE CASEY: | note that in the notion there is
some -- does the notion envision that there's goi ng
to be additional testinony for M. Gebhardt,

M ss Sunderl| and?

M5. SUNDERLAND: Excuse ne, yes, there is a piece
of additional testinony for M. Gebhardt.

JUDGE CASEY: Ckay.

M5. SUNDERLAND: It's very brief.

JUDGE CASEY: Al right.

M5. SUNDERLAND: And the parties have that.
That's what his expert is reviewing ri ght now

JUDGE CASEY: Ckay.

M5. SUNDERLAND: And we have no objection to
M. Pace addressi ng whatever issues he may w sh to
raise in cross after |lunch because I'msure we'l|
still be here after lunch with M. Gebhardt.

JUDGE CASEY: Wat I'Il dois I'Il reserve ruling
on that motion until after we adjourn for |unch
today and then we can revisit it then.

Wul d that give your expert sufficient

time, M. Pace?
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MR PACE: It should, yes.

JUDGE CASEY: Is there anything el se before we
begi n testinony?

MR HARVEY: There's one other matter,
M. Examiner, and this is probably ny fault for not
havi ng seen that it got circulated by e-nmail.

The staff filed a notion to strike
certain portions of M. Gebhardt's suppl enental
surrebuttal. That being, | believe, now up to
Ameritech Exhibit No. 1.5.

I think it would be dry gul ching
Areritech to expect themto respond to it at this
point and | woul d suggest that that nmotion be taken
with the case and Aneritech could respond at such
time as they -- you know, in the normal practice,
especially in light of the fact that | am confident
that the Hearing Exam ners will not be inflamed and
prejudi ced by the testinony that would be the
subj ect of the notion.

JUDGE CASEY: G ven your position, M. Harvey,
then what we'll do is then prior to marking the

matter heard and taken, if you will re-bring up that
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moti on again at the end and we can have a ruling
prior.

MR HARVEY: If that will give Ameritech the
reasonabl e amount of tine to respond --

JUDGE CASEY: We're going to be here a couple
weeks.

M5. SUNDERLAND: We'Il get a response hopeful ly
out .

MR, HARVEY: Fair enough

JUDGE CASEY: Thank you, M. Harvey.

MR, PACE: M. Hearing Exam ner.

JUDGE CASEY: Yes, M. Pace.

MR, PACE: There's another issue with respect to
the nmotion in limne. | believe |ast week the
Heari ng Exami ner reserved ruling to today.

I believe since the |ast status hearing
staff has filed a notion to wi thdraw certain
testimony of M. Hanson and since the | ast status
hearing | sent a letter to the Hearing Exam ners
outlining additional testinony that GC and
Anmeritech would find to be consistent -- let ne

rephrase that -- | filed a letter identifying
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additional testinony in both GCI and Aneritech's
testinmony that if the Hearing Exam ners grant
staff's motion, this additional testinmony -- this
addi tional testinony should be stricken and woul d be
consistent with the Hearing Exami ner's decision to
strike M. Hanson's testinony.

Also it's been brought to my attention
there was sone testinmony in AT&T's witness Kate
Hegstrom s testinony that relates to M. Sorenson as
wel |, and AT&T has agreed to withdraw a sentence in
her testinony, and I haven't |ooked at the testinony
yet, but that's another piece that should al so be
Wi t hdr awn.

JUDGE CASEY: M. Pace, since -- | acknow edge
recei pt of your February 8 corresponden ce.

Since that -- the content of that letter
and the Hearing Exam ner's previous ruling does not
affect M. Gebhardt's testinony today, what |I'm
going to do is Ms. Moran has been | ooking into that
particul ar i ssue and when she returns prior to those
Wi t nesses, or hopefully by the end of today, then

you will have resolution of that issue.
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But at this time I'mnot going to be
making a ruling with respect to the additiona
testinmony which may have been affected by the
previ ous Exam ner's rulings.

MR PACE: | just want to bring up another issue.

At the last status, | represented that |
woul d be filing another notion in |imne regarding
additional testinony filed by M. Pal ner.

Pursuant to an agreenment with Ameritech
I amnot going to be filing that notion

Anerit ech has agreed that | would be
all owed to ask a couple of questions of M. Dunkle
in response to this additional data provided by
M. Palnmer to resolve that matter.

JUDGE CASEY: (Ckay.
MR, PACE: One last prelimnary issue.

There's question about outstanding
di scovery, and -- |I'msure anong a few parties --
but there's sone outstandi ng di scovery that GCl has
propounded on Ameritech

I had a conversation w th counsel for

Ameritech di scussing how those data responses m ght
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be incorporated into the record if they are tendered
after the appropriate witness has testified that
woul d be the sponsor of that data request.

And there's been at |east an infornal
agreenment that some provision for adm ssion of
late-filed exhibits could be arranged for those
late-filed responses to the data r equests.

MS. SUNDERLAND: In --

MR PACE: Wth, of course, the approval of the
Heari ng Exami ner.

M5. SUNDERLAND: I n past proceedi ngs, the sane
i ssue arises with what we call hearing data requests
where a party asks a witness a question for which
the witness doesn't have the information at hand but
we supply it after the hearing.

And typically what happens is that the
Exam ner sinply provides that if the party wants to
submit that, they do so as an exhibit in that
party's own sequence and it just cones in as a
late-filed exhibit.

And that seens to have worked well in the

past. And I would think that that same process
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woul d apply here.

JUDGE CASEY: Based on that scenario, that's a
docunent that woul d have al ready existed that the
wi t ness has relied upon.

At this point we don't have that
docunent; is that right? 1t hasn't been conpiled
yet?

V5. SUNDERLAND: Well, the sane is true of
heari ng data requests.

At the tinme that the question is asked,
the response has not been conpiled. The conpany
goes back and conpiles a response, provides it to
the party who asked for it, the party then makes a
judgment as to whether they want it in the record or
not; and if they do, then it conmes in as a
late-filed exhibit typically after the record has
been cl osed.

The record is closed subject to any
late-filed exhibits of that nature.

JUDGE CASEY: During the course of the hearing
then do the parties intend to make a notation during

the course that this is where we expect this
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additional data to be derived fron?

MS. SUNDERLAND: Typically, if the question is
asked of the witness, the witness needs to obtain
the information. W sinply nake a note and it's
reflected in the transcript that we owe that party a
response in the formof a data request response. W
do so, and then that party nmakes a judgnent as to
whet her they want it in the record.

JUDGE CASEY: Al right. Then what we'll do
during the course of the hearing, if that situation
ari ses, each party that is required to provide sone
additional data or additional testinmony will nake a
notation and we'll go through, before we mark the
matter heard and taken, go through and determ ne
exactly what's outstanding so that we're not left
hangi ng wai ting for something or not know ng whet her
or not something else is comng.

V5. SUNDERLAND:  Ckay.

MR, PACE: Thank you

JUDGE CASEY: G ven that that was your |ast
prelimnary thing, M. Pace, you' re done now?

MR PACE: Yes.

361



10

11

12

13

14

15

16

17

18

19

20

21

22

JUDGE CASEY: Then we'll

call the first w tness.

And based on the witness list that was

provided to the Hearing Examiners, it will be

M. Cebhardt; is that correct --

M5.  SUNDERLAND:

JUDGE CASEY:

M5.  SUNDERLAND:

Yes.

- Ms. Sunderl and?

I"msorry.

(Wtness sworn.)

DAVI D H. GEBHARDT, JR.,

havi ng been called as a witness herein, after having

been first duly sworn,

foll ows:

was exam ned and testified as

DI RECT EXAM NATI ON

BY

M5.  SUNDERLAND:

Q Whul d you pl ease state your nane and

busi ness address for the record.

A David H Gebhardt.

My address is 1017 East

Hawt hor ne Boul evard, \Weaton, Illinois, 60187.
Q The court report er has marked for the record
Areritech Illinois Exhibits 1.0, 1.1, 1.2, 1.3, 1.4,

1.5, and 1.6.
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Do these exhibits represent your direct,
rebuttal and surrebuttal testinmony in this
pr oceedi ng?

A Yes, they do.

Q Do the record copies contain any changes or
corrections fromthe copies that were distributed to
the parties?

A | believe they do.

Q Coul d you pl ease expl ain what those changes
and corrections were.

A I will try.

There is nothing in 1.0.

In -- and nothing in 1.1.

In Exhibit 1.2, Page 3, second line from
the top, | changed M. Paul Van Lieshout (phonetic)
to David Sorenson who is the replacenment w tness.

That also reflects the direct testinony
that al so has been changed -- nane changed to M.
Sor enson.

That sane exhibit, Page 8, about the
m ddl e of the answer, where the sentence says,

however, as explained in detail by M. Palner, and,
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again, M. Van Lieshout nowis changed to

M. Sorenson.

Movi ng on to Page 25,

the bottom agai
Van Li eshout.

Page

second |line from

n, the substitution of Sorenson for

26, first ful

Van Li eshout gets taken out and M. Sorenson gets

substi t ut ed.

The first answer, second |ine,

substitution, Sorenson for Van Lieshout.

Page

Sorenson gets substituted for

And t

27, in the answer, first

sane

i ne,

Van Li eshout.

par agraph at the top

hat is the end of those corrections.

Moving on to Exhibit 1.3, Page 16, fir

full paragraph,

last |ine

- second to the | ast

line, excuse ne, where it says "in that contest™

should be "in that context."”

Page 20 of that exhibit,

par agraph, first

mor eover and denonstr at ed.

MR HARVEY:

find this.

line, inserted word "as"

I"msorry,

M. Cebhardt,

first ful

bet ween

can't

st
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THE WTNESS: First full paragraph, first line,
Page 20. It says "noreover denonstrated.” It
shoul d be "noreover as denonstrated."”

M5. SUNDERLAND: Are you in the right one?

MR, HARVEY: Pagination issue. No problem ']l
find it.

THE WTNESS: Page 41, the first answer -- the

answer on that page, take out the "no" and add the
word "yes."

MR. HARVEY: So it would read yes, first coments
Dr. Selwn counts against?

MS. SUNDERLAND:  Yes.

THE WTNESS: No. It says "yes," the Conm ssion
concl uded.

JUDGE CASEY: That's Page 417

THE WTNESS: 41, correct.

Movi ng onto Page 60, the last partia

par agraph on that page, the first line, it says
therefore a symetrical 200 to 400 basis points
shoul d be 200 to 600 basis points.

The next page, Page 61, the sanme change

applies here. First line says simlarly bel ow
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400 -- and it should -- it says "basic points." It
shoul d be "600 basis points."

So two changes there: "400" becones
"600" and "basic" becones "basis."

Page 93, third line fromthe bottom of
that page, the word "subscribe" should be changed to
"subscri bed,"” past tense.

Next page, Page 94, the sixth line in
the -- fromthe top of the answer, it says the
"conpany's support staff's position" should be
plural, "supports staff's position."

Page 105, the first question says
"M . Dunkle clainms" and then the rates shown on
Areritech Exhibit 1.1, Exhibit 8, change the word
"exhibit" to "schedule."

The sanme change down in the answer, first
line, should be "Schedule 8."

Page 136, bottom of the page, Staff
Exhibit "8.0" should be "9.0," and that ends the
corrections in Exhibit 1.3.

Movi ng onto 1.4, Page 16, about the

m ddl e of the first full paragraph on that page
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where it says "hundreds of millions of dollars,™
there's brackets around "hundreds of mllions."
That shoul d be renoved

Page 81 of that exhibit, the first full
par agraph that begins with the word to the -- words

"to the extent,"” further on in that |ine, says
"mnor cost study," there's a word m ssing, and that
word is "issues," so it should read: "To the extent
that relatively mnor cost study issues.”

And that's the extent of corrections in

Exhi bit 1.4.

In Exhibit 1.5, Page 9, there is a
comrent that was put in -- that | put in the
testinony that needs to come out. It's in brackets

it's right bel ow the answer on that where it says,
"I presunme this is comng from Degnan," that should
be renoved.

Then nmoving onto Page 32, this is the
area that | believe Mss Sunderland tal ked to
everybody in terns of the blocking er rors that
occurred, the formatting errors that occurred in the

testi nony.

367



10

11

12

13

14

15

16

17

18

19

20

21

22

Basically under the quote, everything at
the bottom of the page continuing over onto the next
page, 33, should be bl ock spaced and bl ock indented
and single spaced as part of the quote that's
contained earlier.

JUDGE CASEY: Does that begin with the
"Comm ssi on has al ways i ncl uded"?

THE WTNESS: Yes. And it ends with the words,
"that will count against IBT s r evenue requirenents”
on the next page.

On Page 36, the sanme formatting
error occurred with the sentence begi nni ng

"M. WIIenborg" and ending at the bottom of the
page with the cite to the Conmm ssion's order

That should al so be all single spaced and
put in indentation form

MR HARVEY: Does that end with the citation?

THE W TNESS: Yes.

Those are the extent of the corrections
to Exhibit 1.5.

However, the formatti ng change does

change the pagination and you all should have gotten
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new copi es.
And that is the extent of the corrections
BY MS5. SUNDERLAND:
Q Wth those changes and corrections, if |
were to ask you the questions in your testinony,
direct, rebuttal and surrebuttal orally here today,

woul d your answers be the sane?

A Yes.
M5. SUNDERLAND: | woul d nove for the adm ssion
of Aneritech Illinois Exhibits 1.0 through 1.6 with

attached schedul es and nake M. GCebhardt avail abl e
for cross-exani nation.
JUDGE CASEY: Are there any objections?
MR, HARVEY: Subject to the one that staff filed,
none fromstaff.
The staff has filed a notion to strike.
Qoviously subject to the resolution of that, we
woul d have no ot her objecti ons.
W would note for the record that --
well, we won't even worry about that.
And 1'Il go first.

JUDGE CASEY: All right. No other objections, it
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will be admitted subject to cross.
(Wher eupon, Anmeritech
Exhibits 1.0, 1.1, 1.2, 1.3,
1.4, 1.5 and 1.6 were adnitted
into evidence subject to
Cross -exam nation.)

JUDGE CASEY: M ss Sunderl and, do you have an
extra copy of 1.6? | don't have it in ny file.
Thank you.

Wth respect to cross-examnation of this
Wi tness, staff, you wish to go first?

MR, HARVEY: | have been sort of dragooned into
going first.

JUDGE CASEY: You anticipate your

cross-examnation to take how | ong?

MR HARVEY:

a hal f an hour.

but

would -- | hope |

can keep this to

| may be somewhat optimstic about that,

["1l put ny watch down here and we'll just see.

JUDGE CASEY:

Pl ease proceed.
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CRCSS - EXAM NATI ON
BY
MR HARVEY:

Q Well, M. Gebhardt, it's always good to see
you. It seens to nme you were retiring the last tine
we spoke at the nerger hearings two years ago, and |
think I speak for everybody when | say that we no
| onger believe you when you tell us you're retiring.

A Vll, | actually did retire, M. Harvey, but
certain issues have devel oped that, you know, it
wor ks best if | come back and take care of them

Q | hope we didn't cause any of those for you.
Al t hough | suspect that if you answer that | won't
like it.

I"mgoing to ask you a few general
questions about your involvenent with the whole
alternative regul ati on process.

Now, you have described yourself as the
original architect of the 1994 plan; is that
correct?

A That is.

Q Ckay. And you, in fact, gave extensive
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testinmony at the Conm ssion proceeding that led to
t he fornul ation and the adoption of that plan, did
you not ?

A | did, but I think this is even greater

Q Certainly by volune. And probably by
wei ght, too.

So your testinmony in this proceedi ng
purports, anong other things, to offer a historical
per spective on how the plan was fornul ated and how
it's functioned, correct?

A That's correct.

Q Ckay. And your testinmony al so descri bes
what, in your opinion, the Comm ssion's policy goals
were in adopting the original plan?

A Correct.

Q Ckay. Now, in the testinmony you have filed
in this proceedi ng, you make extensive reference to
the Conmission's order in -- well, what -- the
Commi ssion's order in Dockets 92-0448 and 93-0239,
whi ch aut horized the plan, do you not?

A Yes.

Q kay. So if | were to ask you -- to ask you
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today whether you were quite famliar with this
order, and for the record, this is the order in
92-0448, et cetera, you would probably say that,
yes, indeed, you were quite famliar with that
order?

A Yes.

Q Ckay. Let's talk a little bit about sort of
the functioning of the plan in general

It's your testinony that the Comm ssion
has the authority to rescind this plan if the plan
proves to have, | believe your words are, utterly
failed to nmeet the required statutory and regul atory
goal s, correct?

A That's correct.

Q Ckay. And hypothetically if the Conm ssion
were to determne that Areritech had -- and |I' m not
expecting you to agree with nme that it has or
hasn't -- if the Conmi ssion were to determ ne that
Areritech had utterly failed to nmeet the plan's
objectives, it could conceivably rescind the plan
could it not?

A Yes, it can.
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Q kay. And we're still talking
hypot hetically here, the Comm ssion coul d order that
Amreritech be placed under rate of return on a
going-forward basis if it found, as you suggest,
that there's -- there had been an utter failure to
meet the policy objectives?

A Yes. | would agree that they could do that.

Q Ckay. And, again, this is hypothetical
were the Conmi ssion to do so, it would need to
determ ne what a revenue requirenent was for
Ameritech Illinois?

I mean, you wouldn't let us do it

otherwi se, right?

A I would let you just |leave thi ngs the way
they were, but.

Q Ckay. Let's say that we're officious
bureaucrats and the Conmi ssion decides not to do
t hat .

You' d want a revenue requirenent at |east

on a going forward basis if you returning to
alternative regul ati on?

V5. SUNDERLAND: Wait. Wait. Vait.
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I think the question is a little confused
as to whether we're going back to rate of return or
going forward with alt reg.

MR HARVEY: | agree with you, Ms. Sunderl and
and I will withdraw the question and pose it what |
hope is a bit nore artfully.

BY MR HARVEY:

Q Were the conpany to be returned t o
traditional rate of return regulation, you would
want a revenue requirenent, wouldn't you?

A No.

Q kay. And that is because?

A Because | don't see any need to have a
revenue requirenent.

I mean, the Commission would want a
revenue requirement, but I would not want a revenue
requirement.

Q Ckay. Fair enough. | guess | see your
poi nt there.

Now, |'m going to ask you some questions
about sonmething that seens to nme to be very dull but

maybe you can help ne understand it better. It's
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this FAS-71 adjustnent. You may have sone thoughts
on that and I'mhoping you' Il work with ne a little
on it.
I"mgoing to ask you if you can put your
architect of the plan hat back on, if you can
Now, you're famliar with M. Dom n ak?
And |' m pronouncing that correctly?
A Yes.
Q You're famliar with his testinmony in this
pr oceedi ng?
A | couldn't swear to every word in there,
but .
Q | don't expect you to
I mean you're vaguely famliar with it,
I'' massum ng?
A Yes. | used sone of his nunbers.
Q Ckay. Now, he presents sone testinony
regardi ng certain accounting issues?
A Yes.
Q Ckay. And sone of these issues have to do
with something called the FAS-71 adjustnent,

correct?
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A That's correct.

Q And just for the benefit of the lawers in
the room that has to do, anong other things, with
the anortization of sonething called a reserve
deficiency account, right?

A | don't know that | would character ize it
exactly that way, but it certainly is the result of
a wite-down of the conpany's -- the value of the
conmpany's reserves -- a wite-up of the reserves or
wite-down of the net value of the conpany's
assets --

Q Ckay.

A -- that occurred in 1994 as a consequence
of basically the conpetitive environment that we --
that the company saw going forward and as a
consequence of the fact that the Conm ssion granted
depreciation freedomfor the conpany.

On the regul atory books of the company,
we elected -- | elected to anortize that difference
or that wite-down of the value over an eight -year
period so that the recovery woul d occur over that

period which we felt was reasonabl e -- | felt was
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reasonabl e at the tine.

Q Ckay. Just to clarify it, it was the
ei ght -year period for this wite-down was your
deci si on?

A Yes.

Q And that was presunably ratified by whoever
does such things at Ameritech Illinois?

A Yes.

Q Ckay. Now, you're famliar with a gentl enman

who rejoices in the nane of Quentin J. Kosner?

A Yes.

Q Ckay.

A M. Kosner.

Q kay. Thank you. [|'mdisnmal at nanes and |

will defer to you on that issue.
And it's M. Kosner, | believe, not
doct or ?
A It is mster.
Q Al right. And in 1993 and '94, M. Kosner
was Anmeritech Illinois's manager of capital
recovery, was he not?

A | believe that's correct.
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Q And he presented evidence in the original
alternative regul ati on case on the issue of the
anortization of this reserve deficiency that we're
tal ki ng about, correct?

A Yes, he did.

Q Ckay.

A The conpany made the -- nmade -- because in
that case, there was like a rate case going into the
case to determ ne whether or not rates were, in
quot es, reasonabl e.

Q Ckay.

A And part of the conpany's presentation of,
in quotes, a revenue requirenment --

Q Was M. --

A -- included a proposal to anortize a
reserve deficiency.

Q Ckay. And I'mconfident and I think we can
both assure the Commi ssion, can we not, that
M. Kosner's analysis that he presented to the
Conmi ssion was detailed on this point and --

A It was, as | recall, generally steeped in

the traditional things that regulators look at in
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determ ning the value of going forward with an
anortization of a reserve deficiency.

It was couched in terns of what 1'Il call
classical regulatory tools to determ ne these
t hi ngs.

Q Fai r enough.

In that context, you'd agree with ne that
M. Kosner did a pretty good job, right?

A Based on the techniques that historically
have been used.

Q Ckay.

A | believe he even worked for ne, so.

Q And so we can naturally assune that he did a
great job, can we not?

And you don't have to answer that.

Now, M. Kosner performed an anal ysis of
each depreci abl e account that would have fallen
under the rubric of this reserve deficiency?

A Yes.
Q kay. And that woul d have included average
remaining life of the asset?

A Cl assical regulatory tools that are -- that
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you | ook at depreciation.

Q And one of those classical regulatory tools
is average remaining life?

A Yes.

Q And one is future net sal vage val ue,
what ever that is?

A Yes.

Q And the cost of renoval of the asset after
you have sal vaged it?

A Yes.

Q And on all of these fascinating points,

M. Kosner gave testinony in 199- --

A Pr obably 1992.
Q Ckay.

A O three.

Q

1992 or three, and that was wit h regard to
the formul ati on of the current plan?

A That was for purposes of determning the
going in, in quotes, revenue requirenent.

Q Ckay. That's what | thought.
Now, M. Kosner proposed anortizing this

account over a five-year period, did he not?
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A Yes, he did.

Q Ckay. Fair enough.

Now, here's another really dull subject:
Exogenous changes. 1'd like to discuss the
exogenous changes.

And that's what we call the Z factor,
right?

A It certainly is.

Q Now, an exogenous change is a change in
costs over which Aneritech has no control
basical | y?

A That's it, and also that it's not reflected
or reflected disproportionately on Ameritech as
compared to the industry which would be reflected in
a GDPPI .

Q kay. So it's a situation in which not only
is it out of Aneritech's control, but it is
exclusive to Amreritech?

A O di sproportionate.

Q D sproportionate to Aneritech. Fair enough

Vell, let's talk about this just so

under st and.
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It's outside the conpany's control. W
have al ready established that?
A Correct.
Q And the costs are such as won't be picked up
in the econonmy-wide inflation factor?
A That's correct.
Q kay. I'mglad I'mnmaking nmyself clear
And the econonic effects have to be
somet hing you can verify and quantif y?
A That's al so correct.
Q And for purposes of this plan, it's got to
exceed 3 mllion bucks, right?
A That is the mninum yes.
Q Ckay. Now, let nme get nyself back to where
| bel ong here.
The reason for one of these exogenous
changes woul d typically be a change in a | aw,
regul ations; would that be a fair characterization?
A They could certainly be in that area.
Q It -- would changes in the rules or
admi nistrative rules or adm nistrative orders fal

into that category, you think?
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A They coul d.

Q Legi sl ati ve or judicial changes?

A They coul d.

Q Ckay. Now, under the alt reg plan, and |'I
just call it that fromnow on, the Comm ssion has
approved only those -- well, let me wthdraw that

and start over.

It is your testinony that under the plan
as it's been admnistered in the past, the
Conmi ssi on has approved only the proposed exogenous

changes that resulted in a lower PC, correct?

A Yeah, | think there was only one, as
remenber.
Q You renenber correctly, if you'll forgive ne

for saying so.
And --

A And it was down.

Q Ckay. Wy don't we -- that's your testinony
so | just kind of want to go over how this happens
so | understand it.

The conpany submits an annual rate filing

under the plan?
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A Yes.

Q And this includes current data showing the
calculation for the Z factor of the previous
cal endar year and that includes a recitation of the
events causing the Z factor to change, correct?

A Wll, the Z factor is zero unless the
conmpany makes a request or potentially the staff
could say, you forgot to put one in and you shoul d
have.

Q kay. That's fair.

And you woul d have to -- whoever was
sponsoring a change in the Z factor would have to
say what that change was attributable to, correct?

A That's correct.

Q Okay. And then the Conm ssion issues an
order which, ampbng other things, permts or rejects
t he exogenous treatnent of the events, if you wll,
that took place?

A The Commi ssi on di sposes, yes.

Q Di sposes, that's -- and you propose, is, |
guess, what you're sayi ng?

A Us or soneone el se m ght propose.
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Q kay. Now, if we wanted to see why the
Conmi ssion saw fit to grant or deny, dispose or --
di spose favorably or unfavorably of a request for
exogenous treatnment by Ameritech or sonebody el se,
we just have to look at those orders, right?

A Yes.

Q And you're generally famliar with the
orders -- these -- the price cap orders, are you
not ?

A Ceneral ly.

Q kay. And each of these orders would
contain the Commission's rationale for its decision
to, as you say, dispose or -- favorably or
unf avorably of this exogenous treatnent?

A Yes, the Commi ssion usually puts forth its
rational e.

Q kay. And | take it fromyour tone that you
are perhaps skeptical of this?

A I"mnot skeptical. | just think they're
wong in sonme cases, that's all.

Q Fai r enough.

Now, the four factors we di scussed, the
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out of the conpany's control, not picked up in the
econony-w de inflation, over $3 mllion, and
quantifiable and verifiable, now, the Comm ssion has
descri bed those as screening factors, haven't they?

A Yes, they have.

Q Ckay. And if that means essentially that if
t he exogenous change does not satisfy one of those,
it automatically gets deni ed exogenous treatnent,
fair?

A | don't know that |'d use the word
aut omatical |l y.

I think if it didn't, at |least fromny
perspective as a -- during the period when I filed
these things, | felt that the ones that we submtted
passed those screens.

Q So you're saying that the conpany at |east
woul dn't file anything that didn't satisfy at |east
those four criteria?

A I think that's correct.

Q And that would apply to those circunstances
under which you were directing the filing of the

price cap review --
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Yes.

-- or whatever?

> O >

Yes.

Q Now, the Commi ssion pretty nuch said that
it's -- it would use those as screening factors as
you did at Aneritech Illinois; and further, it would
conduct its review based on whether the rates
resul ting from exogenous treatment or the denial of
exogenous treatnment woul d be unjust and

unr easonabl e, correct?

A | seemto recall those words in one of the
orders.

Q kay. And 1'Il skip all of this stuff about
the orders, because -- well, yeah, 1'lIl skip all the

stuff about the orders. W' |l argue about this, M.
Sunderland and I will argue about them
But here's one thing, in each case, the
Conmi ssion indicated why it declined to permt or
permtted exogenous treatnent, correct?
A They generally or | think in all cases put
forth a rationale.

Q kay. Well, let ne just ask a couple
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questi ons.
You renenber the 1997 order?
A You're taxing nmy menory nore than --
Q Wuld the ternms "that ingenuity Ameritech

has exhibited --

A Oh, | renenber --

Q -- i n proposi ng exogenous --

A -- that.

Q -- changes," does that ring a bell?

A I think that was M. Rebey's order

Q kay. And the -- it would be fair to
characterize that as perhaps -- well, | won't even

characterize it.
You do renenber the Conm ssion did
indicate that Areritech had used a great deal of
i ngenuity in proposing exogenous changes?
A I think I would say the Commission left in
the words that M. Rebey put in his draft order
Q Fai r enough
But the Commi ssi on at no point indicated
that its decision regardi ng proposed exogenous

changes was based on whether or not such a change
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raised or lowered the PCl, did it, to your

recol | ecti on?

A No.
Q Ckay.
A No. It just as a -- it does effectively --

I nmean, actually |lower or raise the PCl

But, no, they don't make their rationale
saying that PCl was going to go up so we're going to
cut themoff at the heels, no.

kay. Fair enough. Yeah, | was trying --

A I think we probably woul d appeal one of
t hose.
Q I would certainly hope you woul d have

Here's another fascinating area, the
enbedded cost per loop. | bet you wanted to cone to
Chicago on a cold Tuesday norning to tal k about the
enbedded cost per | oop.

A Actually | came in on a much col der
Saturday, but it's because the airfares were
cheaper.

Q That's -- you're a responsi ble corporate

fiduciary, M. GCebhardt.
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Wuld it be fair to say that you don't
have a great deal of experience in preparing cost of
servi ce studies?

A No, | wouldn't say that.

Q Have you ever, yourself, prepared one, |
guess?

A | have supervised them

Q So you, yourself, haven't gone down in the
trenches and --

A | haven't done time in notion studies and
all those things that go into a LRSI C study.

I have certainly done revenue requirenent
studies in ny career, and | have certainly done
access charge cost studies in a fully distributed
cost environnent.

| have done a |ot of stuff.

Q Ckay. Well, that's a good answer.

Now, you attached a calculation to the
back of your supplenental surrebuttal testinony as
Schedul e 1, correct?

M5. SUNDERLAND: | think it was the additional --

the one that we just sent out |ast night.
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HARVEY: |Is that the corrected version?

SUNDERLAND:  Yeah.

2 3

HARVEY: Ckay.

M5. SUNDERLAND: No, I'msorry I'mmixed up. |I'm
sorry. Never nind.

THE W TNESS: Counsel or.

M5. SUNDERLAND: Counsel or, shut up.

JUDGE CASEY: You want to refer to an exhibit
nunber ?

MR HARVEY: Exhibit No. 1.5. You refer to it at
9 and then it is Schedule 1 attached thereto.

THE WTNESS: Ckay.
BY MR HARVEY:

Q And |I'm assum ng that this has not been in
any way -- is this the subject of any revisions?

A This 1.5, you say?

Q Yes. That woul d be what purports to be your
suppl emental surrebuttal ?

A | remenber the schedule but | don't see it.

M5. SUNDERLAND: ['mgoing to have to
doubl e-check the schedul es to these.

The record copies are m ssing that
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schedul e, but here's -- here it is.

THE WTNESS: kay, | apol ogize. | do renenber
t he schedul e.

BY MR HARVEY:

Q Now, this is an enbedded cost study, is it
not ?

A It is.

Q kay. And --

A Al so could be known as a fully distributed
cost study.

Q Let's assume you're talking to | awers and
barely know what an enbedded cost study is, so we
will stick with an enbedded cost study just for ny
benefit.

A I"mokay with that.

Q kay. Now, the data in this is for 1999?

A Correct.
Q kay. Now, Line 1 of your calculation, I'm
told, includes all of Ameritech Illinois's operating

expenses, correct?
A In the conmon |ine category.

Q Ckay. And so it doesn't include other
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operating expenses not in the conmon |ine category?
A No.
Q Ckay. Could you tell nme what other

operating expenses the conpany woul d have, just so

know?
A This is interstate data.
Q Ckay.
A Understand that. It is the common |ine

category of the interstate data. So there are other
categories in the interstate jurisdicti on, swtched
access, special access, that have different costs
associ ated with them

Q Ckay.

A Keep in mnd that when you do the separation
to interstate, then there's another FCC rul e that
takes those costs and divides theminto broad
categories of services in the FCC s jurisdiction

Q | have been given to understand that,
al t hough 1 have al ways run scream ng fromthe
proposi tion.

Now, could you -- | assume there are

al l ocati ons of enbedded costs to other services
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besi des carrier common |ine, correct?

A I just said switched access, special access,
m scel l aneous in there. | can't renenber the other
cat egori es.

Q Ckay. Al right.

A I nt erexchange i s anot her category.

Q Ckay. We just wanted to understand better
what you were sayi ng there.

Let's nove on to something else. It's
your testinony that Aneritech Illinois customners
have benefitted fromthe plan in real econonic
terns?

A Yes.

Q Ckay. And, in fact, your testinony is that
custoners benefitted to the extent of nearly $950
mllion, correct?

A In the -- in just the cumul ati ve amount of
rate reductions, yes, at the then current demand

Q And this relates to your supplenental direct
at 13, and | was wondering if you could explain to
me how you conducted this cal culation, just --

A Suppl emrent al direct?
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Q VWhich | believe is 1.1 for our purposes.

MR PACE: Page 137?

MR HARVEY: Yes.

THE WTNESS: Gkay, |'mthere.

BY MR HARVEY:

Q Ckay. Now, you've got -- you nake reference
to the manner in which you crank this nunber, and
was just wondering if you could explain this to ne.

How was this nunber 400 -- $943 nillion
arrived at?

A Basically you take the rate reductions in
each of the price cap filings, we also took and
included in this nunber the initial upfront rate

reduction that the Conm ssion required.

Q Ckay.

A And you essentially say -- let's say in year
one, that reduction was -- had a val ue of $30
mllion.

Q Ckay.

A That 30 million carries over to year two,
three, four, five, so you -- basically that

particular reduction is worth $150 mllion

396



10

11

12

13

14

15

16

17

18

19

20

21

22

Q So -- okay.

A Then you do each sequential year where you
have four years of value, three years of value, two
years of value, one year of value, add themall down
and that's how you get the -- that's how | got the
943.

Q Ckay. That's what | wanted to get straight.

Now, | don't know whether you can tell ne
this, but were any of the rates that figured into
this cal cul ati on subsequently declared -- or were
any of the services that gave rise to these rates
subsequent |y decl ared conpetitive after you included

themin the --

A I"msure that there were.

Q Do you have any idea which ones?

A Busi ness access lines --

Q Ckay.

A -- | believe would -- well, let's see.
They were reclassified. | just don't

know whether or not in the price cap plan we took a
reduction in those, so | don't know that | can

speci fically answer your question
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Q

Well, fair enough. | nean, there are

probably many questions that nmany of us can't

answer .

Now, it's been your position that, and

Areritech's, | guess, that rates for service

decl ared conpetitive are conpletely irrelevant t o

this inquiry that we're involved in today?

A

Q

| believe that they are irrel evant.

So we can assune that when you cranked this

$950 million nunmber, you didn't include decreases in

rates for services that were decl ared conpetitive

right?

A

the other side of the question you just asked ne.

answer ?
Q Sure.
Since you -- since we agreed that it's
your position that there's no -- that the non- --

I'"mnot sure that that's not the other -

Could you clarify what you want ne to

that conpetitive rates don't matter in this

proceeding, | would assune that the $950 mllion

doesn't

i ncl ude any decreases in rates that took
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pl ace outside the plan, i.e. conpetitive rates?

A That's correct.

Q Ckay. And, |ikew se, we can assune that you
didn't factor in any increases in rates for
competitive services in calculating this nunber?

A That were outside the plan again, | would
agr ee.

Q Ckay. Good enough. Let's go into one -- a
coupl e of other areas here real quick, M. Gebhardt,
and I'Il try to stick to ny tinme allotnent.

Coul d you take a | ook, please, at your --
I want to say rebuttal testinmony at 87. This would
be --

A 1.3?

Q -- 1.3. It may very well be that ny 87 is
different fromyour 87, but if it is, maybe you can

help ne find where | bel ong.

You nmake -- you use the term headroom
correct?
A | don't know that we have the right page
Q It's very possibl e. 1'musing the

conmput er - generated version of this.
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M5. SUNDERLAND: | think you're over in the
re-initialization of the API/PCl starting at
Page 89.

MR, HARVEY: Yes, ma'am that's exactly where |
am
BY MR HARVEY:

Q You nake a -- it's part 4 of --

A "' mthere.

Q Ckay. Now, you use the term headroom
correct?

A Yes.

Q And this is -- by this term headroom you
mean that Ameritech's revenues in one or nore of the
servi ce baskets are less than they could lawfully be
under the price cap, correct?

A That's correct.

Q Now, you --

A O said another way, the APl is less than
the PC .

Q Much nore | ucid.

Now, you refer specifically to the

carrier basket as a basket in which there is
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headroom i.e., the APl is less than the PC,
correct?

A That's correct.

Q Now, there are four baskets, right? There's
busi ness, residential, carrier and other, correct?

A That's al so correct.

Q Ckay. Now, there's not a whole |ot of
headroomin the business basket right now, is there?

A I think there's margi nal headroom as
remenber, but there's not a |ot.

Q In fact, by marginal, do you nmean by any
chance that there's about $2.9 million?

A | didn't calculate it. | just renenber
| ooking at the data and seeing that the APl appeared
to be belowthe PCl for that basket.

Q Ckay. Can we agree that there aren't a
whol e | ot of services left in the business basket?

A Yes. | think we can agree on that.

Q Al right. Now, would it be also fair to
say that there's not a whole lot of headroomin the
resi dence basket ?

A That's a true statement.
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Q Now, it's your testinony that the conpany
has reduced rates by nore than was required under
the price index -- I'lIl wthdraw that.

It's your t estinony that the conpany has
reduced rates nore than it was required to by the
price index in the carrier basket, correct?

A That's what results in the APl being | ess
than the PC .

Q Ri ght .

And what results in this concept of
headr oom t hat we have evolved in this proceedi ng?

A That's correct.

Q Now, would it be fair to say, M. Gebhardt,
that any headroomor differential between the API
and PCl in the carrier basket is substantially the
result of access charge reductions ordered by the
Commi ssion in Dockets 97-0601, 0602?

A The carrier basket has al ways had
significant headroomin it, as | recall, |ooking
back at the tine.

So it is not only the result of that.

It's the result of other initiatives where the
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conmpany has lowered its rates.

Q Coul d we say that a significant portion of
the headroomis due to those reductions in rates?

A ["mtrying to think whether the |last price
cap index even had in it the $33 mll ion reduction,
which I think is the one you're referring to, and
I"mnot certain about that.

Based on the timng, that woul d have been
July of 2000, and I'm not sure when the 0601, 0602
rate reductions went into effect.

Q I"mnot either. 1'mhoping that you would
be able to enlighten me sonewhat, but -- would you
accept that they are in effect now?

A I would accept they're in effect now.

Q kay. Now, the Commission didn't really
intend for those particular rate reductions to be
revenue neutral, did they?

A I think that they did not forestall revenue
neutrality in their order

Q Ckay. Let's assune for the sake of argunent
that the Conmmi ssion had spoken to that issue and

they determined that it did not intend to -- for
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those reductions to be revenue neutral.
WIl you --

V5. SUNDERLAND: | have trouble with that as a
hypot heti cal since apparently, you know, the
parties -- | nean, the order says what it says. The
parties apparently disagree on what it says. And |
don't know that it's appropriate to ask as a
hypot heti cal that the order says sonething other
than what we think it says.

MR HARVEY: Well, | think the --

JUDGE CASEY: Hold on. Hold on. So your

objection is?

M5. SUNDERLAND: |'m objecting to the formof the
questi on.
MR HARVEY: | think M. Gebhardt said that he

didn't believe that it spoke to this and he said --
V5. SUNDERLAND: Excuse ne, he said he didn't
forestall it.
MR HARVEY: He said that he didn't believe that
the order prevented it.
He al so, by extension, | assume, neant

that he didn't think that the order specifically
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spoke to it.

I want to see what he thinks about this

concept of headroomthat he's cone up
V5. SUNDERLAND: | believe that he's
m scharacteri zed M. Gebhardt's testinony.

You know, the statenment that the order
does not preclude it does not nmean the sane thing as
the order didn't address it.

MR HARVEY: Well, | still think that the -- we
ask hypot hetical questions around here all the tine.
JUDGE CASEY: kay. Here's what we're going to

do.

You' re going to re-ask your hypothetica
and I'Il give another listen.

MR HARVEY: kay.

(Change of reporters.)
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(Change of reporters.)

MR. HARVEY: Let us assune for the sake of
argunent, M. Gebhardt, and I'm not expecting you to
accept this as true, that the Conm ssion did not
intend rate reductions comng out of 97-0601, 0602
to be revenue neutral. That is the hypothetical 1'm
asking the witness to accept for argunents sake.

M5. SUNDERLAND: | still have an objection to a
hypot hetical that requires us to accept an
interpretation of an order that is out there that we
don't agree with.

JUDGE CASEY: M. Harvey, you are asking himto
interpret an order

MR HARVEY: |'mnot asking himto interpret an
order, I'"masking himto deal hypothetically with
one possible interpretation of an order, that's a
different matter.

JUDGE CASEY: Then delete your reference to a
speci fic order.

BY MR HARVEY:
Q Let us assume, M. Gebhardt, for the sake of

argunent, that the Conmi ssion ordered a rate
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reduction, attributable to no particular historic
docket, in the carrier revenue basket, can we assune
t hat ?

A They ordered a reduction in the carrier
basket .

Q They ordered a reduction of a rate that
happened to fall in the carrier revenue basket?

A Ckay, assune they did.

Q And let's further assune that the order
explicitly stated or did not specifically foreclose
that revenue neutrality was not to be sought in
t hi s.

MS. SUNDERLAND: Excuse ne, you've got two
completely different concepts in your question. You
sai d assune that the order does not foreclose, and
does not precl ude.

BY MR HARVEY:

Q I will withdraw the question and rephrase
it, hopefully nore artfully. Let us assune again,
hypot hetically, that the Conm ssion ordered a
reduction in a rate that happened to be in the

carrier revenue basket, and indicated explicitly
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that it was not to be revenue neutral can. W
accept that?

JUDGE CASEY: Is that a yes, M. Cebhardt?

THE WTNESS: | understand it.

BY MR HARVEY:

Q Now, it would be inproper for the conpany to
raise rates for other services based on that head
roomright, that was afforded by the rate reduction
that | just described?

A Is that the onl y head roomthat was created
by that action?

Q Let us assume that it was.

A Then | woul d presune in doing their order,

t he Conm ssion woul d al so have nandated a | ower PCl
or sonmething so that the API/PCl interaction would
be able to basically not allow any increase, or
essentially have zero head room Because ot herw se,
you know, then the conpany that is operating under
the alternative regulatory plan woul d be forecl osed
fromdoing what it is -- what it can do. So | guess
you coul d potentially have conflicting orders.

Q That's sonet hing you, of course, would
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abhor, and never happens around here. Well, | think

I've got about as far with that as 1'mgoing to get.
Now, Aneritech proposes to conbine

servi ce baskets in this proceeding, don't they?

A Yes.

Q Ckay. This would, of course, afford the
company increased pricing flexibility, as you' ve
sai d?

A It would afford additional pricing
flexibility, particularly if there was sone a
additional latitude granted by the Comm ssion on
what we could and couldn't do relative to price
changes.

Q And by that you mean the anmount that you are

allowed to rai se a rate?

A Correct.
Q In any given filing?
A Correct.

Q Now, it's your testinmony that under the plan
where the APl is below the PCl, consunmers have
benefited from | believe you describe it as early

and excessive rate reductions?
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A That is the way | described it, yes.

Q And just -- this is your rebuttal at ny
version of your rebuttal at 89, so you may want to
check to see if that's correct. But you al so used
the term sonmewhere down the page, early and
aggressive, and I'm just wondering which you nean,
or if you nean both.

M5. SATTER If the page is different than what
M. Harvey states, would you mind clarifying that?

V5. SUNDERLAND: It is on the bottomof 89 and
the top of 90.

THE WTNESS: |'msorry, | didn't catch the
questi on.

BY MR HARVEY:

Q Well, it's just that I'mnoticing that you
used the termearly and excessive, and you then go
on and use the termearly and aggressive, and |'m
wonderi ng whi ch you nmean, or if you mean both.

A | think that it's just a descriptor. |
didn't nean anything nore by using aggressive as

opposed to excessi ve.

Q I just wanted to nmake certain that excessive
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wasn't a transcription error.

A The total purpose was to describe t he
situation where the APl was significantly bel ow the
PCl, which neans that the company had acted to | ower
rates before it needed to | ower rates.

Q I just wanted to under stand what those --
what you neant there. Since you described things as
early and excessive or aggressive, |I'mwondering if
you can tell nme which rate reduction specifically
you characterize as such?

A That's a general descriptor of the fact that
there is this difference between the PCl, which can
only mean that rate reductions were taken early, and
they were large, larger than needed to be. And the
obvious point of that is that customers benefited in
advance and the fact that, you know, people wish to
reinitialize all of these indices, basically takes,

in nmy view, punishes the conpany for good things.

Q One final line of questioning,
M. Cebhardt. | think we agree that in certain
respects Ameritech Ill inois' service quality has not

been satisfactory, either to the Conm ssion, the
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company, or the general public, correct?

A In certain circunstances.

Q And it's your testinmony that the probl ens
associated with service quality factors don't result
fromthe plan, but rather fromfactors, if you wll,
extraneous fromthe plan?

A Yes.

Q Now, your colleague, M. Hudzik points to a
coupl e of factors that may have contributed to this,
| arger than anticipated nunber of retirenments anong
the enpl oyees that do, for exanple, installation and
repair?

A | believe that's correct.

Q And a significant increase in digita
subscri ber |ine orders?

A | don't remenber that being one of his
reasons, but it very well could have been

Q Let's -- could we take a | ook at each of
those, just briefly. The conpany offered the
retirement to these enpl oyees, right?

A | don't know that you use the word offer. |

mean certain instances it's offered, certain
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i nstances people just get to that age and have
enough service, and they | eave.

Q Do you know of anything that the conpany did
to make the retirenent nore attractive to peopl e,
let's ask it what way?

A There m ght have been sone instances where
consol i dati ons or what ever brought about surpl uses,
where those fol ks were given certain packages to
cushion the loss of their jobs. | think M. Hudzik
could probably address it better than I coul d.

Q No, that's fair enough.

A | can tell you I didn't get any package, |
just reached that nagic age in service.

Q And you becane a consultant. Let's try the
DSL orders, here.

V5. SUNDERLAND: He testified that he didn't even
recall that from M. Hudzik's testinony, so | think
further cross on that would be inappropriate. |
mean, it's not even in his testinony.

MR, HARVEY: Fair enough, I'Il wthdraw the
questi on.

BY MR HARVEY:
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Q | lied to you, M. Gebhardt, | have several
ot her questions here. This is going to be the I|ast
three or four, and these are again questions that |
-- well, let nme ask one nore question, it would be
your testinony here today that if | wanted to find
out about DSL's, whether DSL orders affected the
company's repair and nai ntenance tinmes, | would
pretty nmuch have to talk to
M. Hudzi k about that, correct?

A I think that woul d be a good idea.

Q And here's sonme nore questions pretty much
al ong the sane lines, these have to do with capital
structure, and if you don't feel qualified to
answer, you are sort of the main witness so I'm
assum ng you are going to be able to tell me who
can.

A If I don't know, 1'Il try to give you
sonmebody who can.

Q Do you agree that for purposes of a LRSIC
study, it's appropriate to use a conpany's target
capital structure, assum ng that that's reasonabl e?

A Yes.
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Q Do you agree that a capital structure is
meant to reflect the relative proportions of capital
that a conpany intends to raise in future?

A Can | have the question back, again?

JUDGE CASEY: Can you read that back?

(Wher eupon, the record
was read, as requested.)
BY MR HARVEY:

Q And I'msorry, M. Gebhardt, if we could say
target capital structure, would that hel p you answer
t he question?

A That woul d hel p ne answer the question. And
I would agree with that.

Q Do you agree that Ameritech Illinois has
stated that its target capital structure is that of
its publically traded pure group conpani es?

A Yes.

Q Do you degree that Aneritech Illinois'
target capital structure consists of 75.09 percent
equity, and | believe that this is incorrect, but
24.91 percent debt?

A I think it's generally 75/25.
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Q Who would | ask to get the hard and fast
nunber on this, do you suppose?

A I think Dr. |bbotson nakes reference to what
he perceived or was told about what the target
capital structure is, and | think it mght even be
somewhere in mne, but 75/25 is the right nunber.

Q And if | had further questions,

Dr. | bbotson?

A You could ask Dr. |bbotson

V5. SUNDERLAND: Is this for LRSIC studies? 1Is
this specific to LRSI C studies, that's where you
started off? O is this a nore general question?

MR HARVEY: | think this is a nore genera
questi on.

THE WTNESS: Wy don't you just try ne on the
questi ons.

BY MR HARVEY:

Q That was the question, so you've passed with
flying --

A 75/ 25.

Q Do you agree that new conmon equity capita

is recorded on a conpany's books at market val ue
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i gnoring i ssuance costs?

A | would agree with that.

Q Fair enough. That, sir, is all | have for

you, and | thank you for your patience.

JUDGE CASEY: Additional cross?

MR PACE: | have sone. | don't know if this
I ogical, I would have additional cross, probably
related to the last file testinony. But |'m not
sure if we want to split up.

JUDGE CASEY: M. Pace, since you may have
additional cross later, why don't we skip you at
this point and come back to you this afternoon.
Anybody el se have cross?

M5. SATTER | have sone.

CRCSS EXAM NATI ON
BY

M5. SATTER

is

Q Good norning, M. Gebhardt, ny name is Susan

Satter, I'mwith the Illinois Attorney General's
of fice.
A CGood nor ni ng.

Q I just have a couple of questions
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specifically concerning Exhibit 1.4. On Page 7, you
tal k about the sinplifying call pack services that
you offer?

JUDGE CASEY: What page was that, Ms. Satter?

MS. SATTER It was Page 7.

THE W TNESS: Yes.
BY M5. SATTER

Q Let nme ask you, do you agree that all access
custonmers pay for the local calls they make either

on basic rates or on a calling plan?

A Local service custoners?

Q Yes.

A You had another word in there.

Q Access. | said all access custoners, |

shoul d say residential or business access custoners.
A You nean they have an access |ine?
Q They have access |ine, and when they nake
|l ocal calls they pay for those |local calls?
A If that happens to be the rate structure of
the carrier that is serving them
Q Assum ng what you are serving them

Ameritech is serving them
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Then they would pay for local calls.

On either basic rates or on a calling plan?

> O >

Yes.

Q Now, the conpany expected sone custoners to
pay less on the calling plans, as conpared to basic
service, and narketed the plans to enphasize
savings; is that correct?

V5. SUNDERLAND: Well, | think there is a whole
order as to whether the primary nessage of the
mar ket i ng campai gns were savi ngs or not savings,
whether it was savings or sinplicity. And I think
that order stands for itself, so | object to him
bei ng asked specific questions about marketing
canpai gns whi ch he did not address in his testinony
anyway.

BY M5. SATTER

Q Let me strike the question and ask it
differently.

JUDGE CASEY: So the objection would beyond the
scope”?

M5. SUNDERLAND: Beyond the scope and al ready the

subj ect of a Commi ssion order.
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B Y M. SATTER

Q Is it correct that the conpany expected t
some consuners would pay |l ess on the calling plan
as conpared to basic rates?

A I think they did. | think the evidence

shows that sone custoners did.

Q But that was the company's expectation
correct?

A I amnot sure what the conpany's expect at
was.

Q Did the conmpany determ ne that the
sinmpli fied and call pack plans were econom cally
rati onal for the conpanies?

A I can't answer that question

Q Are you saying in your testinony that the
conmpany received | ess revenue overall from
simplified and call pack customers than they woul
have received under basic rates. Do you recal
saying that?

A That's correct.

hat

S

ion

d

Q Do you know how many customers who were on

those rates paid nore than they woul d have pai d?
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A | do not know that.

Q Do you know whet her the conpany is still
mar ket i ng these pl ans?

A | don't know that either.

Q Now you, on Page 27 and 28, you say that
Areritech Illinois was asked to revise its equity
nunbers by the FCC?

A That's correct.

Q And then you say when you conpare the data,
it shows that Areritech -- this is on Page 28,
Ameritech Illinois's financial --

JUDGE CASEY: Wat page.

MS. SATTER  28.

BY M5. SATTER

Q You say that Ameritech Illinois' financial
performance is far closer than that of other
i ncunmbent LEC s. Do you have the equity nunbers for
t hat ?

A | said that on 28 it shows that the
correction will reduce the conmpany's return on
shareowner's equity by 1,405 points. So if you take

Ms. TerKeurst's nunbers she had and you reduce it by
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1, 405 basis points, that woul d be the nunber

Q Let nme ask you just one question about 911
rates. Are those set by contract? How are those
set ?

A I know in sone cases they are, | just don't
know in all cases if they are.

Q Odinarily, those 911 rates are set with a
muni cipality; is that correct?

A Usual ly a 911 answer location. It can be a
muni ci pality, but many nunicipalities have one 911
agency that serves nmultiple communities.

M5. SATTER That's all | have

MR GOLDENBERG Al an Col denberg and Davi d Heat on
on behal f of the Cook County State's Attorney's
Ofice. I'mgoing to try to do nore genera
questions and then Dave is going to do s one service
quality.

CRCSS EXAM NATI ON
BY
MR GOLDENBERG
Q You tal k about in your testinony that in

general the first order basically replaced rate of
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return regulation in Illinois with alternative
regul ation, correct?

A The 92-0448 record?

Q Yes, the original

A Yes.

Q And in it you indicate that it was bascially
a break in sort of regulatory approaches that there
are -- you pointed out various differences that you
felt were appropriate to one and not appropriate to
the other; is that correct?

A It was clearly a different nethod or way in
whi ch the conpany should be regul ated for its
nonconpetitive services.

Q And because of this you feel that sort of
rate case type of analysis is inappropriate?

A | definitely do.

Q Whul d you agree that conpetition is one way
to keep a price at a reasonable |evel?

A I think conmpetition will normally drive the
prices to the nmarket.

Q But that's one way of judging

r easonabl eness, correct?
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A If people aren't buying, then they must not
consider it to be reasonable. So there could be
some pricing actions taken in response to that.

Q So if you took sonething |ike basic phone
service, the dial tone for exanple, and gave
sonmebody four or five choices, that would serve to
keep pricing reasonable, if sonmebody could go from
one carrier to the next wthout any an appreciable
di fference?

A Vell, you'll get maybe the sanme kind of
servi ce, okay, noving fromone provider to another
I don't know what the price might be. For exanple,
one of ny exhibits | showed a letter that I got from
MZI wanting to sell me local service. And | called
M, and they want 19.99 for unlimted |local calling
and the access |ine.

So | look at that, and then | conpare
that to how nuch | pay for Aneritech Illinois’
access line, and then I say, how many |ocal calls do
I do. And you can rmake a price conparison, and then
you can make a choice

Q Do nost residential customers currently in
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the Cook County area have that choice?

A I don't live in cook County, but | live in
DuPage County --

Q The question was with respect to Cook?

A Cook County there are sone alternative
providers here, as well, that woul d provide
residential service.

Q But nost people can't switch to a facilities
based carrier, would you agree with that statement?

A | don't know that nost, sone cannot, | would
agree with that.

Q VWll, what other facility based carriers
coul d sonmebody in Cook County switch to?

A The one that comes to mind is Century 21,
whi ch is now RCN bought themout. So that would be
one that | can think of off the top of ny head that
are facilities based providers.

Q And are they serving all of Cook County?

A | don't know which portions. | didtalk to
their engi neer at the bar one night and he woul dn't
tell ne.

Q Under alternative regulation in Illinois,
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could the conpany seek nodification of the plan if
it determned that its earnings were too | ow?

A Yes, | believe we could have petitions for
sone nodi fication.

Q So you woul d agree at some point if earnings
were deemed by the Comm ssion to be too high that
they could nodify it downward al so?

A | wouldn't agree with that.

Q Ckay. What authority -- at what point do
you think the Conmmi ssion can nodify rates downward?

A I f the Conmission found that the goal s that
it established had not been net it can rescind the
pl an under the statute, it could nodify the plan
under the statute.

Q You woul d agree that rates have to be just
and reasonabl e under the plan at all tinmes?

A | believe that the rates are just and
reasonabl e under the plan, because the conpany's
follow the plan as outlined by the Conm ssion

Q You are famliar with the original alt reg
order, aren't you?

A Yes.
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Q Did the order have certain things in which
the Conmission articulated were there to protect
ratepayers and insure that rates were just and
reasonabl e?

A I think that --

Q And 1" m not aski ng whet her you agree with
t hem

A | don't renmember all of the words in that
order, but, you know, generally speaking, the
Conmi ssion found that its expectation was that
nonconpetitive rates would be just and reasonabl e
under the price index plan that it put forth. It
al so, you know, put in a consumer dividend and a
price freeze and a few other things that were
additional, what I'Il call benefits, that the
Conmi ssi on perceived to be for consuners.

Q Those are things you are | ooking to renove
in your current proposal?

A The cap period has expired, so in extending
the plan, we would not think that it would be
appropriate to put forth another cap, particularly

when our rates are in a situation where they need to
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be i ncreased.

Q Vll, why don't we talk about the cap for a
second. Your viewis that it expired at the end of
five years, correct?

A Yes.

Q However, the order indicates we concl ude
that its appropriate to i npose the statute nandated
cap on residential basic services, and then
parent hetically, access and band A for the full
five-year period of the alternative regul ation plan,
and that's found on Page 64 of the order in 92-0448,
93-0239.

Now, | ooking at the |anguage that the
Commi ssion used, didn't the Conmm ssion assune that
it woul d have eval uated the plan before the five
years was over, when it issued the original order?
I"I'l withdraw that question. The tinme line in the
original order presumed or provided for a review
before the five years was over; is that correct?

A I think that the way that the Commi ssion
basically required the conpany to file its

application for reviewin March of '98, that there
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m ght have been some expectation that the review
woul d take place over the subsequent coupl e of
years.

Q But doesn't the cap itself protect consumers
in the sense, and again this is on, | believe, Page
64 of the order, that custonmers whose demands are
the nost inelastic will be protected fromthe
exerci se of nonopoly power during the pendency of
this plan. Yet it's your -- is it your contention
that they didn't intend to have a cap during the
entire plan?

A It's ny viewthat they intended to have a
cap for five years, and that five years expired in
Cct ober of 1999, | guess.

Q Wthout the price cap, what protection under
your new plan woul d residential ratepayers have?

M5. SUNDERLAND: Excuse ne, the rate cap are you
tal ki ng about ?

MR GOLDENBERG  Yes.

THE WTNESS: Under the proposed revisions that
the conpany is offering here.

BY MR GOLDENBERG
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Q Correct. You are suggesting that the plan
not have that protection that was both statutorily
and extended by the Conmission for the full five
year length of the plan, and |I'm asking you what in
its place would protect the residential customer in
the sane way that that did, under your current
pr oposal ?

A I think that the custonmers are protected
froma price cap plan that as long as inflation
stays lowis going to drive prices down overall.

And nost of the services that are nonconpetitive are
residential services, and those prices will decline.

Q Yet it's equally possible under your pricing
flexibility t hat they can go up?

A I think you have to look at what's -- in the
context of what would be left as subject to the
price cap. And if you are looking at a residentia
cust omer, you've got residential access lines,
you' ve got usage for residential customers and
you' ve got features.

Now it's entirely possible, and if the

Conmi ssion doesn't do anything relative to giving us
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some upward pricing on the network access |ines,
that pricing flexibility that we are asking for
woul d be used, in the context, under the plan, to
move network access line prices upward and we woul d
have to reduce sonething else. And that something
el se could be features, or usage

Q But they woul d be your choices as a conpany,
not necessarily policy decisions made by the
Conmi ssi on?

A I think the conpany then would be in a
position to make the appropriate judgnments, yes.

Q Now, do you agree with the Comm ssion's
statement in the original order, 92-0448, 93-0239,
again, this is around, | think, Page 49, that
whet her to adopt a sharing provision as a conponent
of alternative formof regulation of noncompetitive
services is one of the nost significant decisions
that the Commi ssion will make in this proceedi ng?

A | seemto recall words to that effect.

Q Do you agree with that statenent?

A No. | agree that they made a decision, and

I think they made the right decision by not having
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ear ni ngs shari ng.

Q Whul d you al so agree that the Conmi ssi on
left open in the order the possibility that it would
entertain policy consideration regardi ng earnings
sharing as a future proceedi ng?

A Yes, | seemto recall that's in there

Q Are you famliar with earnings sharing?

A Unfortunately, yes. |It's rate of return by
anot her nane.

Q Froma policy point of view, are there
consuner benefits to earning sharing?

A There are consuner benefits to pure price
cap pl an.

Q Again, are there froma policy --

A If you are defining consuner benefits as
price reductions, and that's the total context of
your definition, then | think you could say that
earnings sharing, to the extent the conpany was abl e
to earn well, would benefit consuners.

Q Now, isn't there a risk with any kind of
price cap mechani smthat you can have a w de sw ng

in earnings, that at sone point would be
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characterized as excessive, you know? And, again,
for this hypothetical, you can assune that
managenent is brilliant, they are doing a great job,
and quite possibly the price cap i ndex m ght have
been set wong, people m ght have under esti mated
productivity or other factors. And isn't there a
risk that this can result in excessive earnings?

A That's why we went through a ot of the data
that we went through here, and we basically
denmonstrated conclusively that there was no m ssed
speci fication by the Comm ssion

Q But if there were though in the
hypot heti cal ?

A In the hypothetical, if there were sone
m ssed specifications, yeah, there could have been
problenms, but |I don't think that necessarily neans
that it's high earnings.

Q Whul dn't earni ngs sharing woul d be one
mechani smthat could serve as a protection that
woul d ki nd of protect consuners if that would have
happened? |'m not asking you whether you agree with

it, we know you don't, but wouldn't it be a tool if
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the Conmi ssion nmade a choice ot her than yours?

A Let nme have the question again.

Q "Il reask it. Wn't you agree that
ear ni ngs sharing would provide a degree of
protection to consunmers in the event that sonehow
there were excessive earnings, and by excessive, as
a result of brilliant managenent, incorrectly set
price caps or underestimates in productivity or
ot her factors?

A I don't think | can agree to that.

Q So you don't believe it would provide any
protection to consumers?

A It would provide a hammer for sharing with
custonmers i f earnings becane at sonme presubscribed
|l evel. Were |I'mhaving trouble with your question
is high earnings. W' ve got conpanies in this
econony that earn 240 percent on equity. [Is that
high? 1 don't think it is.

Q You woul d agree at sone poi nt earnings
beconme excessive and therefore unjust and
unr easonabl e?

A | can't swallow that.
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Q So is it your position under alternative reg
that the conpany can earn sky's the limt?

A Yes.

Q And is that view supported by policy experts
in your field?

A I think that policy people would say that,
you know, what the Commi ssion attenpted to do is
separate and divide -- separate the conpany from a
cost plus nentality, and put it on its own, and
basically sever the ties to earnings, that's what
price regul ation did.

The conpany earned well, | admt it. As
well as a lot of conpanies out there? Hmnmm But
I mean, | do not consider the earnings that the
company had achi eved to be excessive. And | know we
di sagree on that.

Q Now, let's turn to conpetiti on. In your
opinion, is the plan supposed to be sone type of
transition towards conpetition?

A It's a plan that allows the conpany -- to
all ow the conpany to put itself i n a position to get

ready for conpetition.
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Q Is it your view that the plan has not
negatively affected potential conpetition in the
residential market?

A | don't believe that the plan has imnpacted
competition at all, with the one caveat. That if we
had a little nmore pricing flexibility I think it
woul d be an encourager -- nore of an encourager of
competition.

Q In your testinmony in Exhibit 1.1 at Page 47
you indicate there are a nunber of reasons why
residential conpetition has been relatively slowto
energe. They include unrealistic expectations over
the pace at which facilities based conpetitors woul d
enter the nmarket and extend their offerings broadly
to the entire custoner base. And possibly strategic
decisions by the I XE's to delay entry in order to

mai ntai n existing TA-96 | ong distance restrictions

on ARBCC s, including Aneritech I11inois?
A Yes.
Q Now, given that view, you also -- are you

also fam liar with the percentage of the residentia

market that in ternms of lines, are you able to give
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us a percentage of resold and a percentage of |ines

that are available on an UNE | oop basi s?

A | can't as | sit here. | would inmagine that
Areritech Illinois probably has -- | nean the
conmpetition to date in Illinois has been primarily

driven by business market. So | would not expect a
huge market share loss for Areritech Illinois on the
residential side.

Q Now, are you al so aware of sort of current
trends in the residential market in ternms of the
competitors, do you still keep up on that?

A As | indicated, | nyself even received a
letter fromMI, and | amaware that in areas,
particularly like New York and Texas, where the
i ncunbent carrier has gotten in the | ong distance,
the residential conpetition became rather robust for
| ocal .

Q Are you aware of conpanies pulling back in
t he Chi cagol and regi on?

A I never got a letter fromMI before, and it
is an attractive deal if you nmake a lot of |oca

call s.
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Q Now, are you fam liar with band C usage
prices just in general?

A In general, yes.

Q Whul d you agree that under the plan that
they have increased to roughly 4 cents to about 10
cents a mnute when purchased on a stand al one
basi s?

A I don't know whether | recall the 4 cents,
but | think today's rate is 10 cents a mnute.

Q Now, was band C conpetitive or
nonconpetitive when the plan started?

A VWen t he plan started it was a
nonconpetitive service and renmai ned so until equa
access was introduced, in which case it becanme
competitive because that traffic could be
presubscribed to other carriers.

Q Now, is it conpetitive currently?

A Yes.

Q Now, how woul d you expl ain the service being

decl ared conpetitive and continuing to rise, what
some woul d view significantly, over the life of the

pl an?
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A I think in conpetitive nmarkets prices go
upward and downward and you price to the narket and
then you do some contracts off of that, or you offer
calling plans in an attenpt to, you know, secure
better secure, your custoner |oyalties.

Q But at sone point if that doesn't affect the
price consuners buy, would you suggest that there is
a probl enf?

A No, | would suggest that if a conpany is out
there, and they are offering a price substantially
above the nmarket, that people are going to switch

Q VWl |, what about the proposed plan that you
have, given the lack of conpetition here in Illinois
woul d provide a check on earnings?

A The plan proposed if there is no
conmpetition, their basic residential services are
going to be under the price cap. And based on the
formulas that are being proffered here, it's a
declining price every year. Just like it has been
for the last five, six years.

Q Now, when the plan started, are you famliar

wi th what percentage of your intrastate revenues
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were fromservices classified as conpetitive?

A Approxi mately 7 percent, as | recall

Q And then in 1999, what would you suggest is
the proxi mate percentage of intrastate revenues from
servi ces classified as conpetitive?

A It's approximately 58 percent.

Q Now, turning to network infrastructure
commitrent, in the original plan did Aneritech
Illinois volunteer a particular comitnent in
I'l'linois?

A Yes, the conpany offered to spend $3 billion
over five years in its infrastructure on the basis
that the Conmmi ssion woul d approve a non-earni ngs
based pl an.

Q And are you famliar with the dollar anount
that Aneritech Illinois spent on network
infrastructure since 1995?

A It's approximately 3.7 billion fromthe
1995 t hrough 1999 period, excluding the expenditures
of the other Ameritech famly of conpanies.

Q You testified in the SBC Areritech nerger

docket, correct?
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A Yes, | did.

Q And did that docket, to your know edge
result in a continuation of the merger -- of the
infrastructure conmitnent?

A It did.

Q And what is the current dollar anount?

A VWll, by the Conmission's wording, it's the
3 billion gets extended, so that's five years,
unless it's nodified in this proceeding.

Q Now, is Aneritech Illinois's position that
it should be nodified or just clarif ied?

A That's sonet hing that you need to ask
M. OBrien about, | don't work for the conpany any
nmore, as an enpl oyee, so he's the policy guy you
need to tal k about that w th.

Q Now, with respect to pricing flexibility,
nonconpetitive services are divided currently in

f our baskets?

A That's correct.

Q And Arerit ech Illinois' proposal is placing
themall in one basket?

A That's correct.

441



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Now, doesn't putting themin one basket

really allowthe -- I'Il withdraw that question.

Why did the company propose elimnating
the four baskets?

A Predominant -- this is againin

M. OBrien's testinmony, but predom nantly it's on
the basis that virtually sonme of these services |like
carrier access services, the Comm ssion has al ready
prescribed the prices on those. UNE s they provided
the prices on those, so that takes services out of
the price cap plan all together.

Then you've got virtually all business
services have been reclassified, so you' ve
el i m nated the busi ness basket, for all practical
purposes. You' ve elimnated the carrier access
basket for all particular purposes. And that |eaves
you with the other basket and the residential basket
and nost of those are residential service. So it
doesn't make any sense to have multiple baskets, in
my judgment. But you could ask M. O Brien, because
he's the proponent proposal.

Q Do you know from a policy perspective why

442



10

11

12

13

14

15

16

17

18

19

20

21

22

they were put in four baskets?

A I think | proposed it.
Q kay. That's -- then you are a good person
to ask why.

A At the tine it was proposed in that way to,
although I will tell you one thing that was turned
out alittle different, but it was proposed as a way
to keep custoner classes separate so that each one
of the custoner classes would be a beneficiary of
the plan. The Conmi ssion put some things in the
ot her basket that | had originally proposed to go in
the residential basket, such as vertical features
and the |ike.

So there are sone things in the other
basket, and | just want to make that distinction
that I would have proposed -- | did propose be in
the resi dential basket. But basically it was done
so that classes of custonmers were basically
di stinction, and would get, in quotes, equal
benefits under the plan.

Q Now, referri ng back to the original 92-0448

case, do you recall what you proposed the price
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increase to be with respect to the PCl and the
basket s?
A | basically -- individual pricing

flexibility per service?

Q Correct.
A | believe | proposed a 5 percent pricing
flexibility.

Q And why did you choose 5 percent at that
poi nt ?

A Well, actually when | originally thought
about it, I thought it should be 10, but | el ected
to be conservative and said that 5 woul d have been
okay.

Q But you felt back when the original case was
designed that 5 was a fair nunber?

A Sure, because | didn't expect that it was
the way it turned out was the Comm ssion took the 5
and gave nme 2, and then they did plus or mnus the
PCl which nmeant -- | had always thought that we
woul d be able to make sone progress on increasing
sone residential network access lines, in

particul ar, because they need to cone up in a

444



10

11

12

13

14

15

16

17

18

19

20

21

22

revenue neutral basis in the constructive plan. The
way things turned out it didn't work.

But 5 under the conditions that | thought
things mght turn out, 5 would have been okay. |
coul d have made some progress toward rationalizing
some rate structures in the context of plan. But
the Conmission |lowered the pricing flexibility, A,
and B they extended the price cap on the thing -- or
put a cap on things | needed to change the price on

Q So you don't always get what you want ?

A | try. But as a result of that ny
conclusion is we've made no progress since basically
1990.

Q Turning to universal service, you note on
Page 64 of your testinony found in Exhibit 1.1 t hat,
and | believe you state, | would note, however, that
Il1linois' standing and comparison to the rest of the
nati on appears to below. \ether one | ooks at
current or historic data. | knowthis is a matter
of concern, not only for the Conm ssion, but for the
industry as well. Yet you really don't go on to

provi de policy proposals that would, in the context
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of this proceeding, deal with that?

A I think | say at other places that, you
know, what needs to be done i s sone studying of the
uni versal service or the reasons for honel essness
bef ore you shoul d take sone action

V5. SUNDERLAND:  You mean subscri berl essness?

THE WTNESS: Thank you. Phonel essness is what |
meant. The ITA, the industry is looking at this and
they have comm ssioned a study that is in progress
at this tine. And | think what you need to do is
figure out after the study results cone out, what

actions ought to be taken.

BY MR GOLDENBERG
Q Now do you really need a study to determ ne
that raising the basic anmount that sonebody pays for
a dial tone is going to result in |ess
subscri bershi p when econonics al one are the factor?
A | don't believe that the rates are the
villain here.
Q But they are a factor, aren't they?

A | don't believe they are the villain and
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don't believe -- | don't know what the -- but it
woul d be surprising to my that since Illinois has
fairly lowrates, or Aneritech Illinois has fairly
lowrates, that it is going to be a big deal in the
st udy.
| believe there are other factors at work

here, and it's inportant that the industry, and |
think the industry is addressing it through this
study, and the Commi ssion will then have sone facts
upon which to base its forward | ooki ng view on how
to correct the problemif there indeed is one and
statistics would say that there is.

Q Now turning to network access |ine pricing.
On Page 6 of your testinony, and |I'mreferring this
time to Exhibit 1.5, you point out that |oop costs
are the single largest elenent in Aneritech
Illinois' price structure.

JUDGE MORAN: Can you repeat the page?

MR, GOLDENBERG Page 6 of Ameritech Illinois
Exhibit 1.5.

THE WTNESS: Yes, | see it.
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BY MR GOLDENBERG

Q Now, can you just give us a brief snapshot
on how | oop cost is recovered?

A Loop costs are recovered by the network
access line price that is charged by Aneritech
Illinois, and it is recovered by the end user common
line charge that is subject to the FCC s
jurisdiction.

Q Ckay, now maybe you can hel p ne under st and
something. Are you famliar with DSL?

A Sonewhat .

Q Can you just tell us briefly what that
refers to?

A It's a method by which you can increase the
band wi dth on a copper pair of wres.

Q On a very basic level, is it possible to
share the |ine between basic phone service and DSL?

A There is a concept of |ine sharing.

Q Does Aneritech Illinois when they provide
basi c service and DSL provi de them over the sane
line for people?

A I can't answer what question, | don't know.
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Q In looking at it fromthe point of view of
rate design, do you know how DSL costs are
recovered?

A | believe there are -- that you take the
increnental cost of the electronics, but | probably
shoul dn't even answer because |'m not positive.

M5. SUNDERLAND: | believe the current price that
Areritech Illinois is allowed to charge for |ine
sharing to CLEC s is zero.

BY MR GOLDENBERG

Q I's that your understandi ng?

JUDGE CASEY: Let the record reflect that
M. Gebhardt didn't know the answer to that
questi on.

M5. SUNDERLAND: This is a matter of public
record and Conmm ssion orders having to do with line
char ge.

JUDGE CASEY: M. Gebhardt didn't know the answer
to the question.

B Y VR GOLDENBERG
Q Can you maybe tell me which Aneritech

Illinois witness can answer questions on | oop cost
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I'ine sharing, and how the pricing works when DSL and
residential ?

V5. SUNDERLAND: | t hink M. O Brien would
probably be the |ogical w tness.

MR, GOLDENBERG I'Il let M. Heaton finish up
with some questions on service calling and we are
done.

CROSS EXAM NATI ON
BY
MR HEATON:

Q H, M. Gebhardt, |'m Dave Heaton
Ref erenci ng your rebuttal testinony bottom of Page
12 --

MR, HEATON: By the way, | nmay not necessarily be
just service quality questions that | ask

JUDGE CASEY: Are you referring specifically to
whi ch exhibit that you want M. GCebhart --

JUDGE MORAN: That's 1.3 and what page?

MR, HEATON: Bottom of Page 12.

B Y VR HEATON:
Q There you state alternative regulation pl an

created an environment which incented the conpany to
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invest inits network. No party disputes the
substantial investnents made in additional fibers
facilities, SS-7 and AIN, which inprove network
efficiency and reliability.

A I"'mnot finding that on 12

V5. SUNDERLAND: Were are we?

BY MR HEATON

Q How about Exhibit 1.1, Page 147

A I have it.

Q And I'mjust going to refer you to the first
question on that page, did the alternative
regul ation plan create an environment which incented
Ameritech Illinois toinvest inits network and then
you gave an answer, is that on Page 14?

A Yes, starts on 14.

Q On Page 14, 15, 16, you mention a few things
that you provide exanples of investnents that the
alternative regulation plan has resulted in; is that
correct? You talk about fiber facilities, SS-7
capabilities, a few other things. Are those
exanpl es that support your answer to that question

on Page 14?
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A Those are exanpl es of the investnments what
wer e made.
Q And do you hol d those out as exanpl es that

support your answer to the question whether it

incented Aneritech Illinois toinvest inits
net wor k?
A Can | have the question again, please?

Q Sure. Those exanples | gave you, the fiber
facilities, SS-7 capabilities, two PIC capabilities,
these are all exanples that you cite on pages 14,

15, and 16 in Exhibit 1.1. You site those after the
question that asks this: Didthe alternative

regul ation plan create an environment which incented
Areritech Illinois to invest in its network? And ny
question for you is, are those exanples for

i nvestments, are you hol ding those out as exanpl es
of how the alternative regulation plan incented
Aneritech to invest in its network?

A Those are exanples of investnents that were
made by Ameritech.

Q Yes, you said that before, but ny question

calls for a yes or a no. Are you hol ding them out
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as exanples of investnents that Ameritech nmade that
were resulted fromthe incentives of the alternative
regul ati on pl an?

A I think I would, yes.

Q And by the answer on Page 14, you are not
suggesting that because the conpany is invested many
fiber facilities, and SS-7, and AIN during the five
pl an years, you are not suggesting that that was
caused by the alternative regul ati on plan?

A No, | look at the alternative regulation
pl an being the enabler, to allow the company to
invest in things that it believed woul d be good for
the network, and its custoner.

Q But they are not the, to use the legal term
proxi mate cause, so to speak

M5. SUNDERLAND: (Cbject to the use of the | ega
termin this context.

BY MR HEATON

Q They are not the cause of then®?

A Not the cause of.

Q The alt reg plan i s not the cause of

Amreritech's nmaki ng those investnents, correct?
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A I think it's very difficult to say Aneritech
woul d have invested in those particular itens not
been there alternative regul ation. The comm t nment
the conpany nade was for 3 billion, it spent nore
than 3 billion.

What woul d have occurred under
traditional or rate of return regulation, | don't
know what portion of those investnents woul d have
been made.

Q Were it not for the alternative regulation
pl an being in place, would you preclude the
possibility that Ameritech woul d have nade these
sane investnents?

A I would not preclude it, but |I also did not
know that it would occur.

Q Ckay, thank you. And in fact, there is a
| ot of other conditions that could have al so been
enabl ers for these types of investnments during that
five year alt reg; isn't that correct?

A I"mnot sure what you nean.

Q Well, for exanmple, due to the conditions in

the SBC Aneritech nerger, ther e were conditions in
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that nmerger that required, as you stated before, in
answer to M. Col denberg's question, required some
$3 billion in investnents?

A A continuation

Q And at this point, that continuation is
still going, correct?

A Right. The five years ended in '99, and so
we continued to spend in 2, 000.

Q But in fact there are a great nany other
bench marks -- strike that.

Now, as far as -- let's talk about
Project Pronto on Page 15 of your Exhibit 1.1. |It's
at the bottom

A I"ve got it.

Q And that was another -- the project pronto
investments that you discuss, starting on Page 15,
and through about 17, that's another exanple of the
types of investnents for which the alternative
regul ation plan was an enabl er according to you; is
that correct?

A It's basically, you know, what -- | was

trying to address the question of what kinds of
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things is the conpany going to be spending its
dollars on going forward. 1|'ve told you, in part of
this, what we spent it on in the past, as part of
the five year instance. And this is explaining the
part, as does M. Jacobs explain what the conpany's
intentions are if we are going to be going forward.

I don't know, you know, again, what
portion of those projects that are contained in ny
going forward view, or M. Jacobs', | can't tell you
wi t hout alternative regulation what portion, if any,
of that kind of stuff would be done.

Q Vll, that's not ny question, but I'lI
rephrase it. On Page 14, and |I'mgoing to repeat
this question again, the question asks does the
alternative regul ation plan create an environ nment
whi ch incented Aneritech Illinois toinvest inits
network, that's the question.

After that question, there are one, two,
three, four, five, six paragraphs that conprise the
answer to that question. 1In the fourth paragraph,
as part of the answer to that question, you say nore

recently SBC announced that it will spend 3.9

456



10

11

12

13

14

15

16

17

18

19

20

21

22

billion in Project Pronto, correct?

A That's what it says.

Q And for Aneritech Illinois, that's going to
be about $900, 0007?

A 900 mllion.

Q 900 million, sorry. Now, part of the
services that are going to be included in Project
Pronto -- strike that.

In fact, on Page 16, top of the page, you
state Project Pronto is an SBC strategy that wll
enabl e broad band capabilities to be available to 80
percent of its custoner base, correct?

A Correct.

Q Now, broad band capabilities, those are
capabilities that allow several different types of
information to -- data, to be transferred across the

sane lines at the sane tine, correct?

A Yes.
Q In a general --
A Basically you get nore stream of bites, or

X's and O s going across the stuff.

Q Wul d you agree with this statenent, broad
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band is a vehicle for incorporating nore than one
channel i nto a conmuni cations transm ssion?

A Yes.

Q And woul d you agree that an exanpl e of broad
band is, nowlet ne knowif you are not famliar
with these specific technologies, but T-1, are you
famliar with that?

A That's broad band, yes.

Q And that T-1, for exanple, you can hold 24
conversations over maybe four wires, is that a fair
statenment of what T-1 does?

A It's got the equivalent of four circuits.

Q And cable TV, that's another exanple of a
broad band technol ogy?

A It is coaxial cable.

Q And that carries a whole bunch of TV
channel s on the sane coax?

A And it can carry other things.

Q ATM is that anot her exanple of broad b and

capability?
A ATM swi tches, yes, | guess | would put it in
that canp.
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Q

Wul d you agree that ATMis the ability --

allows the ability to carry many different types of

data at

the sanme time, for exanple video, voice, and

anyt hing basically capable of being digitalized; is

that a fair statenent?

A I think that's correct.

Q And just one nore, |I'mgoing to throw out
I SDN, is that another exanple of a broad band
capability?

A It's not as rich as some of the others that

you nentioned, but yes.

Q And t hese exanpl es of broad band woul d be
the type of services that the Project Pr onto woul d
bring to consuners of Illinois, correct?

A It would have that capability.

Q Vll, isn't that the main purpose behind
Proj ect Pronto?

A I think it's an enabler of DSL.

Q DSL, again, that's another broad band?

A Ri ght .

Q Now, none of those services, T-1, cable TV,

ATM 1SDN, all of those services we just discussed,
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none of those are nonconpetitive services, are they?

A No, | don't think they are, in lllinois.

Q And none of those services are related or
are used in the provisioning of plain old tel ephone
service, are they?

A They coul d be, but generally speaking, I

mean T-1, a T-1 can serve basic tel ephone service.

Q It can, but that's not the general purpose
that T-1?
A For business custoners it is. It is often

times used for that application.

Q And busi ness custoners would be types of
custoners nore inclined to use T-1 or ATM or even
| SDN, correct?

A Vll, | don't know that | would put | SDN
there, but yeah.

Q They need a lot of different lines to funnel
a lot of different comunications to make a profit?

A That is generally correct.

Q Now, in your testinony on Pages 14, 15, 16,
we di scussed these investnents that we've been

tal ki ng about. You don't nmention whether Project
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Pronto or any of those other investnments are going
to be applied to help maintain plain old tel ephone
service, do you?

A | don't think I ever made that statenent.

Q Yeah, that's ny question. So your answer is
no?

A | did not make that statement. But clearly
sonme portion of the $3 billion is going to be to
support basic tel ephone service just as it was in
the 1995 through 1999 peri od.

Q Sone portion, but you don't articulate in

your testinmony what portion, do you?

A No, | do not. It is a large portion
though, | can tell you that.
Q And 1'mgoing to go -- I'"'mgoing to ask you

about some specific Ameritech network facilit ies
that you may or may not be famliar with. Are you
famliar with some of the switches that -- the types
of switches that Ameritech is using in lllinois to
provide for plain old tel ephone service?

A Yes.

Q Wul d you agree that a substantial portion
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of those switches are -- would be considered
outdated relative to other technol ogies for
switching that are avail able today? Wuld you agree
with that statenent?

A No, | would not.

Q Wul d you agree that, for exanple, 185 ESS,
are you famliar with a 185 ESS?

A No, |'m not.

Q Are you famliar with the 5 ESS switches?

A It's a type of swtch.

Q And there are about 18 of themthat
Anmeritech uses in Illinois, correct?

A | don't know whether there are 18 or 6. |
think M. Jacobs.

Q And let nme know if these questions are
better posed to somebody el se.

A But | think, even if 18 was the right

nunber, | think that's a snmall percentage of the
total switches that Ameritech Illinois has.
Q | understand. And are you famliar with the

Aneritech Seinen's sw tches?

A I'"'maware that Seinen's -- sone of our
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central offices are Seinen's sw tches.
Q Whul d you agree that there have been
probl ens associated with these switches that

negati vely inpact the provisioning of plain old

tel ephone service to Illinois consumers?
A "' mnot aware.
Q Is there -- would M. Jacobs be sonebody

that may be nore know edgeabl e of these?

A I think you could address it to himor
potentially M. Hudzi k m ght know what kind of
quality problens, if there are any, have arisen.

Q Are you famliar with the current docket
that is addressing area code issues at this
Conmi ssi on?

A It seens |like we've been dealing with area
codes for years, but I'mnot -- let ne just go on
and say |I'mnot famliar precisely with what is
going on at the present tinme in that regard.

Q I"mgoing to show you a docunent and |I'm
going to ask you to reviewit. |'mshow ng the
docunent to counsel.

JUDGE MORAN:  And you want this marked?
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MR HEATON: | haven't nmarked it yet, but | wll
mark it as SAO Cross Exhibit 1.

MR PACE: In ternms of cross exhibits, should we
establish sone sort of guidance on this? W have
sone cross exhibits as well.

JUDGE MORAN:  They will be numerical in order.
The proponent will be SAQ in this instance, the
witness will be Gebhardt and the cross exhibit
nunber is 1 and we will follow in sequence. So
identify the proponent and the w tness to whomthe
cross exhibit is being directed.

V5. SUNDERLAND: | don't know where this is
goi ng, but | suppose he can ask his question, but
I"mgoing to -- unless he surprises nme with the
question, I"'mgoing to object to this being admtted
for any pur pose, and | don't think questioning on
this docunent is going to go anywhere.

JUDGE MORAN: Do you want to tie this in,

M. Heaton, the relevancy of this docunent to this
proceedi ng?

MR HEATON:. Yeah, | woul d.

BY MR HEATON:
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Q At the top of the page the caption is
Il1linois 847 Relief NPA 224 inplenentation status
update of 847 unassignable NXX's. That's what it
says at the top, right?

A It also says this is a conference call, so
somebody did this?

Q Vll, | can't testify, but --

JUDGE MORAN:  You can't testify, but you are the
proponent of this docunent, and there is no
background as to where this docunent comes from

MR, HEATON: | was just going to ask
M. Cebhardt sone questions about the docunent, he
didn't have to necessarily know where it cane from

JUDGE CASEY: Before we go any further --

M5. SUNDERLAND: | think it's proper to start by
asking himif he's ever seen this docunent.

JUDGE MORAN:  You have to put in your foundation.

JUDGE CASEY: Is there any testinony in
M. Cebhardt's direct or rebuttal, surrebuttal, that
refers to area code exhaustion?

V5. SUNDERLAND: There is none.

MR HEATON: Well, M. GCebhardt does refer in the
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same pages that we've been tal ki ng about --

JUDGE CASEY: kay, direct ny attention to it.

MR, HEATON: He does, on Page 15 of Exhibit 1.1,
as one of the five paragraph answers to the question
I read several times, mddle of the page, he says
conpany has al so expended many millions of dollars
modi fying its network to open it fully to
competition. This included establishing two PIC
capabilities for local toll calls, making nunb er
portability feasible for |ocal exchange service and
establishing co-location facilities.

These questions relate directly to nunber
portability and they also relat e to M. GCebhardt's
comments that sone of these investnents permitted
competitors to provide high quality innovative
services to their custonmers on that same page.

M5. SUNDERLAND: I'mat a |oss as to what that
has to do with area code exhaust.

MR HEATON: |'mnot going to tal k about area
code exhaust, per se. That happens to be the
context the case that this docunent was made. In

fact, this docunent is already part of a record in
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Docket 01-0066. However, | did just ask M.
CGebhardt several questions about 5 ESS sw tches, and
and the Seinmen switches, and that's what |I'mgetting
at because these switches are discussed on the first
page of this docunent.

M5. SUNDERLAND: [I'msorry, he can't -- | object
to himtrying to get this information into the
record through M. CGebhardt who has already told
everything he knows. And this docunment is not a
docunent that he has seen. It's from sone other
docket, it's not even an Aneritech docunment. It is
wel | outside the scope of M. CGebhardt's testinony.

MR, HEATON: | would respond that M. Gebhardt
has not yet said that he cannot answer the questions
related to this. | have not been able to ask him
any questions.

JUDGE MORAN:  In the first place, this docunent
has not been identified. If it is in fact an
exhibit, then it should have a caption of the case.

I mean, this is not presented in any type of proper
form

Secondly, there is witing on this
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docunent which we don't know if this is attorney
work product, if this is howit was put in as an
exhibit in this docunent. Are you saying this is
part of 00667?

MR HEATON. It is a docunent that is of record
in 0066, but I haven't asked that this document even
be admtted into evidence yet. | was sinply going
to ask M. CGebhardt sone questions related to it.

If there is some foundation issues that cone up and
we do want to enter it into the record, | can
provi de wi tnesses that can establish the foundation
for it.

But in the past the Comm ssion has not
strictly adhered to the rules of evidence as it
relates to establishing foundations for docunents.

I mean, | would happy to bring in a witness who wil |l
testify as to what this docunent is.

JUDGE MORAN:  Are you trying to inmpeach himw th
this docunent ?

MR HEATON:  Yes.

JUDGE MORAN:  As to sonething he said in his

testi nmony?
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MR HEATON:  Yes.
JUDGE MORAN:  And that testinony being this Page
15 of Exhibit 1.17?

MR, HEATON: Hi s general testinony in answer to

JUDGE MORAN:  No, not general testimony. |If you
want to inpeach, you have to inpeach on specific
testinmony. | see nothing here about area codes or
nunber assignability. I'mreally at a loss. So
maybe you can explain that. What precisely are you
| ooking to inmpeach on this testinony by this
docunent ?

MR HEATON. Madam Exam ner, | asked
M. Cebhardt a few m nutes ago sone questions
relating to sone switches that Aneritech uses. In
his testinmny --

JUDGE MORAN:  And he referred you to anot her
wi tness on those switches, as | recall.

MR, HEATON: He said that | could ask questions
of M. Jacobs.

M5. SUNDERLAND: And M. Hudzik.

MR HEATON: If the hearing exam ner prefer to |
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address these questions wit h another wi tness, that's
fine, but | was tal king about these issues with M.
CGebhardt, | felt it was a good time to bring it up.
It's not inperative whether

M. Cebhardt speaks to this, or --

JUDGE MORAN:  So does this go to the switches, or
does this go to this paragraph on Page 15, that's, |
guess, ny question?

MR HEATON. The switches relat es to the
par agraph on Page 15.

JUDGE MORAN:  1'mgoing to allow you to try and
establish a foundation with M. Gebhardt.

MR HEATON: Foundation for this docunment? |
doubt M. Gebhardt is going to be able to provide
that foundation, but I wll try.

BY MR HEATON:

Q M. Cebhardt, have you ever seen this
document before?

A No.

Q That pretty rmuch ends the foundation. 1| can
bring in sonebody if that's really necessary.

JUDGE CASEY: Counsel, you said it was an
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adm tted exhibit in another record?

MR HEATON. It is of record of docket 01 -0066.

JUDGE CASEY: That's not what | asked. Is it an
admtted exhibit or is it an attachnment to?

MR HEATON: It is an attachnment to, not a
pl eadi ng, some conments pursuant to a hearing
exam ner's request.

M5. SUNDERLAND: | mean, you can't just put it
any docunment you want from another record because
he'd like to put it in. It has to be sonmehow
related to this witness' testinony.

JUDGE MORAN: It has to be related and it has to
be rel evant.

MR, HEATON: | haven't heard an objection for
rel evance on this docunment yet.

M5. SUNDERLAND: Well, it's inproper fromthe get
go so we haven't gotten to the rel evance yet.

MR, HEATON: Inproper is not a |legal basis for an
objection. |If there is objection for rel evance,
will establish the relevance. But again if thisis
not the time to address this, apparently this is

causing a bit of a stir, which I really wasn't
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expecti ng.

M5. SUNDERLAND: And | don't want to suggest that
we are going to be amenable to this being introduced
in connection with another w tness either, just so
we are clear here. Watever is going on in the area
code docket is conpletely separate fromthis
pr oceedi ng.

JUDGE MORAN: | have a problem in that | don't
see anything in M. Gebhardt's testinony that
relates to area code, and I'masking if you can
point that out to me.

MR, HEATON: It doesn't relate, per se, t o area
code. It relates to the switches that Ameritech
network facilities that M. Cebhardt has said in his
testinmony, he's given several exanples of how the
alternative regul ation plan has allowed or been the
enabl er for substantial investnents in the Ameritech
net wor K.

| asked him several questions about broad
band capabilities, and none of which were related to
plain old tel ephone service. A lot of his

testinony, especially the Project Pronto
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i nvestments, those are related to nonconpetitive --
or rather conpetitive executive services, they are
not related to POTS.

What | was trying to do is ask
M. Cebhardt sone questions, and he in fact said on
cross examnation, he said that there has been sone
i nvestments in, you know, plain old tel ephone
service, he just said that.

THE WTNESS: | said substantial, actually.

MR HEATON: And he said substantial. So | was
trying to get at if part of that substanti al
i nvestments, any of that went to the switches that,
if I were allowed to continue, would show these
swi t ches have been causing problenms within the
network, and they have affected the services for
consuners.

JUDGE CASEY: All right, but I do recall you did
ask himif he was aware if there were problens with
the switches, and he said he was not aware.

MR HEATON: Yes, he did.

JUDGE CASEY: So what are we going to inmpeach him

on?
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MR HEATON: | can bring another witness.

JUDGE MORAN: That's not the problem
M. Heat on.

MR HEATON: 1'mgoing to withdraw this |Iine of
questioning at this tine. And if we need to, we
will bring it up later.

JUDGE CASEY: kay. Any other questions?

BY MR HEATON:

Q I just have have a few questions about, and
I don't have exact quotes to your testinony, so you
will either remenber it or not. |In your testinony,
you stated, you' ve taken issue with some of M.
TerKeurst's statenents that the effects of the SBC

merger are relevant t o this docketing, do you recall

t hat ?
A The effects of the nerger are rel evant?
Q Yes.
A | don't.

Q Do you recall stating in your test i nony that
only -- I'mgoing to withdraw the question.

JUDGE MORAN: M. Heaton, since you can't direct
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himspecifically to a page, why don't you state your
under st andi ng of what you believe was in M.
CGebhardt's testinony, and see if he agrees with

t hat .

M5. SUNDERLAND: | really think he should have a
reference if he's going to characterize the
testinmony and then ask M. GCebhardt whether that
fairly characterizes his testinony.

JUDGE CASEY: | have anot her suggestion. W are
going to break for lunch now And if you want to
refer back to the testinony, you can pick it up when
we get back.

(Luncheon recess.)

(Change of reporters.)
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(Change of reporters.)
(Wher eupon, SAO Cross
Exhibit No. 1 was
marked for identification

as of this date.)

JUDGE CASEY: We're going to continue then w
the cross-exam nation of M. Cebhardt who's back
t he room

M. GCebhardt, | rem nd you that you're
still under oath.

MR, HEATON: Thank you, your Honor.
FURTHER CROSS - EXAM NATI ON
BY
MR HEATON:

Q M. Cebhardt, could |I refer you to Page 1
of Exhibit 1.3, your Exhibit 1.3, and that's
rebuttal testinony of David H Gebhardt.

kay. At the top of --

We're on Page 17; is that correct?
Yeah. At the top --

Ckay.

o » O >

The top of that Page 17, bottom of that

th

in

7
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first paragraph, in your testinony you state, "A
sharp decline in both out of service greater than 24
and --

V5.  SUNDERLAND: Wit, wait, wait, wait. We're
on the wong page.

There nmust be a pagination i ssue between

you guys and us.

MR. HEATON: Ch, okay.
SUNDERLAND: What's the --

HEATON: One mnute. It's after --

5 2 O

SUNDERLAND: What's the header that we're
at?

MR. HEATON: Yeah, it's under No. 1, service
quality.

MS.  SUNDERLAND: Yes.

MR, HEATON: Ckay? And after that, the answer,
it is about five paragraphs into that answer.

The top of the page, it says, "Third, the

nmost severe service problem™”

V5.  SUNDERLAND: Ckay. Are we in that
paragraph? Are we in the paragraph that begins

"third"?

477



10

11

12

13

14

15

16

17

18

19

20

21

22

MR HEATON: Yeah.
MS.  SUNDERLAND: Ckay.
JUDGE MORAN: It's Page 14 on ny copy.
MS.  SUNDERLAND: Yes.
BY MR HEATON:
Q kay. And it's 17 on mine. So...

You state in that testinony, "Ameritech
Illinois made the out of service greater than 24
standard for cal endar year 1999 and it al so made it
for the first five nonths of 2000.

"The sharp decline in both out of service
greater than 24 and installation intervals in the
June to Cctober 2000 period was unexpected."

And then after that, you state, "I would
al so note that it falls outside the five-year period
which is the subject of this review"

Are we on the sane page then?

A Yes.

Q Ckay. Now, when you speak of the five years
which is the subject of the review, are you
referring to the period from Cctober 11th, 1994 to

Cct ober 11th, 19997
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A Actually, | look at it as '95 through '99
cal endar years.

Q Ckay. Calendars years '95 through '99.

Now, isn't it true that the five-year
period you refer tois -- strike that.

Ckay. Since the ending of that five -year
period that you referred to, there has not been a
new alt reg order issued since Cctober 11th, 1999,
which is the end of that period; isn't that correct?

A There has been no new alt reg order since
the 92-0448 order.

Q kay. In effect then, Ameritech Illinois is
still operating under substantially the sanme pricing
mechani sm and regul atory schene as it was during the
alt reg period, correct?

A During the 1995, '99 period, the price cap
pl an continues in effect.

Q And it is in effect today as we speak?

A Yes. W will be making another annua
filing in March of 2001.

Q Ckay. Well, isn't it true then that --

again, referencing you back to, | believe, on your

479



10

11

12

13

14

15

16

17

18

19

20

21

22

copy, Page 14 at the top, when you' re discussing the
2000 service quality problenms -- or, rather, nore
speci fically, when you discuss the decline in both
out of service greater than 24 and installation
intervals, isn't it true t hat that period of decline
in service quality occurred under substantially the
same pricing and regul atory schene that is still in
pl ace today, correct?
A Yes.
MR, HEATON: And | have no further questions,
M. GCebhardt.
Thank you.
JUDGE CASEY: M. Pace?
MR PACE: Good afternoon, M. Gebhardt. |'m
Jack Pace with the Gty of Chicago.
Your Honors, this nmorning, as you know,
Aneritech filed a nmotion to file additiona
suppl enental testinmony of M. Dom nak and
M. Cebhardt and | nentioned at that tine that that
was under review by our office.
We do have sone objections to the filing

of that testinony.
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JUDGE CASEY: When you say “"that," do you refer
to M. Gebhardt's or both?

MR PACE: As it turns out, both.

Now, M. Dominak is not going to be up
for cross until Thursday. And | think that with
respect to that testimony, 1'd like to have an
opportunity to talk with Anreritech's counsel and
maybe we can remedy that problem But, if not, we
can conme back to the Hearing Exam ners and give them
a status as to the progress or, you know, the |ack
of progress.

JUDGE CASEY: Ckay. Wth respect to Gebhardt,
however, what's the basis of the objection?

MR PACE: Vell, I'd like to do sonme cross of
that testinony which I think will formthe basis for
one of our objections to the testinony.

Basically, the nunbers that he has in
that testinony, we can't figure out where they cone
and we can't -- we don't see any association to the
testinmony of M. Donminak that they would like to
have admtted despite the fact that M. Gebhardt

purports to get those nunbers from M. Dom nak's
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testi nony.

JUDGE MORAN:

Wi tness on this piece of testinony;

MR

IVB.

Cross.

the end of the cross for that piece of testinony,

we' ||

PACE: That's what

SUNDERLAND:

And then if he wants to nove to strike at

just do it that way.

JUDGE MORAN: All

MR

PACE: Yeah, that's probably

right.

JUDGE MORAN: Ckay.

is that

Proceed, M.

CROSS - EXAM NATI ON

I'd like to do.

Pace.

So you want to voir dire the

it?

Why don't we just proceed with

BY
MR PACE:

Q M. Cebhardt, I'd Iike to reference you to
Illinois -- Ameritech Illinois Exhibit 1.6 titled
Additional Surrebuttal Testinmony of David H
Gebhar dt .

A Ckay.

Q Now, that's the testinony that was served on

the parties this norning;

A

Last evening,

bel i eve,

but

is that correct?
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Q Ckay. And as you know, that has not been
admtted into the record at this poi nt, correct?

MS.  SUNDERLAND: I"msorry. Excuse ne?

MR, PACE: That testinony has not been admitted
into the record at this point, correct?

V5.  SUNDERLAND: That is true.

BY MR PACE:

Q kay. Now, 1'd like to refer you to Page 3
of that testinony, Exhibit 1.6.

And you have a depreciation rate of 6.3
per cent, correct?

A Correct.

Q Ckay. Now, as you heard, we're trying to
figure out where that nunber cones fromand that --
these series of questions are trying to get to that.

Now, you say that that 6.3 percent is
Amreritech's conposite depreciation rate based on M.
Dom nak' s revi sed schedul e?

A It is the conposite rate excluding
anortization for FAS 71.

Q Now, woul d you say that that composite

depreciation rate is cal cul ated by taking the
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overal |l depreciation rate you get by dividing the
depreciation and anortizati on expense by the
pl ant -i n-service investnent?

A The way that nunber is calcu- -- was
calcul ated was to take the depreciation expense that
M. Dom nak | ast submitted, subtracting the
depreciation accrual s associated with the FAS 71 and
divide it by plant in service.

Q So is your answer to the |ast question, no?

A | didn't know that it called for a yes or no
answer .

Q Ckay. So the question is, is that rate
cal cul ated by taking the overall depreciation rate
divided -- dividing the depreciation expense and
anortization by the plant -in-service investnent?

A | explained to you how it was cal cul at ed.
You' re m ssing some words in your description.

So if you want nme to answer your

question, it's no.

Q The answer is no?

A ( Noddi ng.)

Q Ckay. And the reason why it's, no, is that

484



10

11

12

13

14

15

16

17

18

19

20

21

22

in the nunerator |'ve included anortization and
you' re saying --

A VWl l, you tal k about rate.

Q Excuse nme. It'd be a lot easier if |I can
just finish the question and then you can answer.
That way, the record is clear.

Is it because that | included in the
equation anortization the nunerator, and you' ve said
that you've taken certain anortizations out?

A It is because you used the termrate instead
of depreciation expense.

Q So, in other words, it should be the
definition is the overall depreciation expense --
okay. Let me go t o the next question

On M. Dominak's Schedule 2 to his new
testinmony, Exhibit 7.3; do you have that?

A I have his Exhibit 7.3.

Q Do you have that?

And Schedul e 27

A I have Schedul e 2.

Q Now, what is the plant in service shown on

Schedul e 2 there?
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A

Q

Wiat is the
7, 880, 849, 000.

Ckay. And what

nunber ?

is the new --

referring you

now to Schedule 3 of M. Dom nak's Exhibit 7.3; do

you have that?

A

Q

| have it.

Ckay. What is the new depreciation and

anortizati on expense shown on that Schedul e 3?

A

Q

607, 758, 000.

Now, woul d you be able to divide right now

t he 607, 758, 000 by 7, 880, 849, 0007

A

Certainly, you' re able to nake that

di vi si on.

Q
A

Par don ne?

You are certainly able to nmake that

di vi sion, yes.

Q

able to do that

A

Q

And if | gave you a calcul ator,

ri ght now?

woul d you be

It's not going to give you 6. 3.

Right. Can you calculate that for nme?

It's about 7.3,

Excuse ne.

I think.

It's 7.7.

486



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Now, as you just stated, that nunber is
different than the 6.3 percent that you now i ncl uded
on Page 3 of Exhibit 1.6, correct?

A That's correct.

Q Whul d you agree that the cal culation that I
had you performis the correct way to determ ne the
conposite depreciation rate?

A Not based on the assunptions that | used in
calculating the original depreciation rate that |
have now updat ed.

Q And t hat assunption is?

A No inclusion of anortization, because it was
done for conparative purposes for other -- to other
rates that do not include anortization.

Q Now, is it -- where in M. Dom nak's
schedul es have you -- strike that.

VWhere in M. Dom nak's revised testinony
and schedul es have you used data to cone up with
that 6.3 percent?

A It's data underlying these schedul es that |
used to determi ne what the anortizati on amobunt was.

Q So fromjust |ooking at M. Dom nak's
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testinony and schedul es, we woul dn't know t hat
right?

A I think if you knew that | described in ny
testinmony what | was using or how | was cal cul ating
the rate, you woul d necessarily assunme, since | was
doi ng an update of that rate based on M. Dom nak's
testinmony, that the anortization wuld al so have
been renoved.

Q I"d like to refer you to Page 2 of
Exhibit 1.6 --

A Yes, sir.

Q -- where you state, "Applying the same
met hodol ogy to interesting data in M. Dom nak's
Schedules 1 and 2 to his Exhibit 7.3, the earned
return for nonconpetitive services in 1999 was 5.5
percent as conpared to the 3.88 percent in ny
suppl emental direct testinony"; is that what it
says?

A Yes, sir.

Q Now, M. GCebhardt, 1'd like youto -- I'd
like you to refer to M. Dom nak's Schedules 1 and 2

whi ch you all ege support the 5.5 figure that you
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present in your additional surrebuttal

A The 5.55 percent?

Q Yes.

A Yes, sir.

Q Is it correct, M. Gebhardt, that the 5.5
percent does not appear anywhere in these schedul es?

A It is, because it's for noncompetitive
services' earned return which is -- which is earlier
described in ny testinony as to the nethodol ogy.

Al'l 1'"mdoing here is taking
M. Dom nak's new nunbers, flow ng themthrough the
same nmodel and produci ng the higher return.

MR PACE: | nmake enotion to strike that answer
as bei ng nonresponsi ve.

V5.  SUNDERLAND: Excuse me. He was entitled to
explain how -- where that nunber came from That
was the gist of M. Pace's question

MR, PACE: The whol e purpose of this
questioning --

JUDGE MORAN: | s?

MR PACE: -- is whether we should allow the

additional testinony to be filed at this late date.
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M. Cebhardt is asserting that his
testinmony needs to go into the record now because
it's based on M. Dom nak's additional testinony
that's being filed now

JUDGE MORAN: But | think he's saying --

MR, PACE: To the extent that he is relying not
on M. Dom nak's schedul es, but on testinony that he
previously filed, it is inproper surrebuttal at this
| ate date.

V5. SUNDERLAND: In his original testinony when
he provided this cal culation, he said very clearly
that starting point was M. Dom nak's incone
statenment and rate base schedules. He then
descri bed how he put them through a nodel and cane
up with a result.

He has sinply taken the updated schedul es
for the inconme statenent and the rate base, run them
t hrough the same nodel to cone up with an updated
nunber. There's nothing new here. It's just an
updat e.

JUDGE MORAN: The objection is overrul ed.

Mr. Pace, do you understand what's goi ng
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on here?

The net hodol ogy was first set out by
M. CGebhardt in his testinmony. This is only an
update to the nunbers, not a change to the
met hodol ogy.

MR, PACE: It is an update on the eve of the
heari ngs, M ss Hearing Examiner. That's the whole
point of this: W have no opportunity to conduct
any di scovery and cross-examne himeffectively on
this new data on the eve of the hearings.

He is referring to additional testinony
that they want to file and we cannot discern from
this additional testinony where this data comes
from | think it is inproper to file this at this
| ate date, give us no opportunity to explore how he
came up with these new nunbers.

V5.  SUNDERLAND: One further --

JUDGE MORAN: M. Pace --

V5.  SUNDERLAND: I was going to say one
addi ti onal point.

JUDGE MORAN: Excuse me. Ckay.

As | understand it, the nunbers -- the
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nunbers are the nunbers. The nethodol ogy has not
changed. There's an update to those numbers.
You certainly can through
cross-exam nati on explore how M. Dom nak got these
nunbers that M. Gebhardt is sinply inputting into
hi s met hodol ogy.
So | fail to see the prejudice.
MR, PACE: I"I'l continue with ny
Cross-exam nati on.
BY MR PACE:
Q If you can, M. Gebhardt, can you pl ease
refer to M. Domi nak's Schedules 1 and 2.
And does the 5.5 percent -- well, isn't
it correct, M. Cebhardt, that the 5.5 percent does

not appear anywhere on M. Dom nak's Schedules 1 and

27?

A | would agree with that.

Q Does the word "nonconpetitive" even show up
anywhere on schedules -- on any of the schedul es of

M. Domnak, 7.3 --
A No.

Q -- attached to 7.3?
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So there's no breakdown of data shown
separately for nonconpetitive services on either of
t hese schedul es, correct?

A That's right, because |I did the breakdown.

Q Now, what nunbers from M. Dom nak's
Schedules 1 -- or M. Domi nak's schedul es attached
to Illinois (sic) Exhibit 7.3 would | use to get to
the 5.5 percent figure?

A You have to use the rate base nunber that
M. Dom nak has contained on Schedul e 2.

Q And what -- where is that nunber?

A You use the Columm E, net original cost
nunber is one of the inputs to the nodel

Q Is that the 7 -- 7,922,598, 000?

A No, that's plant in service. You use net

original cost. |It's 3,133,235, 000.

Q l"msorry?

A It's 3,133,320 -- 234, 000.

Q Ckay.

A That's the rate base.

Q Ckay. Start with that nunber.

A No, you don't start with that number. [|'m
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saying that's one of the inputs that | used from M.
Dom nak' s schedul es.

The other input is to the operating
expenses contai ned on Schedule 1, the operating and
ot her taxes contained on --

Q Hol d on. Excuse ne.

Operating expenses on Schedule 1. Can

you pl ease give us the nunber?
A Total operating expenses, 2,038, 554.
Q And can you just for the record state --

tell us what colum that is?

A Colum 1.

Q And that is cross total operating expenses?
A Total operating expenses.

Q Under Columm 17

And what other data from M. Domi nak's
schedul es?
A O her operating taxes; that is, 15,945,
Colum 1.
Q On Schedul e 17
A On Schedul e 1.

Q Can you tell us -- can you tell us how you

494



10

11

12

13

14

15

16

17

18

19

20

21

22

calculated this using this data that you're
referring to?

A The nodel is described in ny testinony.

Q No, |'m saying, out of the nunbers that you
referred to on M. Dom nak' s schedul e here, how did
you cone up with the 5.5 percent?

A You create ratios and you apply those ratios
to a portion of M. Dom nak's enbedded cost anal ysis
into conpeti tive and nonconpetitive split. And then
you divide the split number, the rate base split,
divide it into the balance available split to arrive
at 5.55.

Q So these are cal culations that you' ve done
that are not reflected on either your testinony 1.6

or M. Dom nak's Schedule 7.3 --

A It's not --
Q -- is that correct?
A It's not reflected on ny schedules. It's

reflected in the description in ny previous
testi nony.
Q But it's not reflected in Exhibit 1.6 or

7.3, correct?
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A Those i ndividual calculations are not in
there; that is correct.

Q So we couldn't get to that 5.5 percent
figure just looking at 7.3 -- Exhibits 7.3 and 1.6;
is that correct?

A It's correct you couldn't get there from
there. But with the work papers that you have, you
coul d have taken these nunbers and gotten to that
nunber .

Q And when could we have done that?

A It's not that difficult.

Q When could we have done that, M. Gebhardt?

V5. SUNDERLAND: Wll, in fact, you did ask for
the work papers associated with the ori ginal
calcul ations. You' ve had themfor a long tine.

Your w tnesses have nore or |less ignored them

MR PACE: Excuse nme. | don't hear an
obj ecti on.

JUDGE CASEY: That's a very good point,

M. Pace.
Ms. Sunderl and, do you have an objection?

BY MR PACE
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Q Do you have the question in mnd,
M. GCebhardt?
A No.
Q VWen could we have used these work papers

that you say that we have to verify this 5.5 percent

nunber ?
A You coul d have done it this norning when
your w tnesses had the information. It -- you could

have done it easily this nmorning before we cane into
the hearing this afternoon.

Q And you did not file any work papers al ong
with Exhibit 1.6 that show how you supposedly
calcul ated the 5.5 percent, correct?

A | did not.

Q So you filed this testinony on the day you
were set to take the stand; calculate a 5.5 percent
figure with no supporting work papers tendered to
the -- referred to schedul es of another witness that
al so do not show the 5.5 percent or how it was
cal cul ated; and you assert that we shoul d have
verified this this norning.

Does that pretty rmuch sumup the
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situation, M. Gebhardt?

A | don't know that |'d characterize it
exactly that way, but --

JUDGE MORAN: Counsel, this seens a little bit

more |ike argunent than cross.

BY MR PACE
Q Is that basically the situation?
A I think the situation is |'ve updated the

nunber to reflect the current information.

If you want ne to use 3.88, the |ower

return, then I'mfine. It's worse than it is.
MR, PACE: M. and Ms. -- M. Hearing Exam ner,
based on the -- your Honors --

JUDGE CASEY: Let's go with that, M. Pace.

MR PACE: Based on the answer of M. Gebhardt,
I would make a notion right now that the additional
testi mony of David Gebhardt, Exhibit 1.6, not be
all owed into the record.

JUDGE MORAN: Ckay. | have sone questi ons.

W' ve going to hold your notion.
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EXAM NATI ON
BY
JUDGE MORAN
Q. M. Gebhardt, | think I see sone cl unsiness
in the |anguage here and let ne get around it.

On Page 2 of your testinobny, you say in
the second sentence, "Wth the adoption of severa
adj ustnents proposed by the parties.”

And who woul d those parties be, if you
recal | ?

A In nost cases, it's the GO w tness,
M . Dunkel

Q Ckay. And what you're saying here, that
there were several adjustnments proposed by these
parties in this proceeding and that the depreciation
anortization expense adjustnment s that were accepted
in M. Domnak's additional surrebuttal testinony
based on those adjustments proposed by the parties,
correct?

A Ri ght .

Q So he nmade changes in his additiona

surrebuttal based on --
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A Accept ance of certain adjustnents proposed
by the --

Q Proposed by GCI or maybe Staff?

A Vel|l, Staff was al so on the bandwagon on
this one, too. So...

Q Ckay. So then M. Dom nak accepted those
adjustnents and nade those corrections to his
surrebuttal -- in his surrebuttal testinony, right?

A That's correct.

Q Ckay. Because, in previous testinony, you
had relied on M. Dom nak's nunbers --

A Correct.

Q -- aml right? You then because he made

t hese changes now had to revise your testinmony?

A That's correct.

Q Is that a clear picture of what happened
her e?

A Yes, ma' am

Q kay. So if M. Pace is concerned about
those underlying nunbers that you have inputted,
would it be not proper to question M. Dom nak about

t hat ?
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A You could, but M. Domi nak doesn't know ny
nodel .

JUDGE MORAN: kay. SO -- sO -- but M. Pace is
not questioning your nodel in ternms of this
testi nmony when he's questioning this testi mony; am!|
correct, M. Pace?

Are you questioning the nodel -- the
under | yi ng nodel or are you questioning these
addi ti onal changes that were inputted as a result of
M. Dom nak's testinmony?

MR, PACE: I"mobjecting to having to deal with
new testimony filed at the date of hearing --

JUDGE MORAN: No, that is not the question I'm
putting to you, M. Pace.

I want to know --

MR, PACE: Vell, that's ny answer.

JUDGE MORAN: | understand that -- that issue.
I"mtrying to understand the substance of your
objection to this testinmny other than it being
somehow unfair to you to give it to you at this late
mnute. |I'mtrying to get -- do you -- because you

were questioning, in fact, these nunbers and M.

501



10

11

12

13

14

15

16

17

18

19

20

21

22

Gebhardt's use of these nunbers.

So I'mtrying to understand. Are you
really objecting to these updates that -- that
M. Cebhardt is putting in now or are you objecting
to the nodel ?

MR, PACE: W' re objecting that we have no way
of verifying the nunbers in this testinony based on
M. Cebhardt's 1.6 and M. Dominak's 7.3.

JUDGE MORAN: M. Dominak is not here for
cross-exam nation today, so you wi Il have an
opportunity to revi ew those nunbers and
cross-exam ne himon that when he cones in.

This'lIl be our ruling in response to the
Gty's notion:

M. Cebhardt will prepare a work paper.
W will consider it an on-the-record data request
showi ng how you have used M. Donm nak's nunbers.

VW will ask that M. Gebhardt be
avail abl e for cross-exam nation by the Cty at sone
other point in this hearing after the Gty has had
an opportunity.

And how soon can you do that, M. Pace?
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Well, yeah. Ckay. Let's start with that.
When can you get the work paper?

THE W TNESS: | can -- depending if | get it
early enough today, | can have it first thing in the
nmorni ng for you.

JUDGE MORAN: Ckay.

THE W TNESS: I do wish to informthe Exam ners
that I amleaving town on Friday.

JUDGE MORAN: Ckay. What's today? Tuesday.
You would have it tomorrow. That's Wednesday.
Coul d you come in Thursday?

THE W TNESS: Certainly.

JUDGE MORAN: M. Pace, you will have the work
paper tonorrow. If you have further
cross-examnation on this testinony and that work
paper, M. Gebhardt will be avail able Thursday to
cone in for cross-exam nation.

If you are satisfied, however, then you
will informus and we will excuse M. Gebhardt.

MR, PACE: | understand your ruling. [I'Il just
say | don't accept the ruling, but | understand

will be able to cross work papers and | woul d have
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an opportunity to cross-examne M. Cebhardt if |
need to on Thursday.

JUDGE MORAN: Yes.

MR, PACE: Ckay.
BY MR PACE

Q M. GCebhardt, on Exhibit 1.6, Page 3, the
6.3 percent nunber that you use?

A Yes, sir.

Q I just wanted to clarify. You said that
that nunber did not include the FAS 71 anorti zation?

A It did not.

Q Did it also exclude any other amportizations?

A It did not.

Q kay. |'mdone with those -- with that
exhi bit.

JUDGE CASEY: M. Pace, you want to hold on for
one second?

W have sone technical matters to go to
and I'Il let you know when we're ready to pick up
agai n, okay?

MR, PACE: Ckay.

(Pause.)
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JUDGE CASEY: Ckay. M. Pace, we're ready when

you are.
BY MR PACE
Q Ckay. | just want to get a clarification

with respect to one question and answer that

M. Harvey of Staff asked you this norning, if |
may, because | didn't quite fully understand the
answer .

It had to do with whether rate reductions
that you cal culated -- | think the nunber's
sonmewhere a little over $900 million over the life
of the plan?

A Correct.

Q Ckay. \Whether the services that were |ater
recl assified, whether those rate reductions were
included in that $900 million nunmber. And | think
your answer was, no, that they were not included
but let ne just ask you -- give you an exanple here
to further clarify this. And this is just a
hypot heti cal as an exanpl e.

Say, Year 1, the service --

nonconpetitive service, there was a $10 mllion rate
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reduction related to that service

A Ckay.

Q Year 2, no other changes. So you're still a
nonconpetitive service. You added another $10
mllion to your calculation, right?

A Correct.

Q Year 3, the service becones reclassified
Therefore, that $10 m|lion nunber that you added
for Years 1 and 2 is no |longer added to that $900
mllion nunber, correct?

A It is still added.

Q It is still added.

Ckay. Then that proves | didn't
under st and the answer when M. Harvey was asking the
questi ons.

So you're saying that despite the fact
that the service is reclassified, you continue to
calculate -- add the $10 mllion rate reduction for
pur poses of determ ning the total rate reductions
for consuners that's found in your testinony?

A Yes. Basically, we take whatever annua

rate reductions were taken in every given year and
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just assume that those continue
Q But in nmy exanple -- maybe |I'm not
understanding this and let me knowif I'mnot.

So by Year 3, when the service is
reclassified and taken out of the constraints of the
price index, how are you -- what's the rationale for
i ncluding those rate reductions if they're outside
the plan? And, for that matter, those rates could
have been increased subsequently.

A That's why | answered -- you know, somnebody
asked nme that question about things that were
class- -- reclassified and what if the price went up
and | didn't recall -- couldn't recall any of the
details of that.

I"mjust telling you, methodol ogically,
the way the 943 was cal cul ated was to take the
annual rate reduction that was made each year and in
Year 1, if it was 30 mllion, that 30 mllion goes
for five years. In Year 2, it was 25. That 25 goes
for four years. And you add everything down and
that's how you get to the 943.

Q Ckay. And it's your testinony today that
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including those rate reductions of services that
were reclassified or taken out is proper?

A I think for purposes that we were attenpting
to denonstrate or | was attenpting to denonstrate,
it's fine.

MR, PACE: Ckay. GCkay. | have sone cross
exhibits | just want to hand out.

V5.  SUNDERLAND: So this is now, in fact,
Gebhardt Cross Exhibit 2?

JUDGE MORAN: Yes.

JUDGE CASEY: This will be Gty Cross Exhibit 2.

(Whereupon, Cty Cross
Exhibit Nos. 2, 3, 4 and 5 were
marked for identification
as of this date.)
JUDGE MORAN: Gty Cross Gebhardt 2.
BY MR PACE:

Q kay. |'ve handed the witness and counsel
several cross exhibits that | wll renunber, given
that we already have Cross Exhibit 1.

This would be Cty Cross Exhibit -- Gty

CGebhardt Cross Exhibit 2, Gty CGebhardt Cross
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Exhibit 3, Gty Gebhardt Cross Exhibit 4, Gty
CGebhardt Cross Exhibit 5. Gve you a noment or two
to look at those and I'm going to be asking
questions starting with Cross Exhibit 2.

A Starting on No. 2.

Q Ckay. Now, just as background --
background, on Pages 56 and 57 of your suppl enenta
rebuttal, you argue or assert that custoners do not
associ ate the Ameritech brand nane on the
directories with Aneritech Illinois, correct?

A Could | have that reference, Exhibit and
page nunber, please?

Q Sure. Sure.

Pages 56 and 57 on your suppl enental
rebuttal, | believe.

A Do you have an exhi bit nunber?

JUDGE MORAN: M. Pace, these are all different
exhi bi ts?

MR PACE: I"msorry?

JUDGE MORAN: These are all dif ferent exhibits?

MR, PACE: I just stapled themfor convenience

of managi ng themright here.
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JUDGE MORAN: Ch, | see. So you're all going to
deal with them separately.

MR PACE: Yes, there are several exhibits here.

JUDGE MORAN: That's -- thank you.
BY MR PACE:

Q Just take a nmoment. | thought | had the
right reference.

Suppl enental surrebuttal. | believe it's

Exhi bit 1.5.

A And t he page?

Q 56 and 57, starting, | think, on the bottom
of 56.

A Yes, sir.

Q kay. In there you assert that custoners do

not associate the Aneritech brand nane on the

directories with Ameritech Illinois, correct?

A Yes. | basically state that Ameritech
Illinois -- | mean, the Aneritech brand nanme on the
directories with Ameri- -- doesn't lead to a direct
association to Aneritech Illinois.

Q So put anot her way, when the directory shows

up on a custoner's door and says Ameritech's
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directory, that custoner does not associate the nanme
Areritech on the directory with the company that
provides their tel ephone service, if it happens to
be Aneritech Illinois?

A I think that that as a general proposition
is true, yes.

Q Now, on Page 57 of Exhibit 1.5, you state
t hat Aneritech's nanme was used on the directories
publ i shed by the Donnelly/ APl Partnership for ten
years before Illinois Bell began using the Amreritech

Illinois assuned nane or the Ameritech brand,"

correct?

A Correct.

Q Now, back before Illinois Bell -- excuse ne,
Illinois Bell began using the Areritech Illinois

assunmed nanme or the Ameritech brand, did the
Illinois Bell |ogo appear on the directory?

A This woul d be prior to 19947

Q VWenever -- whenever they started using
Areritech Illinois. | think it mght have been a
little bit later than that, but |I'mnot sure.

A ["msorry. And the question was?
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Q The question is, back before Illinois Bel
began using the Aneritech Illinois assuned nane or
the Ameritech brand, did the Illinois Bell |ogo
appear on the directory?

A | can't recall.

Q kay. Now, M. Cebhardt, I've handed you a
series of exhibits. The first one is Cty Gebhardt
Cross Exhibit 2

I"lI'l represent to you that that's the
copy of the cover of the 1993 to 1994 directory for
the City of Springfield; do you see that?

A Yes, sir.

Q kay. And do you see the Illinois Bell |ogo
on the cover of the directory?

A Yes, sir.

Q And just before -- excuse ne, just bel ow the
Illinois Bell logo, do you see what it says, "An
Aneritech conpany"?

A Yes, sir.

Q Now, woul d you agree that when custoners
| ooked at that logo, "93, '94, it is reasonable to

assune when the cover says, "lllinois Bel I, an
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Aneritech Conpany,” that the custoner m ght
associate Aneritech with the conpany that provided

themw th tel ephone services, which at that tine was

called Illinois Bell?

A | don't see the rel ationship.

Q I"masking you if the custoner --

A [f I'm --

Q From the custoner's perspective, is it --is
it reasonable -- is it reasonable to assune that
when the cover says, "lllinois Bell, an Ameritech
Conpany, " that the custonmer m ght associate

Areritech with the conpany that provided themwth
t el ephone services, which at that tinme was called
Il'linois Bell?

A It mght, but I don't think it was
necessarily true.

Q Now, | don't know if you know this or not,
but the next year, 1994, 1995, isn't it true that
the Illinois Bell |ogo was removed and only the
Aneritech | ogo was used on the cover?

A Are you pointing nme to the next page in

this?
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Q Yes. The next page would be Gty Gebhardt
Cross Exhibit 3.

A kay. And this is the directory issued
Decenber 19947

Q Right. That would be the cover of the
directory -- copy of the cover of the directory of
the 1994, "'95 Aneritech directory in Springfield.

JUDGE MORAN: Thi s?

MR, PACE: Yes, that's Gty Gebhardt Cross
Exhi bit 3, your Honor

JUDGE MORAN: Just turn to.

THE W TNESS: Ckay.
BY MR PACE:

Q Wul d you agree that that's the case?

A Agree that it's the Areritech's nanme on
t here?

Q Do you see the Ameritech logo on it?

A | see the Ameritech | ogo, yes.

Q kay. And you -- and the Illinois Bell |ogo
no | onger appears on the cover, correct?

A | don't see any reference to Illinois

Bell -- or wait. | do. | do.
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Q Well, the | ogo doesn't appear, though
correct?

A Correct.

Q Ckay. But as you've just said, on Gty

CGebhardt Cross Exhibit 3, you do see the words, "The

official tel ephone directory of Illinois Bell,"
correct?
A | see those words, yes.

Q kay. Now, M. Cebhardt, back to your claim
that the directory doesn't say Ameritech Illinois on
it and your claimthat this somehow results in the
customer maeking a distinction between the Ameritech
the publisher and Aneritech the |ocal tel ephone
conpany.

Now, when an Ameritech custoner receives
their nonthly bill for |ocal tel ephone service, does
the envel ope the custoner receive say Ameritech
Illinois on it or does it sinmply say Ameritech?

A My recollection is it says Ameritech

Q And referring you to what's been narked as
Gty Gebhardt Cross Exhibit 4, Page 1, does that

| ook like a copy of an Ameritech Illinois customer's
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| ocal service envel ope?

A Yes.

Q And can you verify it does not contain the
words Aneritech Illinois anywhere on it, correct?

A Correct.

Q And refer you to Gty Gebhardt Cross
Exhibit 4, Page 2. And I'll represent to you that
that is a billing statement from Aneritech Il1linois.

Wul d you agree that that |ooks |Iike one
and is, in fact, a copy of one?

A Yes.

Q Ckay. Now, just as Ameritech it just says
Aneritech on it, doesn't it?

A Yes.

Q And nowhere on this page does it say,
"Aneritech Illinois,"” correct?

A It does not.

Q So, M. Gebhardt, is it your position that
when a custoner receives their bill with the word
"Areritech,” they do not associate this bill with
the conpany that provides themw th tel ephone

service since it just says Aneritech rather than
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Ameritech Illinois?

A No, because they know this is their
tel ephone bill.

Q Because?

A You' re paying for tel ephone service. So,
obviously, the local tel ephone company is Ameritech
Il'linois.

Q So you don't -- you're -- it's your position
that the custonmer doesn't get confused by having
just the Ameritech nanme on it instead of Aneritech
I'l'linois?

A No, | don't think they get confused. They
wite their check to Aneritech, hopefully.

Q I"mgoing to be referring to City Gebhardt
Cross Exhibit 5 that you have.

On Page 58 of your suppl enental
surrebuttal, you state -- I'll give you an
opportunity to |l ook at that.

Ckay. M. Cebhardt, do you have Page 58
of your supplemental surrebuttal in front of you?

A Yes.

Q  Exhibit 1.5.
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You state, "Finally, the directory cover
di spl ays the SBC d obal Conmmuni cations |ogo, but it
does not contain the Aneritech | ogo. This is yet
anot her reason why custonmers would be unlikely to
associate Areritech Illinois with the directory.”
That's your testinony, correct?
A That's what | said.
Q Now, you have in front of you Gty Gebhardt

Cross Exhibit 5, correct?

A Correct.

Q Page 17?

A Yes.

Q Now, that is a cover -- copy of a cover of

the nost recent directory in Springfield, correct?
A That's what it purports to be.
Q And --
A | don't know that it's the nost -- well, it
says, "Keep until Decenber 2001."
Q And that would be an exanple of a directory
that you clai mdoes not contain the Aneritech | ogo?
A It would be.

Q But, in actuality, at the top |left corner,
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you do see a very large Aneritech |ogo, don't you?

A. Yes, but I'mlooking at this and I'm -- |
mean -- |'massum ng that you have represented this
as the cover of the book. And | did not |ook at the
Springfield book.

Q kay. Switching a little bit back to 50 --
Page 57 of your supplenmental surrebuttal. W're
done with the --

A W' re done with what?

Q Cty Gebhardt Cross Exhibits 1 through 5, |
believe. Excuse nme. W're not.

City Gebhardt Cross Exhibit 5, Page 2.

On Page 57 of your suppl enental
surrebuttal, you state being, "Further nore, if the
customer opens the directory to the third page
| abel ed Tel ephone Provider Information, the custoner

sees several |ocal tel ephone conpanies listed in

al phabetical order"; is that correct?
A I"'mtrying to find it.
Q Oh, sorry. Page 57.
A kay. I'mwith you.
Q kay. Now, referencing Cty Gebhardt Cross
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Exhibit 5, Page 2, which is a copy of that page --
the third page in the directory which is titled
Tel ephone Provider Information; do you see that?
A Yes.
Q And, M. Gebhardt, the nanme for the |loca
t el ephone conpanies listed there are Areritech, AT&T

and McLeod, USA; correct?

A Correct.

Q Now, where is the name Ameritech Illinois on
that list?

A It is not on the list.

Q So you woul d agree that the word Ameritech
there is the name that is used to describe the |oca
t el ephone conpany; isn't that correct?

A A | ocal tel ephone conpany.

Q And do you have any idea what that tel ephone

company m ght be?

A In this case, it would be Aneritech Illinois
for that -- these tel ephone nunbers
would -- if you called those tel ephone nunbers, you
woul d reach Aneritech Illinois.

Q kay. Geat. That was my next question.
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Exhibit 5, Page 2,

the billing statenent,

And keeping this Gty Gebhardt Cross

in front of you; |ooking back at

Exhibit 4, Page 2, would you agree that the

which is Gty Gebhardt Cross

tel ephone nunbers that are listed under Ameritech on

Gty Gebhardt Cross Exhibit 5, Page 2, are al so

found on the nonthly statement which is labeled Gty

CGebhardt Cross Exhibit 4, Page 27

A

They appear to be, yes.

MR PACE: (Ckay. I'mdone with that set of

exhibits.

So | don't forget, I'mnoving for the

adm ssion into the record of City Gebhardt Cross

Exhibits 2, 3, 4, and 5.

M5.  SUNDERLAND:

JUDGE CASEY:

wil |

be adm tted.

No obj ecti on.

Gty Cross Exhibits 2, 3, 4, and 5

(Whereupon, Gty Cross
Exhibit Nos. 2, 3, 4 and 5 were
admtted into evidence as

of this date.)
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BY MR PACE

Q kay. M. Gebhardt, 1'mgoing to ask you a
series of questions regarding the FAS 71
anortization.

A Yes, sir.

Q kay. |I'msure you're famliar with the
termbelowthe line in the context of regulatory
pr oceedi ngs?

A I've heard the term

Q Now, woul dn't you agree that if an expense
is placed above the line, for exanple, that neans it
is included in the conpany's books for regul atory
pur poses, whereas if an expense is placed bel ow the
line, that neans it is an expense not considered for

regul atory purposes in terns of revenue requirenent

anal ysi s?
A In the classical sense, that 's true.
Q Now, on Page -- | believe it's Page 15 of

your surrebuttal testinony. This is where you refer
to the FCC order 99-370 -- excuse me, 397 in which
the FCC di scussed FAS 71.

A Can you -- do you have a page?
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Q | believe
V5.  SUNDERLAND:

BY MR PACE

it's 15 of your surrebuttal

| don't think so

Q | apologize. It's in Exhibit 1.5, your

suppl erental surrebuttal, Page 15, the very top of

t he page.
A Page 157
Q 15.
A "' mthere.
Q kay. Is it your testinony that the order

you reference, the FCC order you reference there

wi t hdraw the question. Let me rephrase it.

Do you

deny that the FCC in the order

that you cite, Page 15 of Exhibit 1.5, specifical

stated that if the conpanies want to do a FAS 71

y

wite-dowmn -- that's F-A-S 71 -- that expense woul d

be a bel ow-the-1ine expense?

A Certainly,

rate-making to be

Q In this proceeding,

because they didn't want

i npacted by the effect.

if the Illinois Commerce

Conmi ssion accepted the FAS 71 anortizati on expense

that you propose,

but accepted it as a
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bel ow-the-1i ne expense, would that be acceptable to
you?

A I need the question back again.

(Record read as requested.)

THE W TNESS: No.

BY MR PACE

Q So are you proposing that the FAS 71 expense
shoul d be above the |ine?

A |"mproposing that it doesn't -- it is
recorded above the |ine because the conpany had
depreciation freedomand it exercised that freedom

Q I think you acknow edge on Page 14 -- |
believe it's your surrebuttal, but it may be
supplenmental. Let ne state the question, see if you
need a reference.

That you acknow edge in your testinony
that the conpany does not anortize FAS 71 anounts in
the interstate jurisdiction; isn't that correct?

A That is a correct statenent. | don't know
where it is, but...

Q And al so in your testinony, you claim -- |

have to get a reference for this one.
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| believe it's Page 21 of Exhibit 1.5, if

you could go to that .
A ["mat 21
Q Ckay. That question and answer.

In the answer, you claimthat M. Dunke
cal cul ates the depreciation expense using the FCC
depreciation rates | ast prescribed in 1995; is that
your testinony on Page 217

A Yes, sir.

Q Now, first of all, just to clarify, isn't it
a correct statenment that the FCC rates you are
referring to are currently being used -- are
currently being used to calculate the depreciation
expense for your conpany in the interstate
jurisdiction?

A | believe that's true

Q Now, goi ng back to your statenent that
M. Dunkel used the FCC depreciation rates | ast
prescribed in 1995, is -- is that a correct
statement, as you sit here today, or, in fact,
didn't M. Dunkel use certain paraneters that the

FCC has approved, but applied those paraneters to
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the 1/1/99 investnents of Aneritech and the 1/1/99
reserve percents of Ameritech and cal cul ated new
rates using the FCC-approved paraneters?

A That woul d probably be a better description
of what M. Dunkel did than m ne

Q kay. On Page 27 -- | believe it's of
Exhibit 1.5. Let me make this statement and if you
need -- if we need to, we'll go look in your
testinmony. |It's on Page 27 in one of these pieces.

You tal k about the Iow end of the FCC
range of service lives; do you recall that
testi nmony?

A On Page 27?

Q | believe it's on Page 27 of one of the
pi eces of testinmony and |I'mjust seeking a
clarification of what that neans.

A VWll, | believe the | ow end description is
the FCC i ssued paraneters with | ow end and hi gh end
ranges, and low end is one descriptive indication of
what the FCC did.

Q And just so the record is clear on what | ow

end neans, isn't it true that using the | ow end of
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t he service lives produces a higher depreciation
expense and, conversely, using the high end of the
service lives would produce a | ower depreciation
expense?

A | believe that's correct.

Q So in your testinony, by selecting the | ow
end of the FCC range of service lives, you
essentially selected the highest possible
depreci ati on expense as compared to using the
m d-range or the high end of the lives?

A | don't understand the question.

I mean, you said | used the high end?

Q VWen you refer -- yes, | did say that.

By selecting the low -- excuse ne, by
sel ecting the | ow end.

A By me selecting the lowend of -- | don't
believe |I selected the | ow end.

Q Ckay. M. GCebhardt, | want to refer you to
Page 50 of your supplemental surrebuttal testinony,
Exhibit 1.5, | believe.

Now, again, this is 1.5. So | guess we

mght be alittle bit off on the pagi nation.
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SUNDERLAND: Page 50 of 1.47

PACE: I thought it was 1.5.

5 2

SUNDERLAND: Ch.

MR PACE: Yes. Excuse ne. It's 1.5 and it has
to do with the publishing fees of the independent
publ i shers, the data requests that you submitted to
M. Dunkel. That's 1.5, Page 50 in the old version
I"mnot sure what page that turns up on the version
gi ven t oday.

BY MR PACE
Q Al so starts on Page 50 of the new version

do you see that?

JUDGE CASEY: Begins with the question: "If
your position"; is that what you're referring to
M. Pace?

MR PACE: Yes.

THE W TNESS: Ckay. |'mthere.
BY MR PACE

Q Now, there, you quote M. Dunkel's testinony
or M. Dunkel clainmed that independent publisher s
bid for an independent ILEC s directory business,

are willing to pay the ILEC s publishing fees,
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correct?

A Yes.

Q And on Page 51, you discuss data requests

where Aneritech asked M. Dunkel to identify

i ndependent directory publishers that

pay

i ndependent |1LECs a publishing fee to publish the

ILEC s directory?

A Yes, sir.

Q Now, al so on Page 51, you claimthat GCl

rejected those data requests?

A Yes, sir.

MR PACE: I want to have anot her
This woul d be City Gebhardt Cross

Exhi bit 6.

cross exhibit.
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(Whereupon, Cty Cross
Exhibit No. 6 was
marked for identification
as of this date.)

BY MR PACE

Q I"d like to nmake this fairly quick. 1'd
like to get City Gebhardt Cross Exhibit 6 admtted
into the record.

On Page 51 of Exhibit 1 -- Ameritech
Exhibit 1.5, you quote an objection by GCl, correct?

A Correct.

Q And | was | ooking through the responses to
certain data requests in Areritech's fifth set,
which is identified as Gty Gebhardt Cross
Exhi bit 6.

And | believe the portion that you quoted
was a response to Request No. 3 of Ameritech's fifth
set .

A That appears to be the quote.

(Change of Reporters.)
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(Change of reporter.)
BY MR. PACE

Q You woul d agree that that quote is only a
portion of the response to Data Request 37

A Yes, | woul d agree.

Q And woul d you al so agree that the respons e
to Data Request No. 3 also refers Ameritech to GC's
response to the Request No. 1 of this set?

A It refers to Attorney General's Request
172B.

Q And the last -- the |ast paragraph.

A On. Pl ease see response to Request 1.

Q So essentially the -- you omitted the full
data request answer in your testinmony on Page 51,
correct?

A Yes.

Q And Request No. 1 of the fifth set is a
six-part question, and didn't GCl respond to each of
those parts of Request No. 1?

A It set out in its response six subparagraphs
to the question posed by the conpany.

MR PACE: (Ckay.
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Just to save tinme, | would nove for the
introduction of Gty Gebhardt Cross Exhibit
No. 6.

V5. SUNDERLAND: Well, can we have a nonent?

MR PACE: Let ne just say, trying to nmake this a
little faster, you have attached to Exhibit 1.5,
Schedul e 2, all of the questions of that data
request fifth set, and I would like all the answers
put into the record since you have referred to the

answers and you have not included the entire

response.
V5. SUNDERLAND: | believe we have referred to
one answer, so | just want to consult for a noment.

MR PACE: Sure.
JUDGE CASEY: W can go off the record.
(Wher eupon, a di scussion was
had off the record.)
THE COURT: We'll go back on the record.
V5. SUNDERLAND: As | understand what M. Pace is
aski ng, because M. Gebhardt referred to GCl's
response to Data Request 3 and he believes it was

i nconpl ete, his concern was that it was inconplete,
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and | think to that extent it's certainly

appropriate to include the entire response to Data

Request 3.

Since Data Request 3 also refers to Data
Request 1, | wouldn't object to inclusion of that
one.

However --

MR, PACE: Did you say you woul d object?

M5. SUNDERLAND: | woul d not object.

I would object to the inclusion of any of
t hese other data requests as being well beyond the
cross-examnation that M. Pace just conducted.

JUDGE CASEY: | would tend to agree.

I do know that you were trying to do
something in the interest of brevity, so.

MR PACE: Right. Well, 1'll have to go through
all the questions and answers, but | think the gist
of it isis that M. Gebhar dt's testinony Exhibit
1.5, starting at Page 50, gives the inpression that
&Cl objected to all the data requests essentially.

And, in fact, Ameritech attached all of

the data request questions as a schedule to its
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testinmony, and | think that it would be prejudicial
to G if not all of t he answers are provided.

V5. SUNDERLAND: Well, the testinony was specific
that the conpany only asked about the independent
directory publisher's that paid publishing fees.

I don't see any basis to extend that to
every other data request that happened to be in that
set .

JUDGE CASEY: Based on the question and answers
that have taken place thus far, Cty's Cross
Exhibit 6, the question and answers with respect to
Request 1 and 3, will be admtted. The renainder
will not at least at this point.

MR, PACE: Just give nme one noment.

JUDGE CASEY: Sure.

M. Pace, when you give the court
reporter copies, please delete those other requests
and responses.

MR PACE: In an effort to save tine, what |
woul d request in response to your ruling, M.
Hearing Examiner, is that Aneritech Illinois's

Exhibit 1.5, Schedule 2, be deleted with respect to
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Questions 2, 4, 5, 6, 7, 8, which counsel for
Ameritech has said has not been the subject of the
testi mony in Exhibit 1.5.

M5. SUNDERLAND: Well, |'m saying subject of your
cross, | haven't heard any basis on which the rest
of these data requests should cone in.

MR PACE: Well, | think it just follows if |
can't put the responses in, they shouldn't be able
to put the questions in.

How does it --

JUDGE CASEY: Are you concerned that there's sone
negati ve inference that your response to the data
requests isn't in?

MR PACE: M concern is that the testinony gives
a msleading i npression of what GCl's re sponse to
these series of data requests were, and that's why |
have nmoved to have all of the responses admtted and
they found it appropriate to attach all the
questions as a schedule to their testinony.

If I can't file responses, | don't see
why they should be able to have the questions in

t here.
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JUDGE CASEY: Your notion to strike that is
deni ed.

The Hearing Examiner's previous ruling
takes into consideration the fact that the city had
a nore | engthy response than what Aneritech
originally had shown in the testinmony so | think
what you're -- your concern is addressed by the
Heari ng Exami ner's previous ruling.

Continue with your cross.

MR, PACE: Just to clarify your ruling,
M. Hearing Exam ner, you said the response to
Request No. 1 would be allowed. That i ncludes al
the attachnments that Request No. 1 refers to,
correct?

JUDGE CASEY: Yes. The attachnents to Questions
1 and 3.

MR PACE: Ckay. Thank you.

Just so | don't forget this later, you
have admtted Gty Gebhardt Cross Exhibit 6 limted
tothe -- limted to the responses to Data Request 1
and 3 and the attachnments; is that correct?

In other words, Cty Gebhardt Cross
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Exhi bit 6 --

JUDGE CASEY: Yes, Gty Cross -- Cty Cross
CGebhardt No. 6 is admtted with respect to the
answer and response to the question -- and response
to the Questions No. 1 and 3, including the
attachnents.

BY MR PACE:

Q M. Cebhardt, I want to refer you to Cty
CGebhardt Cross Exhibit 6 which we just di scussed
Question 2, which is not adnmtted into the record at
this time. I'dlike to refer you to it.

Do you have it in front of you?

M5. SUNDERLAND: Are we doing this just to get
the rest of the data requests in?

MR PACE: |s that an objection?

M5. SUNDERLAND: Well, let's proceed.

BY MR PACE

Q Do you have it in front of you?

A | do.

Q. And isn't it true that in response to
Question No. 2, that GO responded to that question

in part by referring the reader to its response to
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Request No. 1 of this set?

A Yes.

Q And refer you to Request No. 5 of that set
of the data requests, reflected at City Gebhardt
Cross Exhibit 6.

A This is Request No. 57

Q Yes.

A | have Request No. 5.

Q And doesn't the response -- doesn't the
city -- excuse ne, doesn't GCl respond to that

request including, in part, referencing its response
to Request No. 1 of that set?

A Says wi t hout wai ving objection, see response
to Request 1 of this set.

Q As well as responding in other manners,
right?

A Yes.

Q And isn't it true for Requests 6, 7 and 8
that GCl responded to t he requests including
referring the reader to response to Request No. 1?

A For No. 6, that is true.

For No. 7, that is true.
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No. 8, that is true.

MR, PACE: Changing the focus now -- no, let ne
take a shot.

I"d like to nove for adm ssion based on
those questions and answers to Request 2, 4, 5, 6, 7
and 8 to Aneritech's fifth set of data requests.

M5. SUNDERLAND: | guess I'll renew ny objection.

Apparently M. Pace's only point is that
it did include a reference to Data Request No. 1
whi ch we have al ready covered by admtting Data
Request 3 and 1, and so he's got on the record what
he wants.

| see no reason why the data requests
t hensel ves need to be admtted.

JUDGE CASEY: Wth respect to the additional
questioning after nmy previous ruling, you had asked
regardi ng data request -- Data Request 2, 5, 6, 7,
and 8, and | don't recall asking the questions
regardi ng Question No. 4, although you did nove now
for its adm ssion.

You want to take a nonment to | ook at

t hat ?
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MR, PACE: Sure, M. Hearing Exam ner.
BY MR PACE:

Q In response to Question No. 4, M. Cebhardt,
didn't the -- didn't GCl respond to that question

and did not object to that question?

A There is no objection on that response.
MR PACE: Based on that answer, |I'd al so nove
for the admi ssion of the request -- excuse ne, the

response to Request No. 4 of Ameritech's f ifth set
of data requests, Cty Gebhardt Cross Exhibit 6.
JUDGE CASEY: kay. The city's exercise is now
conpl ete. Those questions and responses to Nos. 2,
4, 5, 6, 7 and 8 are adnmitted.
(Whereupon, Cty Cross
Exhibit No. 6 was adm tted
into evidence.)
MR PACE: M. Gebhardt, | only have a couple

ot her questi ons.

BY MR PACE
Q | believe in your testinony, | believe it's
106 of your rebuttal, you state that -- you state

there that M. Dunkel repeatedly asked for the FCC
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par anet ers.

Do you see that?

Q Isn't it true that M. -- excuse ne,
M. Dunkel requested for not only -- excuse ne,
strike that.

Isn't it true that M. Dunkel asked you
to provide your parameters generally, not just FCC

par anet ers?

A I think he probably asked for both.
Q And isn't it true that -- isn't it also your
testinmony that you said that you have used -- the

conmpany used GAPP guidelines, rules, in terns of
your depreciation cal cul ati on?

A Yes, sir, in accordance with the
Commi ssion's order in 92-0448.

Q Ckay. And when you use GAPP rul es,
gui del i nes, you have to use sone paraneters,
correct?

A You have to have sone rational e behind the
depreciation rates t hat you use.

Q And woul d that include paraneters?
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A Coul d.

Q Vll, didit, in fact, use paraneters?

A It did.

Q The conpany di d?

A Yes.

Q Did you ever provide themto M. Dunkel ?
A | think so. But | can't remenber all the

dat a requests.
Q Just going to review ny notes for a nonent
and | think I mght be done.
I do have another question
In your testinony, you use the exanple, |
thi nk, of a box of candy to prove a point in terns
of how nuch candy is in a box and pricing.
Do you recall that generally?
A | didn't use a box of candy. | used denand
for candy bars.
l"msorry?
| used denand for candy bars.
VWat ki nd of candy bar?

Kind. Kind. Denmand for candy bars.

o » O > O

Demand for candy bars.
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JUDGE CASEY: Wiat kind of candy?
BY MR PACE

Q Now, | wanted to use a simlar exanple for
thi s hypotheti cal

If a box of candy is priced -- is a
dollar and it stays a dollar, but the nunber of
candies in the box decreases from10 to 8, didn't
the price of each piece of candy effectively
increase from 10 cents to 12 and a half cents?

A Yes.

Q. And doesn't the custoner experience a
simlar price increase effect when the selling of a
service includes a deterioration of service quality
to the point that is unacceptable to the custoner?

A F it was unacceptable to the customner, |
presune they wouldn't buy the service

MR PACE: | nove to strike that. | don't think
that was the question | asked.

JUDGE CASEY: Motion to strike is granted.

Are you trying to get a yes or no answer?

MR, PACE: Preferably.

JUDGE CASEY: Can you answer it yes or no?
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THE WTNESS: Can | have the question back?
MR PACE: Sure.
BY MR PACE

Q You just tal ked about the exanple of the box
of candy.

You recall that?

A Yes.

Q VWere the nunber pieces of candy are | ess
correct, and you agreed that the price increased for
that -- each piece of candy, correct?

A Correct.

Q Doesn't the custoner experience a simlar
price increase effect when the service quality of
the service deteriorates to a point that it's
unacceptable to the custoner?

A I don't know that | can answer that yes or
no.

Q VWhat woul d you need to know to answer that?

A Vll, what's the service, what's the
quality, howis it being neasured, you know, what
was the actual effect on demand woul d be hel pf ul

Q kay. |I'mtal king about at this point one
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customer so we're not tal king about a group of
cust oners.

A Ckay. You got one custoner.

Q Thi s custoner receives a service and he pays
for that service, and sonewhere down the road that
service quality deteriorates to the point which is
unacceptable to the custonmer and he's paying the
same price for that service

Whul dn't you agree that that custoner has

ef fectively experienced a price increase for that

service?
A No. Because he's not paying nore.
MR PACE: That's all | have.

JUDGE CASEY: Any other cross?
M5. HAM LL: | have a f ew questions for
M. Cebhardt, if | mght.

CROSS - EXAM NATI ON

BY
MB. HAM LL:
Q CGood afternoon, M. Gebhardt. | fi gure

since it's your |ast appearance as a w tness,

couldn't resist.
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A I can never guarantee it wll be the |ast,
but. ..

Q Al of ny questions, M. Gebhardt, which are
just a handful, will be directed to Schedul e 8 of
Aneritech Illinois Exhibit 1.1.

If you' d turn to that schedul e, pl ease.

A "' mthere.

Q kay. | see this is a schedul e | abel ed
benchmark in econom c depreciation rates, correct?

A Correct.

Q And in the right -hand col uim, you have
conmposite depreciation rates for various conpani es;
is that correct?

A That's correct.

Q Can you tell ne or translate for ne,

M. Cebhardt, how the depreciation percentages in
the right -hand colum translate to the economic
lives that are used by those conpani es?

A Only in a general sense.

Q Vell, let me ask it this way:

For example, MI/WrldCom you have a

percent age of 14.4 percent and SBC/ Aneritech
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Illinois, the percentage is 6.9 percent, correct?

A Correct.

Q Can you tell nme whether the economc lives
used by SBC/ Aneritech are |longer than or shorter
than those used by M/ Wrl dConf

A Longer.

Q Ckay. You indicate in your testinony that
these conposite ranges that you have included in
Schedul e 8 are based on publicly avail able
information; is that correct?

A Correct.

Q Isit fair to say, M. CGebhardt, that you
did not confirmthese rates with the carriers listed
on Schedul e 8 other than SBC/ Ameritech?

A | did not.

Q Ckay. Can you tell ne, M. GCGebhardt,
whet her the conmposite depreciation rates |listed on
Schedul e 8 are based on Illinois specific data; and
if so, for which conpanies?

A For the conpani es, these would not be
Il1linois specific data.

Q That includes SBC/ Areritech Il1inois?
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A That woul d be specific Illinois data.

Q But as to Wlliams, WnStar, Teligent, AT&T,
MCl / Wor |l dCom and LClI, it does not include Illinois
speci fic data?

A That is correct.

Q Do you know t he geographic scope of the data

for the conpanies -- those six conpanies | just
listed?
A My recollectionis it's their totality of

their operations.

Q Ckay. Do you know the geographic scope of
the service provided by -- by WIllians, for exanple?
A It would be -- | don't know the specific
geography that they serve, but whatever was on their
public information, which would have been their

total conpany data --

Q Ckay.

A -- that would have been it.

Q Ckay. What public information are you
referring to?

A | believe it was 10Ks and 10Q@ and annual

reports.
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Q Thank you, M. Gebhardt.

Isn't it true, M. Gebhardt,

in lllinois provides |ocal service using fixed

wi rel ess technol ogy?

A That is correct.

Q And isn't that also true for Teligent?
A | believe that's true.

Q kay. Isn't it true, M. GCebhardt,

SBC/ Aneritech has an ownership interest

Tel ecommuni cati ons?

A The question was?

Q Is it true that SBC has an ownership
interest in WIlians Tel ecormuni cati ons?

A I"mnot positive about that.

Q You're just not sure?

A Ri ght .

M5. HAM LL: kay. That's all | have.

Thank you, M. GCebhardt.
THE WTNESS. Yes, ma'am

JUDGE CASEY: M. Manshi o.

t hat

that WnSt ar

in WIIlians
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CRCSS - EXAM NATI ON
BY
MR MANSHI O

Q M. Cebhardt, ny questions will be directed
toward your Schedule 3 in Exhibit 1.1. That
schedul e refl ects your understandi ng of the
infrastructure dollars spent by Ameritech during the
five years of the alternative regul ation plan?

A Yes, sir.

Q And were you provided those nunbers or did
you request those nunbers?

A Actual |l y, these nunbers were devel oped while
I was vice president of regulatory affairs and
submitted in connection with the price cap filings
on an annual basis.

Q As far as --

A The only exception woul d have been 1999
where | had already left and so | basically used the
sane dat a.

Q So you're responsi ble for organizing dollar
anounts into what you have termed at satisfiers?

A This is the format that was agreed upon with
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the staff as to how we were to report our
infrastructure expenditures. It was agreed to early
on in the process because we had to provide an
annual report to the Comm ssion

And as far as nme -- excuse nme, you know,
my role was basically to ensure that ny fol ks who
put these reports together got the information that
was needed to popul ate the report.

Q As far as the provision of service, whether
it's conpetitive or nonconpetitive, that doesn't
play into any aspect of these infrastructure
dol I ars?

A It does not.

Q Under the satisfier custonmer specific, does
that relate to specific customer requests for
i nfrastructure?

A No, those woul d be specific custoner
requests where Custoner A canme to us and asked us to
do something that required an infrastructure
expenditure that had to be budgeted and ultinmately
approved and then done.

Q So the premi se for any customer specific
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wor k done to infrastructure would be the fact the
customer coming to you as opposed to you going to
t he custoner?

A We could be going to the custoner selling
sonet hi ng.

Q Under the first item Pronto, does that
relate to Project Pronto?

A It does.

Q Have you had custoners come to you as far as
Project Pronto infrastructure devel opnment ?

A Vel l, in the case of one of our subsidiaries
who's engaged in DSL activities, that probably is
why that ended up in that category.

I don't know for sure, but |I'm guessing.

Q | mean, would you have the option to include
that Pronto anount under all other Ameritech famly
menbers or under custoner specific?

A No, because this was expendit ures by
Ameritech Illinois.

Qur other famly of customers or famly
of compani es would be |ike AADS or not -- our |ong

di stance conpani es, our Security Link and all those
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ot her conmpani es that we have would fall in that
bottom | i ne.

Q Just so | understand, you have seven
satisfiers, but are you counting first satisfier
| egal and regulatory as two separate satisfiers?

A W | unp them t oget her.

Q Under the category others, can you give nme
some exanpl es of what you woul d include under there?

A |"msorry, your reference is?

Q Your | ast satisfier says other?

A Things that don't fall in the above, and |
can't think of an exanple off the top of ny head.

Q They woul d have to do with infrastructure
devel opnent ?

A Yes.

Just give ne a second. Let ne just
gl ance down this and see if | can nmaybe conme up with
an easy exanpl e.
Perhaps it's sonething in the area of

comput er enhancenents that doesn't -- that woul dn't
be allocated to one of these others. Sonething Iike

I don't know, a new programto bill CLECs maybe.
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Q Under the satisfier service continuity, you
have got OSP rehab and OSP pol e repl acenents.

Does the OSP stand for outside plant?

A It does.

Q So this Schedule 3 reflects the $3 billion
commitment over five years nmade by Ameritech?

A It represents the 3.7 billion in
expenditures that Aneritech made in this period of
time.

Q Do those expenditures include all anounts
spent by Aneritech on infrastructure during that
period of time?

A The 3.7 includes -- because we did not
include -- we include them separate, does not
include certain of the Areritech famly of conpanies
that al so made expenditures.

It doesn't include the 778 ml lion, for
exanpl e.

Q As far as Ameritech expenditure on
infrastructure, this amount, the 3.7, includes the
entire anount?

Not hi ng el se was spent by Ameritech
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during that period?

A It's nmy best judgnent that this is it on
infrastructure.

MR MANSH G On infrastructure.

Thank you. No further questions.

JUDGE CASEY: Any other cross?

M5. LUSSON: | just have a coupl e questions.

CRCSS- EXAM NATI ON
BY
MS. LUSSON:

Q Good afternoon, M. Gebhardt.

A Good afternoon

Q If you could t urn to your Schedule --
Exhibit 1.1, Schedul e 5.

A Ckay.

Q There you |ist comparison of Ameritech
Illinois rates with the rates -- nonthly residential
rates of three other phone conpanies; is that
correct?

A That's correct.

Q And ny question is, in putting together this

exhibit, did you exam ne the costs under |ying the
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prices listed in this exhibit for these three
compani es?

A No.

Q And | ooking at Exhibit 1.1, Schedule 6
there you conpare Aneritech Illinois's nonthly
residential rates with AT&T, MZ Metro, MLeod and
U S. Exchange; is that correct?

A Yes, ma' am

Q And here again, ny question is in putting
together this exhibit, did you exam ne the
underlying costs associated with the price listed
for nmonthly residential service of these four
compani es?

A No, | did not, and I don't think these
conmpani es or any of the others would give nme their

costs anyway.

MS. LUSSON: Thank you. That's all the questions

| have.
JUDGE CASEY: Thank you
JUDGE MORAN:  Any redirect?
M5. SUNDERLAND: Can we break for a couple

m nutes and cone back?
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JUDGE MORAN:  Sure. W'l --
MS. SUNDERLAND: 4: 00 o' cl ock?
JUDGE CASEY: Before we break, M. Gebhardt, |

have a coupl e questi ons.

THE WTNESS: |'m sorry.
EXAM NATI ON
BY
JUDGE CASEY
Q In your Exhibit 1.2, Page 16, generally that

area, you're talking about pricing.

A Ckay.

Q Towards the mddl e of the page there's a
question and answer, and it's about -- the question
is whether or not t's the conpany's position that
all services should generate the same | evel of
contribution.

A Yes, sir.

Q And your answer is absolutely not.

I just want to nake sure that |'m not
confusi ng concepts here.
If there are sone services that generate

above-average |l evels, some that generate
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bel ow- average | evels, are those above-average |evels
generating services, is that a cross subsidy?

A I wouldn't consider it a cross subsidy, but
it -- clearly, the services -- one service is
supporting, potentially supporting, the other

Q. So then what's the difference between
supporting and cross subsidy?

A Cross subsidy would be where a service is
priced above cost supporting a service that is
priced below cost. 1In other words, negative
contribution.

Q And isn't that Areritech's position with
respect to access |lines?

A Under certain of the network access |ines,
with the prices -- the costs that have been
devel oped by M. Pal mer are indeed bel ow cost.

Q Ckay.

A So, yes, that would be the situation there
where there is an actual cross subsidy of services.

Q | refer you to Page 70 of Exhibit 1.4.

A "' mthere.

Q kay. Cenerally that area we're talking
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about what should be included within the price
index. The first --

A Vait. WVait. Wiit. Mybe I"'mnot there
70, did you say?

Q Page 70. First full question begins with
"finally."

A | don't have that on ny 1.4.

Q Qur pagi nation mght be off.

A. What was the category that we're | ooking
for?

Q VWhat was included within a price index.

Whol esal e, UNE cust oners.

A " mhaving trouble finding this.
M5. SUNDERLAND: | see discussion of UNEs but
don't see "finally.” What's the question?

JUDGE CASEY: The question is finally, let's see,
claims -- Mss TerKeurst clains that inclusion of
whol esal e and UNE customers is necessary for themto
recei ve conpensation for poor service quality, do
you agree?

MS. SUNDERLAND: It's on Page 74.

THE WTNESS: |'mthere finally.
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JUDGE CASEY: That question and that answer.
THE WTNESS: Yes, sir.
BY JUDGE CASEY:

Q The answer is no, that renedy plans for UNE
and resal e services are being considered in other
pr oceedi ngs?

A Yes, sir.

Q Do you know what those other proceedings

A | don't know t he docket nunbers.
Q They are docketed itens?

A That is a flow out of the corroboratives

wher e peopl e have pretty much agreed on the measures

and they need to know about the renedies.

Q VWen we are tal king about the renedi es, do
the parties in those transacti ons have contractual
renedies as well, if there's poor service quality?

A I"'msorry, | mssed the question.

Q W' re tal king about UNE custoners or
whol esal e custoners.

Do not those parties have contractual

renedi es --
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A Yes.

Q -- if their service -- if there's poor
service quality?

A Yes.

JUDGE CASEY: | have nothing further. W' Il take
a six-and-a-hal f-mnute break.

(Whereupon, a brief recess
was taken.)

JUDGE CASEY: Back on record.

REDI RECT EXAM NATI ON
BY
MS.  SUNDERLAND:

Q In M. Harvey's cross-exam nation, he asked
you a nunber of questions about the anortization
proposal the conpany presented in Docket 92 -0448,
noted that it was a five-year anortizati on proposal
and then contrasted that with the eight -year
anortization which the conpany used for the FAS-71
wite-down.

Coul d you expl ain why the conpany
proposed -- is using a |longer anortization period

for the FAS-71 wite-down?
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A Vell, | think for the nost part it has to do
with the fact that the ampunt in question was | arger
and therefore the conpany believed that we should --
I believed | should spread it over a | onger period
of tinme.

Q M. Harvey al so asked you some questions
about how you had devel oped your enbedded cost per
| oop, and you indicated that you obtained the cost
fromthe interstate conmon |ine reporting category.

Was that nunber adjusted to reflect total
company cost for access |ines?

A Yes, it was. It was grossed up to ref lect a
total conpany view of network access line costs so
it was not jurisdictionalized.

Q M. Heaton described a nunber of
technol ogi es that are used for broadband
applications and suggested -- and this included
| SDN, DSL, cable and so forth, and suggested that
these were typically business applications.

Is, in fact, there residential denmand for
hi gh- speed Internet access today that would be

served by these kind of technol ogi es?

562



10

11

12

13

14

15

16

17

18

19

20

21

22

A Yes.
Q M. Heaton al so suggested that Project
Pront o does not support POIS service.
Is that, in fact, true?
A No. There is -- Pronto does support POTS
servi ce.
I"Il just leave it at that. It does.
Wth the outside plant placenent of fiber cables.
M5. SUNDERLAND: That conpletes the redirect.
JUDGE CASEY: Is there any recross based on the
redirect?
MR, HARVEY: One question with respect to the
fascinating i ssue of anortization.
RECROSS - EXAM NATI ON
BY
MR HARVEY:

Q M. Cebhardt, the eight -year distinction

that -- or the eight-year wite-down period that you

pointed us to in your redirect, that was done at
your el ection, correct?

A Correct.

Q Ckay. That was your personal decision to do
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it?
A It was a decision that was nade by me
considering all the factors invol ved.

Q Fai r enough. Thanks.

A Qovi ousl y, ny managenent coul d have
overruled ne, | guess, but they didn't.

MR HARVEY: Well, if | mght be granted just a
bit of latitude, I'd like to ask one nore question

that relates to sone cross that took place after
mne, just to --

M5. SUNDERLAND: Round robin cross is usually not
favored in these proceedi ngs.

JUDGE CASEY: Do you have any recross based on
the redirect?

MR HARVEY: The cross that | have based on the
redirect, | have conpl et ed.

JUDGE CASEY: kay. Then you're done.

MR, HARVEY: Fair enough

JUDGE CASEY: Any re-redirect?

MS. SUNDERLAND:  None

JUDGE CASEY: kay. M. GCebhardt, you're excused

except for possible recall for Thursday.
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THE WTNESS: Ckay.
JUDGE CASEY: Maybe we'll see you again; maybe we
won't. The next witness is staff witness --
MR HARVEY: Yes, M. Koch. Do we want to --
M5. SUNDERLAND:  Should we go off the record and
tal k about what the rest of today |ooks |ike?
JUDGE MORAN: W can go off the record.
(Wher eupon, a discussion was
had of f the record.)
(Wher eupon, Staff
Exhi bits 13.0, 13.0-P 27.0,
27.0-P and 33 were marked
for identification.)
JUDGE CASEY: M. Koch, you want to raise your
right hand to be sworn
(Wtness sworn.)
JUDGE CASEY: M. Harvey.
ROBERT KOCH,
havi ng been called as a witness herein, after having
been first duly swor n, was exam ned and testified as

fol | ows:
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DI RECT EXAM NATI ON
BY
MR HARVEY:

Q M. Koch, would you pl ease state your name

for the record and spell it?
A My nane is Robert Koch, K-o-c-h.
Q Coul d you give us your business address?
A 527 East Capitol, Springfield, Illinois.
Q Now, let's start with Staff Exhibit

No. 13.0.

Do you have a docunent consisting of 43
pages of questions or text in question and answer
formmarked for identification as Staff Exhibit
No. 137

A Yes, | do.

Q Was that pr epared by you or at your
direction?

A Yes, it was.

Q I's that your direct testinmony public version
in this proceedi ng?

A Yes, it is.

Q If I were to ask you the questions contained
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in Staff Exhibit No. 13.0, would your answers be the

same as they were when you prepared the docunent?

A

Q

sane

A

Q

Yes, they woul d.

Ckay. Staff Exhibit No. 13.0-P, is that the

-- do you have that before you?

Yes, | do.

That's a docunent al so of 43 pages of text

in question and answer forn?

A

Q

Yes.

That is a proprietary version of Staff

Exhi bit No. 13, correct?

A
Q
A
Q

testi

A
Q
t ext

A

Q

Yes.
Prepared by and at your direction?
Yes.
I"mgoing to nmove on to the rebuttal
mony, Staff Exhibit No. 27.0.
You have that before you?

Yes, | do.

I's that a docunent consisting of 28 pages of

in question and answer forn?
Yes, it is.

Was that prepared by you or at your
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direction?

A Yes, it was.

Q If I were to ask you the questions contai ned
in that exhibit, would your answers be the same as
they were when you prepared then?

A Yes, they woul d.

Q Do you have before you Staff Exhibit
No. 27.0-P?

A Yes, | do.

Q I's that your proprietary version of your
rebuttal testinony in this proceedi ng?

A Yes, it is.

Q And if | were to ask you the question --
that nmerely consists of a version of the public
testinmony with proprietary figures init, correct?

A Correct.

Q And if | were to ask you those questions
woul d your answers be the sane as they were when you
prepared thenf?

A Yes, they woul d.

Q Finally, M. Koch, Staff Exhibit No. 33, a

docunent consisting of four pages of text in
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question and answer form

A Yes.

Q Do you have that before you?

Was that prepared by you and at your
direction or at your direction?

A Yes, it was.

Q If I were to ask you questions contai ned
therein, would your answers be the sane?

A Yes, they woul d.

Q Do you have any corrections or revisions to
make to any of these exhibits, nanely Staff Exhibits
No. 13 and 13-P, 27 and 27-P and 33?

A No, | do not.

MR HARVEY: | would nove at this point for the
admi ssion into evidence of Staff Exhibit No. 13,
Staff Exhibit No. 13-P, Staff Exhibit No. 27, Staff
Exhibit No. 27-P and Staff Exhibit No. 33, and I
woul d tender the wi tness for cross.

JUDGE MORAN:  Are there any objections to any of
the evidence as recited ny M. Harvey?

M5. SUNDERLAND:  No
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JUDGE MORAN: It will be admtted subject to

Cross.

(Wher eupon, Staff

Exhi bits 13.0, 13.0-P, 27.0,
27.0-P and 33 were admtted
into evidence subject to

Cross -exam nation.)

JUDGE MORAN:  And who wi shes to start

cross-exan nati on?

M5. SUNDERLAND: | guess I'Il start.

JUDGE MORAN: Pl ease proceed.

A

Q

To be honest,

CROSS - EXAM NATI ON

BY

M5.  SUNDERLAND:

Good afternoon.

CGood afternoon.

I"d like to start off with access charges.

I'"'ma little confused about where we

ended up on access charges at the end of the day in

your testinony.

Now, to start with, in your direct, you

had expressed some concern about the fact that the
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APl is so low for access charges that the plan
hasn't required rate reductions; is that correct?

A Yes, it is.

MR, HARVEY: Could we get a citation, please, on
t hat ?

M5. SUNDERLAND: Page 21, sort of towards the
bottom of the page. Are we okay?

MR HARVEY: kay.

BY MS. SUNDERLAND:

Q Just for the record, what that means is that
access charges have been reduced as a result of
other things other than the index, such that the
index itself didn't have any additional inpact on
price changes; and by other things I mean FCC access
reformorders, Commission's order in 0601, 0602 and
so forth

A The APl that currently exists for Ameritech
i ncl udes both changes that it brought about itself
as well as within the plan, as well as changes that
are outside the plan as you characteri zed.

Q Ri ght .

So, in other words, the conpany reduced r
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the conpany's carrier access charges have been
reduced nore than the plan woul d ot herw se have
required, right?

A That is my understandi ng.

Q Yes. And fromyour perspective, that's a
good thing, right?

A In terns of there being access charges that
are brought closer to cost or to a nore appropriate
rate | evel, that answer woul d be yes.

Q Ckay. Now, when we got to your surrebuttal
if I can find it, you said that you' re no |onger
concerned about the fact that carrier access charges
were below the API; is that correct?

MR HARVEY: Could | ask where we're referring
to?

V5. SUNDERLAND: Let me see if | can find it.

BY MS. SUNDERLAND:

Q On Page 2 of Staff Exhibit 33, you state, |
am no | onger concerned about the APl |evel or
whet her access charges coul d be reduced in the price
cap nechanism Lines 40 through 42

A Yes, that is ny testinony.
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Q Al right. Does that mean that it bothered
you before that the AP -- that the price index
hasn't caused reductions and now it doesn't bother
you anynore, or are you maki ng sonme ot her point
her e?

A | recomrend in ny rebuttal testinony that
access charges remain in the plan.

| also recommend that the API/PCl are
reset to 100.

So I'mnot concerned -- at least if ny
recomendati on were accepted, ny concern about the
APl as illustrated in direct, | would no | onger have
that concern.

Q You woul d no | onger have that concern
because you would bring the APl and the PCl together
so that, in fact, Ameritech Illinois would have to
decrease carrier access -- excuse nme, access rates
under the plan?

Is that why you're not concerned?

In other words, are you not concerned
because you have renoved all the headroonf

A l--

573



10

11

12

13

14

15

16

17

18

19

20

21

22

MR, HARVEY: Wiat are we tal king about in terns
of headroom here? 1Is this M. Cebhardt's termor --
MS. SUNDERLAND:  Yes.
MR, HARVEY: (kay, could we have the definition
for the witness of what that is in these terns.
BY MS. SUNDERLAND:
Q It's the difference between the APl and the
PCl .
Are you proposing to elimnate that
difference for carrier access charges?
A Yes, | am
Q So by renoving the headroom it's -- under
staff's proposal, the conpany woul d be required to
reduce carrier access charges even though they have
al ready been reduced substantially nore under the
pl an than the plan would have required to date?
Is that staff's position?
A No, it is not.

Q Ckay. Could you explain what your position

A In future annual filings as if and when --

if and when reductions are ordered for carrier
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(Change of reporters.)

Q What else is in there?

A Wol esal e services, mainly whol esal e
servi ces

Q So that it's your testinony that by
elimnating the head room the basket would have to
reduce its rates, you are saying we wouldn't have --
the conpany woul dn't have to do it on access
charges, necessarily, but then we would have to do
it on UNE's or wholesale rates, or resale rates, or
their equival ent?

A Mai nly whol esal e rates, and that woul d be
only in the case in the future that reductions would
be required of the conmpany in the carrier basket.

Q VWen you say whol esal e, you nean resal e?

A Correct.

Q Now, the resale rates would be going down
anyway in line with any residence decreases,
correct, to naintain the voided cost differential?

A They -- where there are reductions in
busi ness or residential services, whol esal e services

woul d al so be decreasing
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Q So it's your proposal that whol esal e
servi ces woul d have to be decreased nore than that
because the basket includes carrier access in UNE s
which normally can't go down; is that staff's
pr oposal ?

A Actually it's not ny proposal, | did not
recomend that UNE's be placed in the carrier
basket .

Q So UNE's are out. So whol esal e services
woul d take the brunt of both the reductions that are
sort of -- that flow fromany residence rate
reductions, and reductions that are required because
carrier access is there in the basket, and it's part
of the calculation of the total revenues in the
basket ?

MR HARVEY: Could | ask to have that rephrased,
because |I didn't get it and I'mnot sure if the
wi t ness did.

BY NMS. SUNDERLAND:

Q Isn't there a relationship between the

anount of revenues in the basket and the size of the

total rate reduction which has to be inpl enented?
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A Yes, there is.

Q So that if you have carrier access in the
basket, the carrier basket would have to have total
rate reductions that are larger than if carrier
access were not in the basket?

A That is correct.

Q So if the company doesn't reduce carrier
access charges, it would have to reduce resale rates
by an anmount that is larger than woul d ot herw se be
the case by virtue of carrier access being there?

A The way you pose the question, if the
conpany chooses not to reduce access charges within
the carrier basket, then, yes, resale services would
necessarily have to decrease by nore than they would
ot herw se.

Q And t hose decreases would be | arger than
what's required by the Conm ssion's order
i mpl enenti ng the avoi ded cost net hodol ogy, correct?

A Al else equal, it would cause the rates to
be Iower than the levels capped in Docket 97 -0601,
0602.

Q Now, I'mtal king about resale rates here, if
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the conpany didn't change carrier access rates,

woul dn't it have to reduce whol esale resale rates
bel ow the | evel prescribed by the Commission inits
avoi dabl e cost mnet hodol ogy order for resale?

A The resale rates are capped by fornula. So
whenever they are decreased below that rate |eve
they are reduced.

Q Now, between your direct and your r ebutta
testinmony, you changed your views about whether
carrier access rates would be decreased -- could be
the subject of mandatory decreases consistent with
the Conm ssion's order in 060160020601, 0602; is
that correct?

A That's correct, yes.

Q And as | understood it, your change in
position was based on a rereadi ng of certain pages
of that order?

A Yes.

Q Do you have a copy of the order with you?

A Unfortunately, | planned to pack it, and no,
| do not.
Q. Al right, let ne share mne. Just for the
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record, can you point to nme what it was in those
pages that |led you to conclude that mandatory
decreases were appropriate for carrier access or
coul d be appropriate?

A If you could just give ne a nonent.

Q Do you want ne to find where it is in your

testinony that you say this? | believe it's your
rebuttal testinony, Page 5, at the top.

A | have it highlighted, and book marked in
m ne.

JUDGE CASEY: Ms. Sunderland, do you have any
i dea where you think he mght be | ooking?

M5. SUNDERLAND: That's why |' m aski ng.

THE WTNESS: And | did not quote the page,
specifically in ny testinmony, that's why |I'm havi
difficulty.

JUDGE CASEY: That's fine.

BY MS. SUNDERLAND:

Q If you don't recall, you don't recall.

JUDGE CASEY: Wy don't you go on to another
question and perhaps we can pick this up at the e

BY M5. SUNDERLAND:

ng

nd.
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Q Al right. | presunme you woul d agree that
the order at |east stands for the proposition that
the conpany nust recover its increnental costs
associated with carrier access, correct?

A Pardon me, could you rephrase that?

Q | presume you would agree with me that this
order stands for the proposition that Ameritech
Illinois is at least entitled to recover its |ong
run service increnental cost associated with carrier
access?

A Yes, it is.

Q And Ameritech Illinois is also entitled to
recover reasonabl e apportionment of comon costs,
shared and conmon costs, correct?

A That is correct.

Q And in this order the Conm ssion prescribed
a 28.86 percent conmmon cost allocation, correct?

A That was the maxi num anount.

Q Yes. And that was based on anal yses that
were presented in the record, correct?

A That i s correct.

Q Is it your opinion that the Conm ssion could
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change the conpany's LRSI C floor w thout having in
front of them an updated LRSI C study?

A The way | understand your question is could
they change their LRSIC costs without a LRSI C study?

Q Um- hnm yes, that's ny question.

A | don't believe so.

Q Is it your opinion that the Conm ssion could
adopt a different allocation of comobn overheads
wi t hout a revised common overhead study of sone
ki nd?

A | don't necessarily believe that it would
require a study. Sonetimnmes shared and conmon costs
can be allocated on an arbitrary basis, so that
didn't necessarily have to have a study attached to
it.

Q VWl |, when the Conmm ssion allocates sharing
comon costs it is always arbitrary, with quotes
around it, from an econom c perspective, right?

A Yes.

Q However, when the Commi ssion has done so in
other contexts, for exanple in the aggregate revenue

test, in the TELRI C docket, in those kinds of
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contexts, isn't it true that the Conm ssion has
al ways used a net hodol ogy?

A I would agree with that.

Q Al right. So wouldn't you agree that to
change the 28.86 percent allocation to carrier
access, which was based on analyses in that record,
that the Conmi ssion would need a revised comrmon cost
al  ocati on met hodol ogy to do so?

A The order, and | did find our citation of
the previous question, in Dockets 97-0601, 0602,
al |l ows the conpany a maxi num shared and comon cost
contribution of 28.86 cents. So anything | ower than
that, while being above the LRSIC | evel, would be
al  owed, according to ny reading.

Q But in order to change that nunber, woul dn't
it be necessary to have sone basis for that change,
because that number was adopted based on a record,
was it not?

A Yes, it was.

Q And to change it, wouldn't there necessarily
need to be new information that would allow you to

provide a different allocation?
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A So to change the naxi mun?

Q No, to change the allocation

A | guess what I'msaying is with the
Conmi ssi on's analysis in this proceeding, they allow
for a variance bel ow 28.86 percent, w thout the need
for a proceeding, or any further rationale, as
understand the order.

Q Where in this order does the Comi ssion
provi de that the 28.86 percent can be reduced
wi t hout any proceeding, wthout any rationale, that
it can just be reduced?

A On Page 51.

Q And coul d you read for the record the
sentence what you are relying on for that
proposition, that it can be reduced w thout ny
further proceeding and without any further
rational e?

A Accordingly, we adopt the shared and conmon
cost percentages for switched access rate el enents
contai ned in AT&T CGebhardt Cross Exhibit 1A, Page 3,
and conclude that the naxi num shared and conmon cost

contribution shall be 28.86 percent for both
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Aneritech's and GIE s cost based switch access rate
el enents.

Q Is it your position that the use of the word
maxi mum sonmehow gi ves the Conmmi ssion the ability to
change it unilaterally?

A My under st andi ng of the usage of the word
maxi mumin the sentence gives the conpany the
authority to reduce the rate bel ow LRSI C plus 28. 86
per cent .

Q Let's assume that the conpany does not w sh
to reduce it bel ow 28.86 percent, that certainly is
within the conpany's prerogative based on this
order, correct?

A Yes, it is.

Q Is it your testinmony that the conpany shoul d
be forced so reduce that allocation through the
functioning of the price index?

A | don't believe that would be an exact
characterization, but I do allow for it, and | fee
that it could occur within the price cap plan

Q VWll, let's assunme the follow ng scenario

The Conmm ssion adopts your proposal, the head room
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is removed fromthe carrier basket, there is a
revenue reduction that is required, according to the
i ndex, Aneritech has already taken the resale
reducti ons necessary to maintain the avoi dabl e cost
differential, but it's not enough to satisfy what
the index says needs to be done

And Ameritech cones in to the Conm ssion
and says, we don't intend to decrease rates any
further below this level, we are entitled to a 28. 86
percent common overhead allocation fromthis 0601
0602 order. W are entitled to naintain our
whol esal e rates at the avoi dabl e cost discount, we
don't have to reduce them|ower than that. Wuld
staff accept that as a conpliance filing?

A That would be in the annual filing, and with
that scenario you are saying that you woul d provide
a carrier basket, whose APl exceeded the PCl ?

Q I think in your scenario -- yes, the API
woul d exceed the PCl, only because you have
elimnated the head room and are requiring
application of the index to these services, which

are subject to these other orders.
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A Ckay. Well, ny response woul d be that
Aneritech inappropriately is recommendi ng that the
APl stay above PCl. And | am assum ng that staff
woul d adopt that opinion and file coments
requesting that the conpany |lower rates for
servi ces, whether they be resale or access to a
poi nt where the APl did becone |ess than the PC

Q So the bottomline here is that staff wll
suggest that the conpany's not entitled to the rate
| evel s prescribed in 97-0601, 0602, and as whol esal e
resale rates consistent with the Conm ssion's resale
prici ng nethodol ogy order?

A | can't speak for staff, as a whole, | can
only speak as this witness. And what | would
reconmend that staff would do, and that would be to
require reductions for those services in |ight
that -- in light of the viewing of this order, as
well as the whol esal e order, that these are caps on
those rates set either by the -- as you call it, the
avoi dabl e cost formula or LRSIC plus 28.86 percent
for access charges.

And therefore there would be roomfor the
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conmpany to lower, and in conpliance with alternative
regul ation plan, yes, they would have to find sone
way to lower the API, whether it meant |owering
those services or not.

Q In your surrebuttal testinony, you state,
believe on Page 3, that there is no direct
rel ati onship between the change in the PCl and the
change in the LRSIC, is that true?

A Yes, it is.

Q Whul d you al so agree that there is no direct
rel ati onship between the change in the PCl and the
change in comon costs?

A | believe there is sonewhat of an indirect
relationship, in that the PCl reflects overal
cost -- declining costs, at |east when it's being
reduced, it reflects productivity gains, and
therefore as it's being reduced, over the course of
that annual filing, I would al so expect shared and
comon costs of the conpany to decrease.

Q Have you perforned any anal ysis that woul d
rel ate changes in the PCI to changes in comon

costs?
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A No, | have not.

Q Do you know what drives total fact or
productivity?

A The productivity factor has been fixed
inside the alternative regulation plan, so there
really is no driver for that, it was set in the
original alt reg order.

Q Do you have an understandi ng of what causes
total factor productivity to increase?

A I"mnot sure if I'"'mfollow ng your question

Q Let me ask it a different way. Do you have
-- have you conducted any kind of anal ysis which
woul d suggest that the total factor productivity
i ncreases that underlie -- X factor which underlie
the change in the PCl, is in fact the result of
changes in conmon cost?

A | have not performed such a study, | would
just suspect that productivity gains of the conpany
woul d occur for shared and common or joint and
common costs over time as, you know, -- let ne
rephrase nmy answer.

Al t hough | have not performed an
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analysis, it is ny belief that as the conpany's
productivity increases, the anount of shared and
common costs woul d decrease or becone a | esser
proportion per rate el enent.

Q Wul d you agree, for exanple, that tota
factor productivity increases if demand for the
company's product increase nore than its -- the
costs incurred to produce those products increases?

A I"mnot entirely certain of that.

Q So you are not too sure what drives total
factor productivity increase?

A | can't testify to being an expert.

Q Isn't it true that if the Aneritech
Il'linois' comon cost did increase, that that would
be picked up in a common cost allocation
met hodol ogy?

A Yes, | believe it should.

Q And in fact, in the nmerger order isn't the
conmpany required to capture the inpact of the merger
savings in its, anong other things, its common
costs?

A I amnot an expert on the merger order
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Q Do you know whether in fact Ameritech
Illinois has updated carrier access studies on file
with the Conm ssion?

A Yes, | am aware that they have.

Q And do you know whet her they include an
updat ed common cost al l ocation reflecting nerger
savi ngs?

A | have -- | would suspect that they do, |
have not | ooked at themin depth, yet.

Q Wn't that be a good context in which to
deci de whether in fact common costs have decreased
based on the actual study?

A | believe that an actual study would yi eld
i nformati on that woul d be useful to the Conmi ssion
to the conpany, in determ ning what a proper shared
common cost factor would be in the future.

Q And isn't it true if you are sinply relying
on the PCl, that you are guessing as to whether
common costs have declined or not?

A | don't believe they are directly tied, and
sol don't -- and it's not ny testinony, either

that they would be directly tied. Therefore, |
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believe a study woul d produce a nore accur ate
renderi ng of what proper shared and commobn cost
factor would be for a conpany.

Q Wul d you agree that carrier access rates
over the termof the plan have come down nor e
proportionately than any other class of custoner
services? That wasn't artfully asked, but do you
under st and what |' m sayi ng?

A Could I, | guess rephrase it nyself, and say
is what you are asking that the APl for the carrier
basket has decreased nore than any of the other
servi ce basket API's?

Q Yes.

A That is ny understandi ng, yes.

Q So carriers have benefited nore than any of
the ot her baskets, shall we say, fromrate decreases
over the last five years?

A O the services remaining in the price cap
mechani sm carrier service rates have reduced,
woul d say nore than any of the others.

Q Is it your position that as a matter of

policy the Comm ssion should go out of its way to
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try to require even further rate decreases for this

one custoner group?

A I don't believe that is ny testinony.

Q Is that the effect of your proposal ?

A Not as it was stated to ne, | don't believe
so.

Q On Page 4 of your surrebuttal testinony you
tal k about UNE pricing. Now, as | understand your
position there, UNE s would not be part of the
carrier basket; is that correct?

A You are referring to Page 4 of ny
surrebuttal ?

Q Yes. Well, let ne ask it a different way.
On Page 46 your testinony, you say that there is
nothing to prohibit reductions in UNE prices as |ong
as the TELRIC s associated with UNE' s in fact go
down; is that correct?

A Ckay, that would be starting on Page 3.

Q Ckay, |1'm1looking at Page 4, but starti ng on
the bottom of Page 3 going up to Page 4.

A Ckay. And your question, again, was?

Q Am | correct that UNE prices would only cone
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down in the event that TELRI C studi es denonstrate
that in fact costs have cone down?

A Yes, that is ny testinony.

Q And they would not be subject to the index?

A When you say subject to the index, they --
my belief is that those rates are set to be at
TELRI C pl us shared and comon costs, and not capped
at that level. So the price cap index -- it would
be inappropriate to | ower those rates without a
study supporting it.

Q Thank you.

M5. SUNDERLAND: [I'msorry, I'mgoing to go over,
this is taking longer than | anti ci pated.

BY MS. SUNDERLAND:

Q I want to talk briefly about calling plans.

A Ckay.

Q And | understand that you believe that
calling plans like sinplified and call packs shoul d
be put in the residence basket, rather than the
ot her basket?

A That is correct.

Q Now, the other basket is subject to the
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i ndex al so, correct?

A Yes, it is.

Q And the other services in the other basket
are residence services, correct?

A | believe they are primarily residentia
services, but | believe there are sone other
services in there

Q But primarily residence, correct?

A | would say yes.

Q Wy is it that, fromyour perspective, it
matters if both baskets are subject to the
increase -- I'msorry, to the PCl and the index, why
does it matter whether the calling plans are in the
resi dence basket or the other basket? | nean, they
are subject to the index.

A True. The main reason, well, w thout
| ooking at ny testinony, that | feel that they are
i nappropriately in the other services basket is
because they constitute basic |ocal services for
resi dence customers.

Q If we | eave aside that issue, can you tel

me as a practical matter, what difference does it
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make to you which basket they are in? They are
both -- they are subject to the index, whichever
basket they are in, correct?

A They are subject to the index, however, it's
the rel evant services whose rates woul d be reduced
that are the difference, or potentially could be the
difference. As these call plans have been in the
ot her services basket, and these are ny opinions,
basi c | ocal usage services, their rates have not
decreased. |If they were in the residential basket,
al t hough their particular rates woul d not
necessarily have to decrease, | believe that
other -- some form of residence |ocal usage woul d
have to go down within the plan

Q So -- | nmean, when they are in the other
basket, residence rates go down too, correct?

A The inmpact of considering themin the other
servi ces basket, is that services such as vertica
features are taken to drop, and not basic | ocal
usage for residential custoners.

Q So basically what you are saying is you

woul d rather see the services in the residence
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basket go down, rather than the services in the

ot her basket, is that the gist of what this is al

about ?
A | amsaying that to preserve the
intention -- let me make sure | choose ny words

carefully. To preserve the integrity of the
resi dence basket, it would be necessary to have al
of the | ocal usage for those custoners within the
resi dence basket so that those custoners, the
residential custoners, would receive full benefit.

Q Well, aren't residence custoners r eceiving
the full benefit when they are in the other basket,
if other residence rates are goi ng down?

A Not necessarily. And | think I can foll ow
up by saying that it would be the essential services
for the residential custoners that woul d be | owered
if these call plans were in the residential basket.

Q Is the bottomline here that staff disagrees
wi th the conpany's choices about which residence
rates it's been decreasing?

A In the case of the inpact of these cal

plans, | believe that instead of Areritech's captive
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customers receiving the benefit in their basic
services, in the plan, that instead other services,
di scretion area services, vertical services,
customer's of those services, are receiving the
benefit, and as a matter of opinion, | believe that
that is inappropriate.

Q So the answer t o ny question is yes,
fundanmental |y staff disagrees with the choices the
company' s been maki ng?

A | believe that the conpany is allowed to
make choices within the plan, and cheerfully grant
them -- well, | believe that the Conm ssion
cheerfully granted them some flexibility. However,
| disagree with the placing of |ocal usage, and
actually transitioning |local usage fromthe
resi dence basket to the other services basket.

Q If we were going to rank order the foll ow ng
services, with the services produci ng the | owest
contribution on percentage basis first, and the
servi ces produci ng the highest contribution on a
percent age basis last, won't you agree that it would

go in the follow ng order, residence networ k access
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i nes, residence band A usage, residence band B
usage and vertical features?

A I would say if you stratified their services
to those three categories.

Q Four.

A Excuse nme, band A and then band B.

Q Resi dence network access |ines, band A
usage, band B usage, and vertical services.

A If you stratified it that way, | would agree
with you, yes.

Q And the anount of contribution generated by
verti cal features are, by orders of nagnitude
greater than any of these other services, correct?

A I think for nost all vertical services
that's a fair characterization, yes.

Q From an econom c perspective, doesn't it
make sense to bring vertical features down closer to
cost as a first priority?

A | don't necessarily agree with that, no.

Q On Page 28 of your direct testinmony you show
access |line and usage revenue from conpetitive

exchanges. | presune when you tal k about
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conmpetitive exchanges you are tal ki ng about the
handful of exchanges that have been classified as
competitive for residence custoners?

A Yes.

Q And just to nake sure the record is clear
isn'"t it true that those have recently been

recl assified as nonconpetitive by the conpany?

A I have heard talk of it, I"'mnot -- inn
preparing for this case, | have not reviewed the
tariff filings. | understand that the conpany has

filed, though.

Q Whul d you turn to Page 40 of your direct
testinmony. And | understand you have an issue about
the amount of information received relative to the
APl filings; is that correct?

A Yes.

Q And your proposal is that if the conpany
doesn't provide adequate support, then staff gets to
set the APl unilaterally; is that correct?

A It is ny testinony that unless the conpany
provi des adequate support for its AP, then

Commi ssion staff should have the latitude to
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determ ne what that APl should properly be.

Q Al right, let's assune that staff doesn't
get the information it felt it needed to verify the
company's APlI, hypothetically. If staff doesn't
have enough information to verify the conpany's API
can you tell ne how staff would have enough
information to set the APl itself?

A Wthin the current alternative regul ation
mechani sm the APl fromthe previous year carries
over to the current year. And whenever there are
reductions to rates, that has an effect on the API
Now, generally, those reductions only occur in July,
and they are usually fairly consistent with the
previ ous years cal cul ati on, approved calculation in
the annual rate filing.

Therefore, if it were ne handling it in
the future, I would generally reconmrend that the
previous year's APl be used. And unless there are
ot her changes that |I'maware of, that | could
incorporate to allow for an alterati on of the API,
have no know edge of those changes, | would not be

able to incorporate them So | guess it would be a
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good faith or honest effort to incorporate all rate
changes that | could into the calculation of the
APl .

Q But under your proposal you only get to do
that if you can't verify the conpany's APl, right?

A That is correct.

Q And t hat neans you feel you don't have
enough information to determ ne whether it's the
ri ght number, correct?

A The crux of the problemis that the conpany
doesn't provide support currently, and |I'm|eft
guessing. And if I'mleft guessing on a
short -- these cases are on a short tine frame, |
can do ny best to put together what | feel is an
appropriate AP, whether it would be exactly what
t he conpany woul d want or not.

Q Well, to use your own phrase, you would be
guessi ng, wouldn't you?

A | would be using the best information
avail able to ne.

Q But you woul d be guessing, wouldn't you?

A I wouldn't characterize it as a guess, |
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woul d characterize it as a good faith effort to
appropriately track the API.

Q Let's turn to Page 19 of your rebutta
testinmony, and I'm |l ooking at the first paragraph on
that page. And this has to do with pricing
flexibility. You state first, the state of
competition is not a factor of services contained in
the pl an because they are nonconpetitive services.
Under the current terns to the plan as soon as some
formof conpetition for a service exists, Aneritech
reclassifies the service as conpetitive, and gains
automatic pricing flexibility.

Is it your testinmony staff agrees that as
soon as sone form of conpetition exists for a
service, that it can be classified as conpetitive?

A Is ny position that that's the practice
Amreritech is taking since the inception of this
pl an.

Q Is that the position staff is taking in
Docket 98-0860, the business conpetitive
cl assification docket?

A In Docket 98-0860, | believe staff's
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position is that the reclassifications were
i nappropri ate.

Q Yes, but is it staff's position in that
docket that there is no formof conpetition for

busi ness services? O is it that it's just not

sufficient, fromstaff's perspective, to justify a

conmpetitive classification?

A | believe the latter would be nore
appropriate to ny testinmony in that case.

Q So if staff prevails in Docket 98-0860,
won't there be services which are classified as
nonconpetitive, which in fact face conpetition?

A They would in fact, | guess for those

services that have a weak form of conpetition, that

answer woul d be yes.

Q On Page 20 you tal k about the pricing
flexibility limts that Aneritech has proposed
your position that nonconpetitive service prices
shoul d not be increased within the context of th
pl an, due to the fact that staff and the conpany
don't see eye to eye yet on whether the company's

service cost studies produce valid results?

I's

S
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A | didn't follow that conpletely.

Q Al right. Let's assune that staff and the
conmpany were in agreenent that its cost studies
produce valid results and that in fact residence
network access lines are bel ow cost, okay, accept
that as a hypothetical ?

A As a hypot heti cal

Q As a hypothetical. |In that circunstance
woul d you continue to be opposed to pricing
flexibility that woul d allow the company to increase
resi dence network assess line pricing gradually over
the termof the plan to recover costs?

A | don't object to upward pricing
flexibility.

Q Ckay. So you are not opposed to a pricing
flexibility conponent to this plan that would give
the conpany the ability to increase prices?

A | believe there is one that exists
currently, and | recommend that it continue to be in
effect.

Q And what is that one?

A 2 percent plus the percentage change in the
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PCl .

Q And what has that produced over the last 5
6 years?

A Over the last 5 or 6 years, no upward
pricing flexibility.

Q Yes, so are you support ing or opposed to
nmodi fication to the plan that would allow the
conmpany sone ability to increase prices in an upward
direction?

MR HARVEY: Is this still the hypothetical? BY
M5.  SUNDERLAND:

Q Vell, | nmean, I'mtrying to find out whether
his opposition to pricing flexibility is absolute or
whether its result in part fromthe fact that staff
and the conpany haven't reached agreenment on whet her
the cost studies produced the?

JUDGE CASEY: Let ne take a knife to this. M.
Koch, currently you are in favor of the 2 percent
upward flexibility; is that correct?

THE WTNESS: Yeah, with the PC .

JUDGE CASEY: Are you in favor or would you

recomend additional upward pricing flexibility ?
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THE WTNESS: No, | would not.
BY MS. SUNDERLAND:

Q Whul d you favor additional pricing
flexibility if in fact Areritech's Illinois resident
network access line prices today were bel ow cost?

A | don't think that would sway ny decision on
this issue.

Q Ckay. And that is because you view any
increase in network access line prices as being
harnful to customers?

A No, | do not.

Q Then why woul d you oppose it?

A | don't agree with Ameritech's pricing
flexibility plan, | agree with the one that is in
pl ace now, that doesn't necessarily prohibit the
conmpany fromraising access line rates in the
future

Q Wul d you agree that if network access line
prices are in fact below LRSI C, sonmewhere, sonehow,
those prices need to get adjusted?

MR HARVEY: Again, are we speaking

hypot heti cal | y?
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BY MS. SUNDERLAND:

Q Hypot hetically.

A Hypothetically, if the access line rate,
pl us any ot her recovery mechani sm does not cover
cost, then | feel the conpany woul d be well w thin
its means to petition the Comm ssion and ask for an
increase in the rate. And | think under the plan
currently | believe it is allowed.

Q So staff would contenplate in the event that
Areritech Illinois' rate rebal ancing proposal is not
adopted to this proceeding, and we don't cone to
closure, for exanple, on the cost studies, staff is
not opposed to the company filing, down the road, a
new rate rebal anci ng proceedi ng that woul d adj ust
prices upwards, subject to having a full docketed
pr oceedi ng?

MR HARVEY: | think that this has departed a
little fromthe hypothetical. | nean, if the
question is assum ng, for the sake of argument, that
all this were true.

MS. SUNDERLAND: Yes, | amsorry.

MR, HARVEY: Then maybe he can answer that, but I
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think --

JUDGE MORAN:  So you are not objecting to the
question with your addition?

MR HARVEY: If this is treated as purely
hypot het i cal

M5. SUNDERLAND: Cbviously it is hypothetica
what cones out of this docket.

MR. HARVEY: And giving his opinion

THE WTNESS: My opinion is that if, how do |
state this, | believe the conpany is well withinits
right to petition the Commi ssion to have its rates
i ncreased, based on information it receives from
cost studies and put it forward as proof in the
docket .

In fact, it is ny understanding that they

currently do have the ability to make such a
petition now And | don't see that changing in the
future. | wouldn't -- | do not know of that
changi ng, | guess when this plan is revised
BY MS. SUNDERLAND:

Q So to state it another way, staff is not

supporting continuation of a rate cap on basic
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residential services?

MR HARVEY: | don't think that is a fair
characterization of his testinony. W are now
movi ng from what he woul d hypot hetically recomrend
under certain circunstances that nobody agrees have
taken place, to what staff will absolutely recomrend
going forward. [|I'mnot sure that | understand why
he's -- he can answer that question
BY MS. SUNDERLAND:

Q Let nme rephrase the question. |If under the
circunstances we tal ked about previously, staff
feels that it is within the conpany's right to
petition for a change in its network access line
prices, is it the necessary corollary of that that
the plan would not include a rate cap on basic
residential services?

MR HARVEY: ['mnot sure that | follow that
logic. | mean the conmpany is within its right to
petition for Puerto Rican statehood if it wants to,
but 1"'mnot sure if it follows that because M. Koch
concedes that the conpany has a right to petition

for sonething, that it would logically follow from
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that that the conpany ought to have greater pricing

flexibility. 1 don't followthat.
M5. SUNDERLAND: |'m not tal king about greater
pricing flexibility. 1'mtalking about wh ether

there would be a rate cap i nposed on basic
residential services as a function of a continued
pl an.

MR HARVEY: | still -- 1 would like that
questi on put any other way than it was put.
BY MS. SUNDERLAND:

Q Let nme ask straight out, is staff proposing
that there be a rate cap on basic residential
servi ces?

A That is not ny testinony.

Q Thank you.

JUDGE CASEY: Did you ever go back to the part
where he was | ooking in the order for sonething?

V5. SUNDERLAND: Yes, he read it into the record.

MR HARVEY: | think we decided that was on 51 of
the 97-0601, 0602 order.

JUDGE CASEY: Thank you.

MR, HARVEY: Could | have just a second to
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determ ne whether | have redirect?

JUDGE CASEY: After | find out if there is
anybody el se who has cross. |s there anybody el se
who has cross? GCkay, we will take a couple m nutes.

(Wher eupon, there was
a short break taken.)

JUDGE CASEY: M. Harvey, do you have any
redirect?

MR, HARVEY: | have sone, yes.

REDI RECT EXAM NATI ON
BY
MR HARVEY:

Q M. Koch, Ms. Sunderland asked you a nunber
of questions regarding staff's -- what
hypothetically staff's approach would be if it were
det erm ned conclusively that Ameritech was conpelled
by sone circunstance to price a service belowits
LRSI C cost, do you renenber that?

A Yes, | do.

Q Do you -- assuming that all those facts were
hypot hetically true, do you know what staff would do

under those circunstances?
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A Staff woul d recormend that they do increase
their access line rates.

Q Based on a showi ng?

A Yes.

Q Now, Ms. Sunderland al so asked you a few
questions with regard to what basket calling plans
properly were in. Do you renmenber that?

A Yes, | do.

Q Now, she further said that she -- she
further asked you a question regardi ng your views
about the purely econonmic reasons for pricing
access. And she asked you to state your opinion
froma purely econom c perspective whet her
residential service should make a greater
contribution to costs generally, do you renenber
t hat ?

A | believe what Ms. Sunder| and asked ne was
based on her categorization, wouldn't it be nore --
froman econonmic theory point of view, would it not
be nore appropriate to reduce the rate for services
that have high contributory levels. And she is

shaki ng her head.
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V5. SUNDERLAND: That's a better characterization
of ny question.
BY MR HARVEY:

Q In any case, that being the case, are there
-- your answer was couched in economic terms. Are
there any policy reasons that would informa
di fferent answer?

A My belief would be it would be nore froma
policy perspective that you would focus on the basic
servi ce revenue.

Q And why is that?

A They' re essential services, whereas the
vertical services are nore of a luxury item and I
believe | even characterized are a discretionary
servi ce.

Q Fair enough. Now would you kind of -- maybe
we can better understand what kind of vertical

services we are tal king about, could you give us?

A Li ke call waiting, that type of -- three way
calling -- type of services.
Q Are you familiar, for exanple, with that

Areritech's incremental cost would be to provide one
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of those services to an addi tional custoner?

A Cenerally that's proprietary type
i nformation, but they are very snall.

Q Ckay. And that's based on studies that
they've filed here at the Conm ssion?

A Yes, and based on ny experience.

Q So naturally those services will have a
relatively -- well, I'"'mleading like crazy, |I'm
sorry, Louise. What would be the markup on those
servi ces?

A VWl |, based on the fact that the costs are
as low as they are, they have consi derabl e anmount of
markup. | couldn't give you an exact percentage
but I would attribute the amount of markup nore
towards the fact that their cost is so lowin
relation to basic residential services.

Q And based on that, what kind of a
contribution should common costs of those services
make rel ativel y?

A I would say that froma policy perspective,
it would be appropriate contribution levels -- 1

guess, are you asking ne |like a percentage is that
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1 what you are --

2 Q No, | just -- I'Il withdraw the question,
3 maybe that's the easiest way to do this.

4 MR HARVEY: You know as a matter of fact -- that
5 wll be all.

6 JUDCGE CASEY: Recross?

7 M5. SUNDERLAND: | don't have any.

8 JUDGE CASEY: M. Koch, you are excused.
9 (Wtness excused.)

10 (Change of reporters.)

11

12

13

14
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(Change of reporters.)
(Wher eupon, Anmeritech
Exhibit Nos. 3.0, 3.1, 3.2, 3.3
and 3.4 were narked f or
identification as of this date.)
JUDGE CASEY: kay. We'll go back on the
record
M. OBrien, you want to raise your right
hand.
(Wtness sworn.)
THOVAS O BRI EN
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON
BY
MS.  SUNDERLAND:
Q Whul d you pl ease state your nanme and
busi ness address for the record?
A J. Thomas O Brien, Areritech Illinois, 225
West Randol ph Street, Chicago, Illinois.
Q The court reporter has marked Aneritech

Illinois BExhibits 3.0, 3.1, 3.2, 3.3 and 3.4. Do
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these pieces of testinony represent your direct,
rebuttal and surrebuttal testinony in this docket?

A Yes, it does.

Q Do the record copies reflect any changes or
corrections fromwhat was originally distributed to
the parties?

A Yes, | have just about three or four here.

The first one is on ny rebuttal
testinmony, which is Exhibit 3.1. On Page 21, the
answer on the bottom of the page, the second line at
that answer, change the word duplicitous to
duplicative

M/ next change is on ny surrebutta
testinmony, Page 5, the |last sentence in the first
answer, that is now an inconplete sentence and the
words "is not warranted" shoul d be added to that
| ast |ine.

The next change is on ny suppl enenta
surrebuttal testinmony, Exhibit 3.4. On Page 10, the
first full paragraph in the second line, the word
"service" should be added before quality. So it

shoul d be "service quality rul e-making" now.
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And the |l ast change is also on
Exhibit 3.4, Page 17. The first answer of that
page, the third line fromthe bottom of that answer,
the word "however™ shoul d be stricken.

Q Wth those changes and corrections, if |
were to ask you the questions in these exhibits
orally here today, would your answers be the sane?

A Yes, they woul d.

V5.  SUNDERLAND: I would nove for the adm ssion
of Aneritech Illinois Exhibits 3.0 through 3.4 and
make M. O Brien available for cross-exan nation.

JUDGE CASEY: Any obj ection?

JUDGE MORAN: Are any of those exhibits
proprietary?

THE W TNESS: No.

JUDGE CASEY: Those exhibits will be admtted.

(Whereupon, Ameritech Illinois

Exhibit Nos. 3.0, 3.1, 3.2, 3.3

and 3.4 were adnmitted into

evi dence as of this date.)
JUDGE CASEY: Cr oss - exami nati on?

M. Manshio, why don't you go first.
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MR, MANSHI O Thank you, M. Exam ner.
CRCSS - EXAM NATI ON
BY
MR MANSHI O

Q CGood evening, M. OBrien

A Good eveni ng, M. Manshio.

Q You' re aware of the Conmi ssion's extension
of the infrastructure commtnent on Aneritech as
part of the merger order?

A Yes, | am

Q Does the conpany plan to change that
commtment in this docket?

A No, it doesn't.

Q I's the scope of the docket still to remain
the sane as it has in the past; in other words, are
they categories to be kept the sane or is the
company proposi ng any changes to that?

A No, no changes.

V5.  SUNDERLAND: When you say "categories," what
are you referring to?

MR, MANSHI O The way it's reported now

annual ly.
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V5. SUNDERLAND: You' re tal ki ng about how t he
infrastructure reports are actually put together?

VR, MANSHI O That's correct.

THE W TNESS: Ch, oh, | see. kay. Yes.

| do understand that there are sone
changes required by the merger order in reporting,
and we woul d propose that that sanme reporting be
brought over as well into the alternative regulation
docket .
BY MR MANSH O

Q Do you know if Project Pronto will be
continued to be reported in the same manner that
it's been reported in the past as far as
infrastructure cost?

A To ny know edge, it wll be.

Q Do you know in the past whether those
Project Pronto costs relate to Ameritech's
infrastructure or the delivery of service?

A Wul d you clarify what you nean by that
questi on?

I guess |'mnot sure.

Q Vll, let me ask you, first of all, is there
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a distinction between the delivery of service
anticipated by Project Pronto and the devel opnent of
infrastructure to provide that service?

A I"'mnot -- | can't say. |I'mnot -- 1'mnot
certain on that.

V5.  SUNDERLAND: Could you just -- perhaps you
could clarify what you mean by the delivery of
service in the context of an infrastructure report.
BY MR MANSHI O

Q If the Project Pronto services are intended
to provide DSL services, the pr ovisioning of those
services | would separate fromthe building of the
fiber to provide those services; would that be a
fair characterization or a distinction?

A VWhat woul d your -- repeat that again.

Q ["'mtrying to determ ne whether or not, in
reporting Project Pronto costs, those costs are
basically strictly for infrastructure-rel ated costs
or whether they're related to the provisioning of
DSL services

A Vell, first of all, let ne say that Project

Pront o does provide for both provision of DSL
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services, but also part of that provisioning of that
service; for exanple, the fiber, et cetera, being
taken to the field will be used for POIS services as
wel | .

Now, |, however, am not the one that has
ever done this reporting or conpiled the reports.

So I'"'mnot sure how those costs as such will be
separated on that report.

Q Just a final question

Do you anticipate that the DSL service
once it's provided will be provisioned by Areritech
or provisioned by an Ameritech fam |y conpany?

A Amreritech per the nerger order is not
allowed to provide DSL itself, Aneritech Illinois,
nor has it ever provided DSL itself.

This will -- any DSL services will be
provided by either an Aneritech affiliate or another
CLEC or whoever el se provide -- buys the underlying
service fromAneritech in order to provide it to the
end user.

MR, MANSHI O Thank you.

No further questions.
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JUDGE CASEY: M. Harvey?
MR, HARVEY: It'1l be M. Nixon. [I'Il go shake
hi m out .
(Di scussion off the record.)
JUDGE CASEY: M. N xon, you ready?
MR NI XON: I"'mas ready as |'mgoing to get.
Thank you.

CROSS - EXAM NATI ON

BY
MR NI XON
Q Good evening, M. OBrien. |'mDavid N xon

counsel for the Conmerce Conm ssion Staff.

A CGood eveni ng.

Q Al right. If we could refer to Schedule 2
of your rebuttal testinmony, which is Exhibit 3.1,
bel i eve.

And in that schedule, you calculate a

conbi ned APl of 85.76; is that correct?

A That's correct.

Q And this calculation was perfornmed with the
assunption that access charges are renoved fromthe

pl an?
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A Yes, that's correct.

Q Ckay. Now, if | could ask you to assune
under either of your proposals in your surrebuttal
| believe, under the conbi ned baskets of pricing
flexibility, either the five percent plus the rate
rebal ancing with 10 percent; under either scenario,
if you assune either one of those scenarios and al so
assunme that the Comm ssion were to decide that
access charges should be remain in the plan?

A That access should remain in the plan

Q Shoul d remain in the plan, would your
conmbi ned APl cal cul ati on be changed to reflect the
rati ng of access charge revenue?

A Are you asking, would it be appropriate to
change it?

Q Yes.

A If it were ordered that access charges were
to remain as part of the plan, then I think I would
agree, yes, that this exhibit -- or this calculation
woul d need to change.

The exhibit | presented is the scenario

that Aneritech Illinois is proposing in this
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pr oceedi ng.

Q. And woul d you agree under the scenario that
| suggested that the conbined APl woul d decrease?

A Wthout doing the calculations, intuitively,
I'"d say it would, but that would have to be su bject
to actually | ooking at the cal cul ati on agai n.

Q kay. Now, if | ask you to assune that
under that sane scenario, the conbi ned APl woul d
decrease by as nmuch as four points, would that cause
a significant annual inpact in revenues?

A Are you saying hypothetically, wuld a
four -percent reduction in the APl --

Q Yes.

A -- cause a significant increase in rev- --
or in --

Q Wuld allow for it?

V5.  SUNDERLAND: I think maybe the question
shoul d get read back

(Record read as requested.)
BY MR NI XON
Q Whul d the conpany be allowed to increase

revenues significantly?
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A And again, hypothetically, if it were a
four -percent reduction in the APl, that would all ow
the conpany the flexibility for some additiona
revenue increases.

Q And coul d you state whether or not that
flexibility could allow for as nmuch as $90 million

and change?

A Sitting here today, | -- | wouldn't venture
a guess. |1'd hate to venture a guess.
Q Now, are you aware -- well, in Dockets

97-0601 and 0602, the Conmi ssion determ ned that
there should be a reduction in access charges; is
that correct?

A It ordered a reduction -- it ordered a
refiling of Areritech Illinois' access rates based
on LRSI C plus and mar kup of 28.86 percent.

As part of the docket, they then ordered
Ameritech Illinois to file rates based on the
exi sting LRSI Cs which resulted in an approxi nat e,
believe, $33 nmillion reduction

JUDGE CASEY: ['msorry. A $33 nillion what?

THE W TNESS: Reduct i on
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JUDGE CASEY: Ckay.

Can you pl ease nove the m crophone

cl oser?
Thank you.
BY MR NI XON:
Q Is it correct that the APl was reduced as a

result of conmplying with that order?

A That the API? Not that |I'm aware of.

Q As a result of the rate reductions in
conpliance with the order, did that reduce the API?
A | don't believe it should reduce the API,

no, this was something that was done conpletely
outside of the alternative regulatory plan.

And to ny know edge, the Commi ssion mad e
no determ nati on whatsoever in that order about API.

Q VWen the conpany filed to reduce its rates,
did the APl decrease?

V5.  SUNDERLAND: This is kind of a fact
guestion. Wy don't we check overnight and we'l]l
provi de you an answer in the norning.

MR NI XON: Ckay. Gven that, | need to

rephrase my next question or wait until norning.
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V5. SUNDERLAND: Why don't you ask it
hypot heti cal | y.

MR, NI XON: That's what |'m | ooking at.
BY MR N XON

Q Vll, maybe | don't. We'Ill try it and see

Ckay. And, again, with the pricing

flexibility that you have proposed in your
testi mony, would Aneritech be able to recover --
with the further assunption, again, that access
charges are in the plan, would Aneritech be able to
recover access charge revenue reductions through
increases to other rates?

A That's exactly what we're proposing in this
docket as part of our rate rebal ancing.

Q Now, would resetting the APl and the PO to
100 affect Ameritech's ability to recoup the
previously ordered access charge reductions?

A Well, again, | -- our proposal on the table
is that this is part of the rate rebal ancing th at
ought to be done as part of this case.

W have made no proposal at this point in

time to recover it as part of any annual filing as
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part of the price caps

Q I"mnot sure that's responsive to the
questi on.

Sinply would you agree that if the API
and PCl are reset to 100, that would affect
Areritech's ability to recoup the previously ordered
access charge reductions?

A Let nme say that, first of all, it's -- it
could be treated then as an exogenous change, and
this was sonmething that | think the 0601/0602 | eft
the door open for as well.

At this point intine rather treating it
as an exogenous change, we have filed for it as part
of the offset for our rate rebal ancing.

What woul d happen if it -- the APl and
PCl were set at a hundred and then we | oo ked at
what ever inpact it was on the next annual filing
after that, that would be specul ative, | guess, at
this point in time how that would affect our ability
to recoup those specific reductions.

I would say then this case won't even be

over -- we'll be making our next annual filing on
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April 1st of this year, long before there's a
decision in this case relative to resetting the API
and PCl or anything el se.

JUDGE CASEY: So, M. OBrien, are you saying
that, effectively, the Areritech would have to wait
a year to nake that Z Factor a reality?

THE W TNESS: Wll, |I hate to specul ate, but |
assune that Aneritech is going to have to make a
deci sion about April of this year of perhaps what
happens -- what we intend to do.

I haven't -- | haven't thought about it
real clearly until we started going through this
Iine of questioning.

JUDGE CASEY: VWll, given the situation that the
Conmmi ssion order -- in this docket won't be
conpleted by the tine you' re required to nake your
annual filing, then is it -- aml correct to assune
then that Anmeritech wouldn't be able to make that Z
Factor -- an updated Z Factor filing until next
year ?

THE W TNESS: That's certainly one |ogical

assunpti on, yeah.
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BY MR NI XON

Q I"m going to come back to that. Let nme go
to sonet hing el se for now.

I s your understanding either through the
testinmony or through M. Koch's answers today that
Staff's approach -- reconmendation in this case is
to maintain what it sees as the current pricing
flexibility?

A That's what | understand M. Koch to say is
that Staff's recommendation is sinply status quo
relative to the current pricing flexibility.

Q And it is correct that in the last few years
-- and | don't know exactly how many years -- that
the fornmula has worked out so that there is actually
-- has been no price increase?

A There's been no pricing flexibility since
the inception of the alt reg plan.

Q All right. And that has been a factor
because of the percentage change in PCl; is that
correct?

A I think nore of a factor of the very | ow

GDPPI .
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Q The PCl did not change -- if the PCl had

changed or remained -- let's say it remained at zero

instead of -- it's been approximately negative two

percent; is that correct?

A I think that's been the range, yes, around
t hat .
Q Al right. If it was zero instead of

negat i ve two, would there have been pricing
flexibility?

A Then we woul d have been all owed two percent
pricing flexibility had it been at zero.

Q And | ast year, if you know, there was a
reduction to the PCl based on the service quality
component of the plan; is that correct?

A In 1999, we net all the service qualities.
I believe the filing in 2000 had no reduction

Q But in sone years, the PCl has reflected the
failure of the conpany to nmeet service quality

benchmar ks?

A In other years, there's been a .25 reduction

in the PC .

Q And wi t hout those reductions, would there

633



10

11

12

13

14

15

16

17

18

19

20

21

22

have been sone pricing flexi bility?

A I don't know exactly if there's been any
year where that has -- like we just agreed it was
around two percent a year.

I don't know exactly had the PCl been
just a little different, but it certainly wouldn't
have been nore than a tenth or two tenths of a
percent worth of pricing flexibility at the nost.

Q Can you predict whether the PCl will

decrease by two -- two percent or nore for the next
filing?

A | haven't heard what Allen G eenspan said
today. So...

Q So the answer is no?

A No, | cannot predict.

Q And you can't predict it for the filing
after that either?

A No, we have no way, of course, of
predicting.

I will say going into this plan, nobody

expected the -- based on historical trends for the

GDPPI to stay that low, but I don't know that
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anybody is expecting that it's necessarily going to
rise at this point in time either

Q Ckay. But whenever the PCl decreases by
| ess than two percent, the conpany woul d have sone

upward pricing flexibility; is that correct?

A Again, if it's -- could be one tenth, two
tenth, three tenths. 1t could be sone very, very
small, with the nmaxi num being two percent, which is
still, I think as M. Cebhardt testified earlier

today, much | ower than he had even proposed for the
initial plan.

Q If I can distill that answer, the answer is
even though you think it's a small amount, the
answer is yes?

A It could, by a very snall anount.

Q So M. Koch's reconmendati on concer ni ng
pricing flexibility does allow for rate increases in
years that the percentage decrease in PCl is |ess
than two percent?

A It would allow for some, but not nearly what
the conpany feels it needs to be able to begin to

realign its rates as they shoul d be.

635



10

11

12

13

14

15

16

17

18

19

20

21

22

Q And in years that percentage change in the
PCl is positive, would you agree that the conpany
woul d have greater upward pricing flexibility?

A Qoviously, the nore positive the PC
becores, it would allow for some greater
flexibility, yes.

That, of course, is meaning that
inflation is growing at a nuch higher rate. So what
our real price increase is under those circunstances
woul d still not be significant.

Q Ckay. 1'1l go back to the one question
ski pped over before and try it again.

Let's assune that the APl is reduced as a
result of reduction of access charges.

A Al right.

Q G ven that assunption, wouldn't resetting
the APl and PCI to 100 renove Aneritech's ability to
recoup previously ordered access charge reductions
with rate increases to other services?

A Yes, that would be the effect of that.

Q Thank you. That's just one line

Remai ni ng questi ons are on service
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quality issues. And | will have some page
references. And | apologize if mne are off.
VWhenever | print, | cone up with an extra bl ank page
or two or extra skips in the mddle. And when I
even -- turn over to people, |1've got different
pagi nati ons than anybody el se

So for starters, if we could refer to --
I mean, in your Exhibit 3.4, and | think it's at
Pages 4 to 5, you discuss a cell phone renedy.

That may not be right.

A Yes, that's on Page 4 of m ne.

Q And this -- the renedy as proposed -- or the
programthat's proposed woul d be extended to
custonmers that are expected to be out of service
greater than three days, correct?

A That's correct.

Q kay. First of all, if you know, how woul d
the conpany nmake a determination that a person was
going to be out of service for nore than three days?

A It would likely be in a situation where
there's perhaps a major cable cut or sonething of

that sort which the conpany was able to predict that
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it was going to take sone time to restore service to
a certain area.

It would be very unusual in normnal
circunstances that a custonmer would be out of
service for that length of tinme.

Q And you refer to a plan in Chio; is that --
as far as the cell phone plan. 1Is that one al ready
in effect in Chio?

A | understand -- and you may want to check
with you talk with M. Hudzik |ater who has that,
but | understand that that is a programthat's in
effect for all carriers in Ohio; not just Ameritech
Chio, but all local exchange carriers.

Q Can you confirmwith me -- maybe these
questions can go to M. Hudzik then, but let me try
with you -- that the three main, if not sole
el ements, of the plan are, first of all, that
there's free delivery and pick-up of the | oaned
phone to the customer?

A | believe that is correct, but, again,

M. Hudzik is nore know edgeabl e on the exact

wor ki ngs of the plan.
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Q Ckay. As long as you're having some success

for now -- line of questions here. W'Ill see

One of the other aspects of the plan is
that local calling and call forwarding are wi thout
char ge?

A Again, | would defer I think the specifics
of the plan to M. Hudzik

Q Ckay.

A He did the evaluation of cellular |oaner
program and cane up with a recommendation that we
institute something simlar to Ghio. So he has done
that research on exactly how that plan works

Q Al right. Let me just try a couple of
these questions, and if they all appear to be for
M. Hudzik, I'Il just kind of detour to another
ar ea.

How does Anmeritech propose to make
custonmers aware of these services, do you know?

A Awar e of the | oaner progranf

Q Yes.

A | believe we would make them aware when we

notified themthat their service may be out for nore
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than three days, and then they would be given the
choice of the cellular programor the $20.
The exact specifics of how, again, this

notificati on works M. Hudzik can detail.

Q Ckay. | think a ot of these questions
maybe | should save, but | think I can still do a
few

Your proposal as you stated in your
testinmony is only for custoners experience out of
service greater than three days. Does Aneritech
intend to extend this option to new custoners who
have to wait for instal |ation?

A No, they don't. No, we don't.

Q And why not ?

A Again, M. Hudzik, as | indicated, evaluated
various cellular progranms. Part of that eval uation
just found that the adm nistration, the cost of
provi ding the program and the other probl ens just
wasn't a workable type of program

And we felt that the other renedies th at
we are proposing for customers who are out of

service -- or I'msorry, who we aren't able to
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install within the five days gives them adequate
compensat i on.

Q Ckay. | thank you for your answers, but

think as you keep deferring ne to M. Hudzik, | wll

save the rest of the questions for himon that |i
Now -- I'mhaving trouble with this
because I'm | ooking at a marked up copy.
On Page 11 of your Exhibit 3.4, you
comrent on Staff's proposed renedy for failure to
install within five days. And | believe you

characterize the renedy as a windfall and state -

think it's the end of the second full paragraph o
that page?

A Yes.

Q -- that they would -- the custoner

ne.

n

experiencing a 30-day installation delay would be

able to sign up for cellular service for the nont
and put several hundred dollars in his pocket; is
that correct?

A That's correct.

Q Now, do you have Ms. Jackson's testinony,

Exhi bit 9.07?

h
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A No, I'msorry. | thought | did, but | guess
| don't.

JUDGE CASEY: What's the exhibit nunber?

MR NI XON: 9.0.

BY MR NI XON

Q In particular, if you could | ook at Lines
614 through 620, is that the portion of
Ms. Jackson's testinmony you conmmrented on?

A Yes, it is.

Q Ckay. But, in fact, does not her testinony
reflect that the portion of her remedy -- the option
of the cell phone does have a cap of credit for a
free installation and does not continue as you
suggest w thout cap?

A As | read that, that is the second
al ternative

The first alternative is sinply to
continue to collect $25 a day. And what | said in
my testinony is the customer woul d choose the $25 a
day; go out and subscribe to cellular phone on their
own; pay the $25 or $30 nonthly fee and still have a

coupl e hundred bucks left for thensel ves.
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Q That's -- so when you say subscribe to the
cel lul ar phone, you're not suggesting that her
second option there allows for both the provision of
the free phone plus an uncapped renedy?

A No, | understand her option to be an
ei ther/or.

Q And since you're the one that raised the
exanple in your testinony, is it a conmbn occurrence
for Areritech Illinois to have delays or 30 days or
nmore for service installation?

A No, it is not. It's very unconmon.

But, again, that doesn't nmean that a -- |
bel i eve under Ms. Jackson's plan, if | were the
customer and knew | was going to be out 30 days,
I'lIl certainly take the $25 a day.

MR NIXON. | would nove to strike the |ast half
of that answer as nonresponsive.

JUDGE CASEY: VWhat was the question?

(Record read as requested.)

JUDGE CASEY: The latter half of the answer wl |

be stricken.

BY MR N XON:
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Q Thank you.

Now, referring -- actually, | don't know
if I need to refer to your testinony or not, but if
| do, let ne know

Both you and M. Hudzik use the termns
commi t ment and appoi ntnents in connection with
installation or repair, correct?

A Yes, | believe so.

Q Ckay. Could you please explain to ne, first
of all, do the two terns nean different things or
are they interchangeabl e?

A | discuss this on Page 21 of ny Exhibit 3.4
where | tried to clear that up

As | mentioned, | think in the industry,
often, those two terns becone used interchangeably.
And we tried, therefore, to clear up that. And, in
fact, Ms. Terkeurst was questioning the use in her
testinmony of these two terns.

So in addressing her testinony, we said
the termcommtnent usually nmeans -- or in the way
we were using it there for is that that is sonething

that is referring to all types of installation or
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repair. That would be whether or not a field visit
is required or not and whether -- and it would al so
include things Iike vertical services.

On the other hand, appointnent is
normal |y where you have actually called the custoner
to make an appointnent and the field technician does
have to make a visit itself.

Q | believe this is on Page 16 -- it shows 17
on mne, but it's Page 16 of Exhibit 3.4 under
mssed installation commitnment. Then | think it's
in the nore general portion of your testinony as
wel | .

But, in particular, the reference that
this benchmark should mrror the proposed benchmark
currently under review in the Adm nistrative Code
730 wor kshops; you see that?

A Yes.

Q And t he benchmark you propose here is 90
percent, correct?

A If -- again, | want this to be clear.

What we are proposing is 2.08, which

woul d include all repair including field and
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nonfield visits and vertical services is one
al ternative

The second alternative, if the benchmark
were going to focus on Staff's proposal, we believe,
which is sinply field visits, then we woul d propose
using the 90 percent that's being discussed in the
-- has been proposed by Staff as part of the 730
wor kshops.

There are no benchmarks i n any rul es
today, as | understand it, and Ameritech does not
have enough historical information to be able to
appropriately set a benchmark at this tine.

Q If the Commission ultimately in Adm n Code
Part 730 adopted a different standard, would you
agree that that different standard woul d apply here
if that standard is higher than --

A It's ny testinony that the 730 -- any
changes in 730 versus what the Commi ssion orders
here ought to be inported into the alt reg plan, and
that woul d be whether the new benchmarks are higher
or lower than ordered here.

So, yes, | would agree with your
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st at enent .
Q Page 8 of your Exhibit 3.4.
The proposal is -- and I'll read it.
"If Areritech Illinois mssed its OSS greater than
24 hours or installation within five busi ness days
benchmarks for a cal endar year, it would conmpensate
all customers who experienced installation delays of
over five days or were out of service for over 24
hours for the follow ng year."
Did | read that correctly, first of all?
A First of all, | guess the m ssed the
reference. Could you --
Q Vll, | believe it's Page 8 and it's the --

towards the bottom of the page. The question starts

I was way off. Never m nd.
-- Ms. Jackson --
| heard you wong on the page nunber.

Ch, sorry.

> O >» O >

Yes, you read that correctly.
Q And referring to the out of service greater

than 24 hours installation within five business days
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renedy.

A Yes, you read that correctly.

Q Now, when you say, if the benchmarks are
m ssed for a cal endar year, you're tal ki ng about an
average of the 12 nonths for the year?

A Yes.

Q I"mnot quite sure how this works, so..

When you say, "Compensate all custoners

who experienced installation delays of over five
days or were out of service for over 24 hours for

the following year," are you saying that custoners
in the year that the benchmarks were missed will be
compensated in the foll ow ng year or are you saying
that once the benchmarks are m ssed, custoners who
have those problens in the next year will be
conpensat ed?

A The latter, the problemthat -- the
custonmers that have the problens in the next year

Q Even t hough the conpany may actually neet
the benchmar ks in that year overall?

A Yes. And that's kind of the carrot and the

stick, because if we did neet it that year, then we
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woul dn't have to conpensate custoners the year
fol | ow ng.

Q And if a customer who had been one of those
that was affected in the year that triggered
conpensation, but who did not receive conpensation
asked you why they didn't get it, what woul d you
tell then®

A That under the terns of the plan, that there
were no nmechani smfor conpensating the custoner
during that year.

Q VWhat -- what is Aneritech's proposal for
compensation for failure to neet benchmarks for
operator answer tinme? Let nme take them separately
so it's not a conpound question. Start with that.

What is Ameritech's current proposal for
compensation for failure to neet benchmarks for
operator answer tinme?

A Vll, I think | should step back and say on
all of these answers, | was kind of conmenting on
how t he compensati on woul d be as Ameritech proposes
if this conpensation is done out of the alternative

regul ation fornula.
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As | said in ny surrebuttal testinony,
after evaluating Ms. Jackson's -- would be her
rebuttal testinony -- | think I was trying to think
of which round she was in -- when she again
changed -- made no changes to her proposal relative
to what penalties would apply if the service
remai ned out of the plan, Aneritech nmade the
decision that these penalties should remain as part
of the alternative regul ation proposal just as we
had proposed in our original direct testinony.

So under that provision, that woul d be
one of the quarter of a percent changes to the API
negati ve inmpacts on the APl for the year in which
the benchrmark was m ssed

Q So just to be clear that there isn't an
alternative proposal, either this or this;

Amreri tech's position nowis it should state in the

f ormul a?
A | think what | said -- and | want to be
clear about this as well -- is the reason that we

said that we felt we had to go back to advocating

that it be part of the alternative regulation plan
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is when we did the analysis of the size of the
penal ties that were being recommended by Staff and
by &C, if it were out of the plan, that those were
sinmply draconi an types of penalties to the conpany.

So we had no choice but to | ook at
Staff's two alternatives, and their second
alternative was to leave it as part of the plan and
have much nore reasonabl e types of penalty
provi si ons.

I did say that an alternative would be
that we would still support it being out of the plan
as long as the penalties dollar -wi se were nuch nore
reasonabl e and much nmore in line with what Staff is
proposi ng the penalties ought to be if it remains as
part of the plan.

Q And in your testinony, did you present any
of those studies?

A As far as what we woul d conpensate the
custonmers if it remained out of the plan?

Q No, to establish what you call draconian
remedi es.

A Yes, | -- in -- M. Hudzik did an anal ysis
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of if we made all of our benchrmarks, | believe, is
what -- or if we just m ssed one benchmark or
something -- | don't renmenber exactly how the
anal ysis went, but we're tal king about easily
running up penalties under Staff's plan of $351
mllion over the life of the plan. O, | believe,
by the fifth year, that was an annual penalty, in
fact, which -- and that was to provide service as it
was in 1999 when we net all of our benchmarks. And,
yet, under the staff proposal, we woul d have been
penal i zed $351 million for giving excellent service.
Now, | did -- going back to your origina
question, we also did nake proposals as far as what
we woul d conpensate custoners, our recomendation
if it were out of the plan, had we m ssed one of the
service alternative for the year
Q Hm hmm
A And | believe that was in ny rebutta
testimony where we had agreed to the -- a $4 mllion
penalty is about what it was as part of the origina
pl an, except that we would credit that directly to

custoners by dividing the nunber of access -- $4
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mllion by the nunber of access l|ines, which
bel i eve conmes to you about 65 cents per access line.

JUDGE MORAN: How rmuch | onger does Staff have?

MR, NI XON: I've got two additional short |ines
of cross. One's very short.

JUDGE CASEY: Wi |l e you' re devel opi ng your
theory, M. N xon, | have a question

EXAM NATI ON
BY
JUDGE CASEY

Q Ret urni ng back to that Page 8 and the OSS
over 24 hours for installation, within five days
tal ked about conpensating those persons that
experience that service problemthe follow ng year?

A Yes.

Q But not the persons that actually sustain
that poor service during the year where the
benchmark was m ssed?

A That's corr ect.

Q Is there a technical reason, a theoretica
reason why we woul dn't conpensate the parties that

recei ved that poor service during the year where the
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benchmark was m ssed?

A VWhen we devel oped this, we were trying to
respond to Staff's original proposal which said that
they wanted to nmeasure this on a nonth-by-nonth
basi s.

And any nmonth that a customer -- that we
m ssed a conmtment, the way we understood their
proposal was that during the next nmonth, we woul d
then conpensate custoners who we m ssed that nonth.

So it was still the problemof the actua
customers harned during the nonth we m ssed woul dn't
be conpensated, but it would be customers during the
next month. And we said this nonth to nonth woul d
be a very difficult thing to admnister --

Q kay. So let's say that nmonth to nonth
thing is not a good idea?

A So we said that as a conprom se position, if
we're making it, we shouldn't have to conpensate
anyone. W've nmade t he benchnarks.

Today, custoners don't get conpensated as
I ong as we nake the benchrmark, nor is there any

penal ty under the current plain.
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Q M. OBrien, let's say that you don't make
t he benchmar k

A Ckay.

Q Is there a technical or theoretical reason
why t hose custoners who sustain the poor service
don't actually get conpensated?

A Ch, I'msorry. | didn't understand your
questi on.

| -- sitting here today, it would be
difficult, I know, that we would have to keep track
the end of the year of all customers who we woul d
have m ssed. And then at the end of the year, if we
m ssed the benchmark, we'd have to go back and pay
t hose custoners

I"'mnot saying it'd be inpossible, but it
seens to nme it'd be quite a record-keeping thing to
keep track of everyone to assure that then at the
end of the year, if we found that we had m ssed the
benchmark, we'd go back and conpensate those
cust oners.

Q Whul dn't have you to do t hat the foll ow ng

year ?
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A Well, what | said the follow ng year, it

woul d be automatic then for any custoners --

Q Because you know what you're | ooking for?

A -- during that year, because we woul d

al ready know that we are subject to paying the

penalties the foll ow ng year.

JUDGE CASEY: I"msorry, M. N xon.
Go ahead.

MR NI XON: Now, that triggered a few thoughts.

BY MR N XON:
Q First of all, I -- just to clarify, if |
heard M. OBrien correctly, | don't believe he

characterized staff's proposal correctly, but I

bel
af f

get

ieve Staff's proposal is that a customer who is

ected in a particular nonth, that same custoner

s conpensated in the next nonth; not other

customers who are affected in the next nmonth get

compensat ed.

of

And ny question was going to be what k

-- would it be possible to have a tracking

system but | think you' ve already answered that,

but

let nme test.

i nd
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In that sane vein that the customer who
is affected woul d get conpensated, would it be
possible to track those custoners to the year end in
order to conpensate those custoners instead of
compensating other custonmers who weren't affected in
that year?

A I would defer that to M. Hudzi k, because he
is the one that would have to admi nister this
program So | don't want to speak for him

I gave ny opinion that it would be
difficult, I think, but I think M. Hudzi k woul d be
able to discuss that.

Q In your supplenmental surrebuttal
Exhibit 3.4, you -- one at Page 11, one at Page 12,
you give two conparisons to renedies offered in the
private industry, one, a restaurant; another,

Federal Express, as a way, | believe, of further
showi ng essentially that remedi es are capped; would
that be correct?

A | gave those two as well as the Conkd
exanpl e.

Q Right. As far as the restaurant and the Fed
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Ex, do custoners who experience poor service with
them have options to go to other restaurants or
other mail carriers?

A On their next visit, they could or their
next mailing.

Q And for both Fed Ex and for a restaurant,
would it be your testinony that -- or your belief
that a custoner has to rely on either one of those
entities 24 hours a day?

A No.

Q And if | go back to the same restaurant the
next day and they give inexcusable service again,
m ght | be availed of the sanme renedy agai n?

A You may.

Q And the same with Fed Ex, Federal Express

If the next tinme | use them your exanple
was that if they failed to deliver the service
prom sed, t hat the charge woul d be refunded, I
believe; is that correct?

If that happened the second tine, would
be likely to get a refund the second tine as wel | ?

A I woul d assume you woul d.
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JUDGE CASEY: M. N xon, about ten nore m nutes.
MR NI XON: That woul d be about right.
BY MR NI XON:

Q I may need to show you M. MCerren's

testinmony, but let's see if we can do this without.

Wuld you -- as far as rate reductions
for m ssing out of service over 24 hours, | can show
you this if we need to. GCkay. But that the rate
reduction for 1996 was approximately $4.06 nmillion
woul d you agree?

A Wul d you restate that question? |'msorry.
I mssed --

Q Rate reduction 1996 for m ssing the standard
for the out of service greater than 24 hours was
approxi mately $4.064 million?

MR, KERBER Could you clarify, do you nean the
impact in that year or the cunulative inpact --

MR, NI XON: Application of the q conmponent
affected that r eduction.

THE W TNESS: That woul d have been the first
year of the plan? Yes.

BY MR N XON
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Q Yes. And the second year of the plan, it
was 4.225 mllion?

A ["1l accept that.

O course, the other 4.0, whatever the
nunber was, 4-plus mllion, would have also carried
over into the second year for mssing the first
year.

Q In 1998, it was 2.325 mllion and in 1999
2.613 mllion, which I can show you
M. MdCerren's testinony, if you need --

A ["1l accept that that's his testinmony and
have no reason to not believe that those were not
the figures for those years.

Q If you know, what was the actual anount
custoner bills were reduced due to these increases?

A | know that the -- like | said, the $4
mllion equated to around 65 cents, approxinmately,
when | was |looking in ny rebuttal testinony and
trying to just cal cul ate what the about (sic) effect
woul d be.

So in any given year, 4 mllion was about

65 cents. If it was less, of course, it would be a
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little less, and then those carry on fromyear to
year, of course

Q And woul d those anounts be the sane anong
busi ness and residential bills or would there be a
di fference?

A VWell, under -- that's an average of al

lines, all right?

Q Ckay.
A So, again, to the extent that a custoner has
more lines, they would -- because it's actually part

of the overall changes, and it depends on what
services are being affected that year by the change
in the API.

Q We can turn to your -- again, | guess we
will be exploring an area which may no | onger be the
company's main proposal, but if we could, please
turn to Exhibit 3.2.

A Yes, | have it here.

Q And | think ny pagination is correct, so
Page 9.

You di scuss renedi es?

A Yes.
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Q Ri ght under the renmedy for out of ser vice
over 24 hours -- the renedy proposed for out of
service for over 24 hours, then you use the term
monthly -- custoners' nonthly regul ated service

Can you explain what that includes?

A | believe, again, | address that in ny
suppl emental surrebuttal and | say that is nmonthly
service for regul ated services, and we woul d excl ude
such things as unregul ated services such as voice
mail, et cetera; in other words, those that are not
regul ated by the Comm ssion

And also it would exclude toll and usage
services essentially defined as the nonthly
regul at ed services.

Q And is that Page 2 of your Exhibit 3.47

A Yes, it is.

Q Since we're already there, can you giv e sone
exanpl es of what is included in unregul ated service?

Is that the totality or is there nore that goes in

that |ist?
A Voice mail is there. Inside wire
mai nt enance, | believe.
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Of the top of ny head, there's very few
that would apply. Voice mail would be t he major
one.

Q Can you tell us what is not enconpassed by
the unregul ated service?

A VWat is not enconpassed by what?

Q Unregul at ed service.

You' ve told us sone of what is included
in the regulated service. Now, if you could explain
what isn't?

A Are you asking what are the services then
that woul d make up this average, what are the
servi ces we woul d include?

Q Yes, actually.

A Well, that would be |ike your basic nonthly
| ocal service line, any vertical features, any
central office features.

Many of the features that basically are
offered that are still regulated by the Comm ssion
whet her those are competitive or nonconpetitive
services and are nonthly rated services; not

vari abl e services such as usage.
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Q Turn back briefly to the renedies in
Exhibit 3.2, the supplenental rebuttal
For out of service reports lasting from
24 to 48 hours, the remedy would be a pro rata share
of the customer's nmonthly regul ated servi ce.
Coul d you expl ain what that neans?
A Qut of service for two days, we would give
themtwo days' worth of service.
Q | see. And is there a representative dollar

anount that you could tell us it would anount to?

A It would be approxi mately one 15th of what
their nonthly regul ated service bi || was.

Q And that -- do you have a figure of --

A I mght -- my average nunber | provided, if

that's what you're looking for, is $24.22.

Q Right. So, for refer ence, you're saying it
woul d be the pro rata share of that anount?

A Yes.

Q Ckay. And when you say for the next portion
for out of service reports lasting from48 to 72
hours, credit equal to one third. So it'd be one

third of the dollar figure?
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A That's correct .

Q Ckay. And for the -- on the next page, you
have proposed remedy for installation within five
days?

A Yes.

Q And here, it's a two-tiered renedy.

Install ations conpleted within six to
ni ne busi ness days, the renedy -- proposed renedy is
one half of the nonrecurring installation charges.

I guess -- first of all, | guess
installation charges depend on the nature of the
service being installed; is that correct? It's a
varyi ng anount ?

A It usually is a service order and a line
connection charge, which I think are slightly nore
than $50 a nonth -- or $50 for the conbined of the
two of them

Q So that portion of the renmedy for
installations conmpleted within six to nine days
woul d be approxi mately $25?

A Yes.

Q | can't remenber where -- it may have been
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M. Hudzik's testinony actually, but | believe that
there was part of the proposal was that there would
be no penalty where the conpany provided 24 hours
notice that they would not be able to nake
installations; is that correct?

A | believe that's for m ssed appoi ntments.

Q For operator answer time, is there a way to
track which custonmers are affected by the conmpany's

failure to neet the standard?

A I"mnot aware of any, but you m ght ask
M. Hudzi k.
MR NIXON: Al right. 1 will.
Thank you.

FURTHER EXAM NATI ON
BY
JUDGE CASEY:
Q M. O Brien?
A Yes.
Q On Page 9 of 3.2, you refer to renedies.
It's OCS greater than 24 on Page 8 of 3.4, you're
tal ki ng about OSS greater than 24. 1It's OOS, right?

A It is O0S, yes. |I'msorry.
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Q Was that something we did in nodifications
and corrections?

A No, we did not do that.

Q Ckay. Because | do note that on Page 8 and
9, we are tal king about OSS greater than 24. |
think that's a little bit different subject matter.

MS.  SUNDERLAND: It's not OSS.

THE W TNESS: It's not OSS.

JUDGE CASEY: Because he was asking, but he said
CSS and, afterwards, I'mthinking -- all right.

It's 7:05 and we're going to pick this up
tomorrow norning at 9:30. M. OBrien's lead-off
man.

(Wher eupon, said hearing was
continued to February 14,

2001 at 9:30 a.m)
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