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SURREBUTTAL TESTIMONY OF JAMES S. KAHAN



INTRODUCTION/BACKGROUND



Q.	Please state your name and business address.



A.	My name is James S. Kahan, 175 E. Houston, San Antonio, Texas  78205.



Q.	By whom are you employed and in what capacity? 



A.	I am the Senior Vice President for Corporate Development of SBC Communications Inc. ("SBC").



Q.	Have you previously filed Direct and Rebuttal Testimony in this docket?



A.	Yes, I filed Direct Testimony in this case on July 24, 1998.  I filed Rebuttal Testimony on November 23, 1998.

PURPOSE AND ORGANIZATION OF SURREBUTTAL TESTIMONY

Q.	What is the purpose of your Surrebuttal Testimony?



A.	I will respond to Rebuttal Testimony submitted by a number of witnesses on behalf of the Staff of the ICC, a number of intervenors (including AT&T, MCI WorldCom and Sprint) and other witnesses.  First of all, I will outline a number of the conditions that Staff has proposed that SBC would be willing to agree to as part of merger approval.  Then, I will respond to some common themes raised by several witnesses.  



In addition to my testimony, Ms. Jennings (SBC/Ameritech Ex. 5.1), Mr. Smith (SBC/Ameritech Ex. 6.1) and Mr. Viveros (SBC/Ameritech Ex.  7.1) will also be providing Surrebuttal Testimony on behalf of SBC, responding to issues that were addressed to their prior testimony.  Mr. Gebhardt (SBC/Ameritech Ex. 2.2) will be providing Surrebuttal Testimony addressing issues that were directed to Ameritech.  Dr. Harris (SBC/Ameritech Ex. 4.2) will be providing Surrebuttal Testimony addressing various economic issues, as will Dr. Richard Gilbert (SBC/Ameritech Ex. 9.0).



CERTAIN STAFF CONDITIONS ARE ACCEPTABLE TO SBC



Through the course of their testimony, Commission Staff members have proposed a number of conditions to approval of the merger.  Would SBC be willing to accept any of these conditions?



Yes.  SBC has stated in various pleadings in this docket that it believes that conditions are inappropriate unless they are specifically keyed to findings by the Commission that the proposed merger would prevent Ameritech Illinois from meeting some particular element of Section 7-204(b).  While SBC continues to believe that the merger will not change Ameritech Illinois’ ability to satisfy any of those elements, there are a number of conditions that the Staff has suggested that SBC can agree to.



Please list the conditions that SBC would be willing to accept as a part of the Commission's approval of the SBC merger with Ameritech.

 

Staff witness Sam McClerran requested that, following the merger, Ameritech Illinois file monthly reports regarding its OSS systems.  Mr. Gebhardt agreed to do so in his rebuttal testimony and SBC is fully supportive of Mr. Gebhardt’s agreement.



Staff witness Yow requested that Ameritech Illinois be required to begin filing revised LRSIC and TELRIC studies within six months of the Commission’s approval order. SBC agrees that Ameritech Illinois will begin filing those reports within six months of the consummation of the merger (as opposed to the Commission Order approving the merger) so long as Ameritech Illinois and Staff can work out priorities regarding which studies would be filed first.  The six-month clock must start at consummation of this merger, rather than at this Commission’s Order, in order to reflect the fact that the proposed merger requires regulatory approvals in addition to this Commission’s approval, some of which may not occur until after this Commission enters its Order.  It would be counterproductive for Ameritech and Staff to begin that merger-related work until each of those approvals have been received and the merger is finalized.



Staff witness Yow also requested that SBC/Ameritech notify the Commission as to which cellular property it will retain and who will buy the cellular property that is being divested.  She has also requested that SBC/Ameritech notify the customers of the divested cellular property within the lesser of 30 days prior to the change of control of that property or as soon as reasonably practicable depending upon the amount of time we have between the receipt of final regulatory approvals and the closing date.  A condition that the Commission be notified as to the property being retained and who is buying the divested property is acceptable, particularly given that we will have to notify the FCC and the Department of Justice as part of our obligation and commitment to divest the overlapping cellular license.  SBC continues to have concerns about the impact of providing the customer notice regarding the entity buying the divested property.  Clearly, the buyer of that property should have the unfettered right to participate in determining how that notice is worded in order to preserve the customer base it is paying to acquire.  However, recognizing that the buyer should be involved in the process of writing and distributing the notice, SBC can agree to the condition requested by Ms. Yow.



Staff witness Prather asked that employees involved in providing 911 service in Illinois not be moved outside the state without the approval of the Commission.  As Mr. Gebhardt has testified, SBC and Ameritech are willing to advise the Staff of changes in its 911 Service, including Staffing changes, as they occur.



Staff witness Marshall requested that Commission Staff have access to all books, accounts, records, and personnel of Ameritech Corporation, SBC, and their utility and non-utility parent, sister and subsidiary companies, as well as the independent auditors workpapers.  SBC would agree to provide access to such documents on the same terms as those set forth in the Commission’s Orders approving the reorganization of Consolidated Communications ICC Docket No. 97-0300, Order dated September 24, 1997) and the Gallatin River exchanges of Sprint Communications. (ICC Docket No. 97-0321, Order dated October 21, 1998). 



Staff witness Marshall also requested that the Commission specify a date by which revisions to cost allocation manuals, if any are required, be filed (in compliance with Part 711 of the Commission’s rules). As long as the compliance period chosen is keyed to the consummation of the merger and is reasonable with regard to the logistics of revising the manuals, SBC has no objection to this condition.  Mr. Gebhardt will address what would be reasonable with regard to the logistics of such a process.



Staff witness Jackson requested that it be a condition of merger approval that the company will actively pursue and equally focus on residential, small and medium business customers, comparable to large business customers.  SBC does not disagree with what it understands to be the principle underlying this condition.  However, SBC must understand far more about what Ms. Jackson is requesting.  Given the very different economics of serving different classes of customers, SBC is concerned about how such a condition is drafted and its resulting meaning.  However, given that residential, small business and medium business represent approximately 82% of Ameritech’s revenue and given that those customer segments are included in the National Local Strategy, I am certain that Ameritech will continue to actively serve this portion of its customers in those markets. 



Staff witness Jackson also requested that it be a condition of merger approval that SBC continue to use TRI to work on accessibility issues for people with disabilities in Illinois. There has never been any question about SBC’s intentions to put TRI’s resources to work in Illinois.  SBC has no objection to this condition.



Ms. Jackson also requested that it be a condition of merger approval that SBC implement its Universal Design Policy in Illinois for people with various disabilities to provide input on telecommunications accessibility, service, features, and design. SBC agrees to this condition as part of the merger approval.



With regard to best practices, Government and Consumer Intervenor witness TerKeurst suggested (and Staff witness Graves adopted the request) that Ameritech Illinois provide an annual report in which Ameritech Illinois would identify any proposed “best practices” whose adoption by SBC or its affiliates would affect the provisioning of intrastate telecommunications in Illinois.  Although I continue to believe that such reporting is unnecessary, SBC does not object to Ameritech Illinois providing a confidential report for a set number of years (probably no more than three) after consummation of the merger.



SBC IS NOT A POTENTIAL COMPETITOR 

OF AMERITECH IN ANY RELEVANT MARKET



Have you read the rebuttal testimony of the witnesses who insist that SBC is a potential competitor with Ameritech in the local exchange market?



Yes, I have.  For example, Staff witnesses Robert Graves and Carl Hunt both conclude in their testimony that SBC is a likely potential competitor in the local exchange markets in Illinois.  In addition Messrs. Stahley, Woodbury, Dr. Selwyn and Dr. Cooper also claim that SBC is a potential competitor in the Illinois local exchange market.  To the extent that the testimony of these witnesses is focused on economic theory, it will be addressed by Dr. Harris and Dr. Gilbert and certain Illinois-specific issues will be addressed by Mr. Gebhardt.  However, there are certain underlying factual claims that I must address.  These claims fall into two categories: first, that SBC actually intended to compete in Illinois and, second, that, even if SBC did not have current plans to compete (which it does not), SBC is somehow uniquely suited to compete with Ameritech in Illinois.



Several witnesses insist that SBC should be considered a potential entrant in the local exchange market in Illinois.  How do you respond to their claims?



A.	First and foremost, the claims by all of these witnesses that SBC is a potential entrant into the local exchange market in Illinois are based entirely on hypothesis and speculation and, more importantly, is contradicted by the facts.  None of these witnesses can refute the clear, unequivocal fact that SBC is not an actual competitor in Illinois and had no plans to compete with Ameritech Illinois. SBC certainly considered the possibility, but we concluded, for a variety of reasons, that it was not in our best interest to do so.  



Q.	Will you summarize the reasons why SBC concluded that entry into Illinois, and presumably into other out-of-region states on a stand-alone basis, was not in the best interest of SBC's customers, shareholders and employees?



A.	Yes, I will.  In 1995, SBC considered the possibility of entering the local exchange business in those out-of-region markets where we had a cellular presence.  We also took steps to obtain the legal authorizations to do so.  We believed that we could take advantage of our existing wireless network, our existing customer base and some brand identification to utilize our wireless base to enter the local exchange business in those markets, although we had not, of course, tested those beliefs in practice.��Several witnesses have seized upon our business plans and the statements that we made to regulators at this point in our thinking process to assert – misleadingly -- that SBC has “current” plans to compete with Ameritech in Illinois.  For example, Dr. Hunt and others have cited my testimony before the California PUC explaining our then-current belief that we could pursue out-of-region competition where we had cellular facilities.  Similarly, in the proprietary portion of Mr. Stahly's testimony, he cites certain statements in a business plan that were prepared around that time.��What time and experience have now proven to be true is that our analysis was upside down.  First, we discovered that our wireless backbone networks simply do not have excess capacity to be utilized to provide local exchange service. The concept of spare capacity proved to be a moving target.  Even before the PCS competition came on the scene, prices were dropping in the cellular markets.  As prices came down, customers and usage went up and any spare capacity that existed quickly disappeared.  As we added new cell sites and micro-cells to the networks, some "spare capacity" would be created, but it would be in different locations than before and it too was quickly consumed by increased usage.  In addition, this spare capacity could not be utilized incrementally, even for the short time it existed.  We discovered that capital would be needed to break out this spare capacity, provide battery power, and generate dial tone.  In Chicago, we use Ericsson's network equipment.  This switching equipment could not be converted to local exchange usage.  Instead, we would have had to replace so much of the switching hardware and software that it would have been cheaper to buy a separate landline switch.  In addition, we had no infrastructure in place to maintain or monitor this type of equipment and no people in our wireless markets with the expertise necessary to build or operate these capabilities.  That eliminated the thought of using our wireless network as an advantage to enter the wireline business. 

�We also discovered that our wireless customer base is primarily residential and small business customers.  In Chicago, over 98.7% of our accounts have fewer than 20 lines. While the rest of the competitors were and are focusing on the high end users and are either ignoring or making only superficial efforts to serve residential customers, we found that we were on the opposite side of that equation. While we will serve mass market customers through the National-Local Strategy, we do not believe that you can move up from our residential customer base in our out-of-region cellular markets in Chicago, Boston, Washington and Baltimore to the large corporate customer base, that is essential to successful entry. 



	We found that the Cellular One name, which we use in each of our out-of-region cellular markets, is well recognized and has significant value for cellular but does not lead most customers to conclude that we could be viable local exchange operators.  As a result of this analysis, and the test that we undertook in Rochester, we found that we simply do not have the appropriate assets in these markets.  While we have a very talented wireless management team in these markets, local exchange entry would be a severe distraction from their highly competitive wireless business.  Our network could not carry the calls.  Our customer mix was not right.  As a result, we concluded we would have to undertake a complete de novo entry, in essence, build from scratch.  Dr. Hunt and others ignore these facts.  They also ignore the fact that SBC never even initiated negotiations with Ameritech for a local exchange interconnection agreement.



As I and other witnesses have repeatedly stated, absent this merger, we do not believe we have the necessary assets to undertake a plan like the National-Local Strategy.  As a result, while SBC considered a number of options, we did not have, prior to this merger, plans to enter Illinois as a local exchange competitor.  Mr. Graves, Dr. Hunt and others can hypothesize and theorize and speculate that we would be an effective entrant into this market all they want.  Their speculation does not and cannot replace the facts:  SBC was not coming to Illinois as a local exchange competitor. 



What is the issue regarding whether SBC is in a unique position to compete with Ameritech in Illinois?

Staff witness Graves concludes that SBC is a far superior competitor to any carriers identified in previous testimony with the possible exception of AT&T.   Dr. Hunt, who is testifying on behalf of Staff, goes even further and claims, contrary to Mr. Graves, that not even AT&T is on a par with SBC as a potential competitor.  Similarly, Mr. Woodbury continues to insist that SBC has special attributes.



Do you agree with these conclusions?



No, I do not.  Dr. Hunt concludes that SBC is one of the few firms in Illinois with the ability to enter Ameritech Illinois' markets as a meaningful competitor.  This conclusion totally ignores the existing competition from AT&T, MCI WorldCom and others.  It totally ignores the fact that Sprint is providing broad-based services by using its ION network and interconnection agreements with Ameritech.  It totally ignores that AT&T, MCI WorldCom and Sprint have brand name recognition in these markets. It totally ignores that these companies, through acquisitions of CLECs now have the ability to provide services to customers in Illinois and are actually doing so, including issuing bills to those customers.  Dr. Hunt also ignores AT&T's proposed acquisition of TCI, a merger that recently received the DOJ's clearance to proceed and AT&T's announced $2 billion investment to make the TCI network capable of providing telephone services as discussed in a recent (January 9, 1999) Chicago Tribune Article.



Dr. Hunt's testimony postulates how a company might or should act in certain circumstances.  However, there is no reason for the Commission to rely on speculation or theory when the available facts demonstrate that AT&T, MCI WorldCom and Sprint are competing in these markets.  The facts demonstrate that AT&T, MCI WorldCom and Sprint have tremendous advantages in entering Illinois as a local exchange carrier.  As a result, I simply must reject Dr. Hunt's theoretical and hypothetical conclusion that SBC is "… one of the very few firms…" that can enter Ameritech's markets as a meaningful competitor.  This Commission should likewise reject these theories.



Q.	Dr. Hunt suggests that AT&T, MCI WorldCom and Sprint are not first tier potential entrants and, as such, can only offer limited niche local exchange competition in Illinois.  Do you agree with that contention?



A.	No, I do not.  For the reasons that I have described above, Dr. Hunt has it exactly backwards.  To suggest that AT&T, combined with Teleport and MCI WorldCom, combined with MFS and Brooks Fiber, and Sprint, with its ION services that are actually being marketed in Illinois, are only offering limited niche services ignores the facts.  In fact, the FCC recognized in its approval of the Bell Atlantic/NYNEX merger that these three interexchange carriers were the most capable and likely entrants in the local exchange markets.  Likewise, in SBC/Pacific Telesis, the FCC found that Sprint, GTE, AT&T, MCI, LDDS, Cable & Wireless, TCI and Time/Warner were all potential entrants into the local exchange markets and some possessed a recognized brandname that SBC did not.  Those findings are equally applicable to the Illinois market.  Staff witness Graves concludes that AT&T is, in significant ways, as a viable competitor.  (See Graves Rebuttal Testimony at page 5).



Q.	On page 11 of his testimony, Mr. Woodbury suggests that the IXCs that you cited as potential local exchange entrants lack assets critical in advancing competition in the local exchange market, i.e., one stop shopping experience.  Is Mr. Woodbury correct in that assertion?



A.	No, he is not.  This is particularly true for Sprint, the company that has retained Mr. Woodbury.  Sprint is both a major interexchange carrier and a substantial incumbent local exchange carrier serving well over seven million local exchange access lines.  It does not require a leap of faith to recognize that Sprint has substantial knowledge about OSS systems and, in fact, has expanded that knowledge while negotiating interconnection agreements as both an ILEC and as a CLEC.  It is not credible for someone representing Sprint to suggest that is not the case.



	As for AT&T and MCI WorldCom, they have acquired companies such as MFS, Brooks Fiber and Teleport which are, in their own right, substantial CLECs.  These companies have OSS systems and capabilities and have substantial experience in operating as a competitive local exchange carrier around the country.  I would suggest that the experience and knowledge that these two companies have acquired with the purchase of Brooks, MFS and Teleport is more valuable than the experience that SBC has as an incumbent when it comes to operating as a CLEC.



Q.	Do AT&T and MCI WorldCom have other assets that SBC and Ameritech lack?  



A.	Yes.  These companies have been actively promoting their brand names around the country and the world for years.  SBC and Ameritech have each operated in finite regions with limited or no use of their brand names outside of these regions.  For example, where SBC operates as a wireless carrier out of its region, it uses the Cellular One name, not SBC.  



	In addition, AT&T has customer relationships with approximately 90 million customers around the country.  MCI WorldCom has relationships with millions and millions of customers around the country.  Sprint is in the same situation.  Each of these companies have existing networks including fiber networks and switches that SBC does not have.  Mr. Woodbury and other witnesses in this proceeding ignore the substantial competitive benefits that these companies have.  To suggest that SBC, and only SBC, has some advantage in entering the local exchange markets out-of-region is simply false. 



Q.	On page 18 Mr. Woodbury suggests that Ameritech and SBC Communications Inc, as large ILECs, are in an unusually strong position to negotiate more favorable terms for entry with incumbent local exchange carriers by virtue of their local exchange experience.  Do you detect in this testimony any indication that Sprint is an incumbent local exchange carrier?



A.	No, I do not.  If the reader of this testimony did not know that Sprint was one of the largest local exchange carriers in the entire country, you would have no indication of that fact from this testimony.  If, in fact, Mr. Woodbury is correct that there is some unique knowledge that we have, and I don't believe that is the case, then Sprint certainly has that same knowledge.  Yet, Mr. Woodbury's testimony would suggest that neither his company nor any other company but  SBC and Ameritech possess such unique knowledge.  This is, at best, disingenuous on the part of Mr. Woodbury.

 

Do you have any other observations regarding SBC’s status as a supposed potential competitor?



Yes.  Several witnesses suggest that SBC could, without this merger, copy the common CLEC model and compete against Ameritech in Illinois (see, e.g., Porter at pp. 8-10, Stahly at p. 19).  As I explain later in my testimony, this strategy would not make economic sense for SBC.  However, these witnesses imply that SBC, as a stand alone CLEC, would provide a materially different type or quality of competition than the numerous CLECs already competing with Ameritech in Illinois.  Based on this reasoning, these witnesses repeat their claim that SBC’s acquisition of Ameritech will materially affect competition by eliminating SBC as a potentially different level of competitor with Ameritech.  



While the simple response to these witnesses remains that SBC does not have any such plans, even if SBC did have such plans, copying the standard CLEC model would not materially add to competition, since it would, by definition, make SBC yet another competitor for large business customers, a segment of the market that witnesses concede is already competitive in Illinois.  See, e.g., Woodbury at  p.5 n.9.  Even if these witnesses could show SBC had such plans (and they have not), bringing those plans to bear on the market for large business customers in Illinois would have substantially less impact on the overall condition of competition in state than the broad-based entry SBC contemplates as a part of its National-Local Strategy.



Clearly, the National-Local Strategy presents a novel competitive strategy in attracting large businesses, small business and residential on a predominantly facilities basis.  The National-Local Strategy will result in a new level and quality of competition in the local exchange markets where it will be implemented (that will significantly increase the level of competition for all types of customers in Illinois as a result of competitive responses by IXCs and ILECs such as Bell Atlantic/GTE).  However, there is no evidence and no testimony demonstrating that SBC, simply because it is an RBOC, could or would launch such a comprehensive competitive strategy on its own. In fact, just the opposite is true.  There is substantial, credible evidence in this proceeding establishing that SBC would not undertake such a strategy on its own.



Several witnesses insist that SBC is a potential competitor in Illinois or that it has unique attributes as a potential competitor.  Can you address these witnesses?



Yes.  I will first address the contention that SBC is a material or potential competitor in the interexchange market and then I will address the contention that SBC is a material or potential competitor in the local exchange market.



Q.	On pages 8 through 12 of Ms. Yow's rebuttal testimony, she discusses her views of SBC as a potential competitor in the intra-MSA and inter-MSA toll markets. Do you agree with her conclusions?



A.	No, I do not.  In essence, Ms. Yow concludes that this merger eliminates SBC as a potential competitor in those interexchange markets in Illinois.  The sole basis for her conclusion is that SBC is certificated as a toll carrier in Illinois and that Staff witnesses Mr. Graves and Dr. Hunt have concluded in their testimony that SBC would have entered local exchange markets in Illinois (a contention I will address next).  Ms. Yow concludes that, if SBC were to enter the local exchange market, we would offer a bundle of services and would, out of necessity, compete in these toll markets as well.  Even if this were true, contrary to fact, the elimination of a single carrier in either of these interexchange markets would have no material impact on the state of competition because there are clearly numerous facilities-based and even more resale providers of interexchange services in Illinois today. As a result, this merger does not  affect competition in either the intra-MSA or inter-MSA toll markets.



Q.	On page 31 of her Rebuttal Testimony, Ms. Yow also suggests that SBC's constitutional challenge to Section 271 would have a negative impact on competition in the inter-MSA market in Illinois.  Do you agree with those contentions?



A.	No, I do not.  First, we have repeatedly stated that we are continuing to work within the 271 process as it exists today.  Once we obtain 271 relief, whether it is as a result of our continuing efforts to meet the checklist or as a result of the Supreme Court agreeing with those Federal Judges who have opined that Section 271 is unconstitutional, that result will have positive benefits for competition in Illinois and, in particular, competition for bundled services.  SBC and Ameritech will then be able to offer a bundle of local exchange and long distance services and our competitors will be compelled to compete in the marketplace.





THE APPROPRIATE ANALYSIS FOR THIS MERGER UNDER 

SECTION 7-204(b)(6) IS WHETHER IT WILL ADVERSELY 

AFFECT THE EXISTING STATE OF COMPETITION IN ILLINOIS



Of all the Section 7-204(b) standards discussed by other witnesses, most have focused on Subsection 7-204(b)(6), regarding the proposed merger’s effect on competition in the markets over which the Commission has jurisdiction.  For example, Dr. Hunt suggests that the Commission should consider that the merger of SBC and Ameritech joins two de facto monopolies.  Mr. Gillan makes similar assertions.  Is this the basis on which the Commission should make its decision in this docket?

 

I do not think so.  Even if Dr. Hunt was right, and I do not believe that he is, it should be clear to this Commission that the merger of the SBC and Ameritech holding companies will not “adversely impact” competition.  As Dr. Gilbert points out in his Surrebuttal Testimony, even the Department of Justice Merger Guidelines take the current state of the markets as a given -- in this case the local and interexchange markets in the State of Illinois.  The Illinois Act, written as it is in the negative (that the merger “is not likely to have a significant adverse affect on competition in those markets over which the Commission has jurisdiction”), clearly does not demand more.  Dr. Hunt suggests that the ICC should reject a merger between two holding companies with subsidiaries that operate in two totally different markets.  He does not suggest that, as a result of this merger, the positions of SBC and Ameritech in either of their markets will be altered in any anti-competitive way.  The facts are simple: As a result of this merger Ameritech's marketshare in Illinois will not change.  While there has been a lot of discussion about what Ameritech’s marketshare in Illinois is, frankly that fact has little bearing on what this Commission must decide.  Moreover, we have shown that, as a result of this merger, competition will be greatly enhanced in Illinois and around the country.  



OTHER WITNESSES MISCHARACTERIZE 

THE STATE OF COMPETITION IN THE MARKET



One of the issues that several witnesses have raised is the impact of resale on competition.  Is there evidence that resale should be included in an analysis of the competitive market?



Yes.  While I must preface this answer by repeating that the SBC/Ameritech merger itself will not change the state of competition in the Illinois markets as they exist today, there is a large body of economic authority that indicates that resale has a substantial impact on the competition.



Q. 	Do you agree with Dr. Selwyn's contentions that resellers are not competitors and should not be counted as competitors in the local exchange market?



A. 	No, I do not.  Dr. Selwyn argues that the large number of lines that SBC has lost to resellers should not be used as evidence of competition in SBC's local markets.  He states, for example, that "only a monopolist would characterize the retail sale of its own products and services by non-affiliated resellers as "competitive losses."  On the other hand, Dr. Selwyn himself authored a paper for AT&T in 1995 entitled "Commercially Feasible Resale of Local Telecommunications Services:  An Essential Step in the Transition to Effective Local Competition."  



Indeed, it is beyond serious dispute that resale does exert direct competitive pressure on local markets.  Dr. Selwyn himself has conceded elsewhere that resale provides "limited frictional competition" in the long distance market.�  But federal and state regulators have concluded that resale provides much more than that.  The FCC has expressly recognized resale as one of the "three paths of entry into the local markets" in the First Report and Order on Implementation of the '96 Act.  According to the Department of Justice, Section 271(c)(1)(A)'s requirements of competitive service to both business and residential customers may be satisfied even if one class of subscribers is served only by resale.�  And, this Commission has concluded: "[A] properly established wholesale/resale market would place competitive pressure on the incumbent LECs, as well as new entrants into the local exchange market.  This pressure would be exerted in terms of price, cost, and service quality."�



Q.	Have regulators concluded that resale was a source of competition in other telecommunications markets?



A.	Regulators have repeatedly affirmed the competitive value of resale in the long distance market.  The FCC concluded a decade ago that "unlimited resale has been effective both in providing opportunities previously unavailable to MTS customers and in driving the rates for WATS service toward costs."�  In its Order approving the merger of MCI and WorldCom, the FCC concluded that "[A] major reason for the increased competition in the long distance services market has been the increase in the availability of transmission capacity, from WorldCom as well as other facilities-based providers" and that has enabled resellers to gain market share.  The '96 Act appears to accept the value of resale since it bars Bell Companies from even reselling the long distance services of others until Section 271 relief is obtained.



	The FCC concluded that the resale of wireless services has the effect of "encouraging competitive pricing; discouraging unjust, unreasonable, and unreasonably discriminatory practices; reducing the need for regulatory intervention and concomitant market distortions; promoting innovation; improving carrier management and marketing; generating increased research and development; and positively affecting the growth of the market."�  This Commission has similarly determined that cellular resellers "make …. an important contribution to the competitiveness of that marketplace."�



Q.	How do resellers impact the level of competition in the market?



A.	The reseller provides competitive alternatives to that portion of the service that is centered on marketing, billing, account administration and so forth.  In addition, much of the revenue and even more of the profit of providing local exchange service lies in providing vertical and toll services -- operator services, voice mail, intraLATA toll, and so forth.



	More fundamentally, resale sharply lowers entry barriers, and increases the number of significant competitors who can then enter as facilities-based carriers when they choose.  It is uniformly agreed by the FCC, by Dr. Selwyn's own interexchange-carrier clients, and by Dr. Selwyn himself that resale does sharply lower economic barriers to entering local exchange markets. The FCC has held that "[r]esale should provide new entrants with a vehicle for rapid entry into the local exchange retail marketplace and with the ability to compete throughout an incumbent LEC's service area."  Resellers can, and often do, transform themselves into facilities-based carriers, switch-by-switch, trunk-by-trunk, line-by-line, wherever the most favorable economic opportunities present themselves. The FCC recognized this in its First Report and Order implementing the '96 Act when it stated that, "[r]esale will be an important entry strategy for many new entrants, especially in the short-term when they are building their own facilities.  

Further, in some areas and for some new entrants, we expect that the resale option will remain an important entry strategy over the long-term.  Resale will also be an important entry strategy for small business that may lack capital to compete in the local exchange markets by purchasing unbundled elements or by building their own networks."  



In an article in The Washington Post, on March 2, 1998, AT&T Chairman Michael Armstrong is quoted as saying, "[T]he principle that I wish to convey is:  There's only one way to have local competition.  And that is to resell the only consumer connection to the phone system, which is the single wire that the RBOCs own."  AT&T, through its acquisition of TCI has another means of serving residential customers.



In a WorldCom Press Release, in which WorldCom introduces nationwide local service resale, WorldCom CEO Bernie Ebbers is quoted as saying that, "The quickest way to jump start local competition is by allowing new entrants to resell local service from the local telephone company since they currently control the lines into homes and businesses."



In a 1994 paper commissioned by AT&T and MCI, Dr. Selwyn argued that "[r]estrictions and prohibitions against resale of services" should be removed in order to promote competitive entry into local markets.  Economics and Technology, Inc./Hatfield Associates, Inc., The Enduring Local Bottleneck:  Monopoly Power and Local Exchange Carriers xxi (1994).  In 1996 testimony before the Washington Utilities and Transportation Commission, Dr. Selwyn urged the WUTC to require local resale in order to promote local competition.  Washington Utilities and Transportation Commission v. US West Communications, Inc., Docket No. UT-950200, 1996 Wash. UTC LEXIS 7; 169 P.U.R. 4TH 417 (April 11, 1996).

 

Resellers can thus exert competitive pressure across an entire market simply by virtue of the fact that they are positioned to migrate customers to their own switches and lines when and where they choose.  It is clear to me, and should be clear to this Commission that customers served by resellers have been "lost" by SBC and Ameritech to competitors and competition.



THE PUBLIC STATEMENTS OF COMPETITORS ARE 

STRONG EVIDENCE THAT AMERITECH’S 

MARKETS ARE OPEN TO COMPETITION



Have you reviewed the testimony of those witnesses who attempt to rebut your prior testimony which showed that local competitors, including AT&T, MCI WorldCom and Sprint are actively competing in Ameritech’s and SBC’s local exchange markets? 



A.	Yes.  Not only have they have been unsuccessful in rebutting my statements, I think that a number of their statements underscore the irrefutable fact that these companies are fully able to compete in the local exchange markets today.  For example, Mr. Porter on behalf of MCI suggests that MCI WorldCom does not have the types of interconnection which it needs.  Mr. Porter, in fact, substantiates my prior testimony to the effect that MCI WorldCom is a highly effective competitor and is active in the market.  On pages one and two of his testimony, Mr. Porter points out that MCI WorldCom has multiple facilities in the downtown Chicago loop, including facilities extending to a number of important suburbs and that they are using these facilities to offer ON-Net services to customers in Illinois.  Mr. Porter goes on to note that these facilities are used to provide local, intrastate toll, and interstate and digital services to Illinois customers. Mr. Porter goes on to note that, "I believe MCI WorldCom is unique among all carriers as the only operator to own local facilities in about 90 major domestic and international cities and to connect those cities with our own Pan European, Trans Atlantic and domestic intercity fiber networks."  Mr. Porter correctly then states that the advertisements I cited in my previous testimony are accurate and indicate that MCI WorldCom is proud to be in Illinois.  



	Mr. Porter then concludes, however, that Illinois and other areas served by SBC and Ameritech are not open markets in which MCI WorldCom can compete.  Frankly, this is an astonishing assertion in light of the admissions Mr. Porter made in his testimony.  



Q.	Could MCI WorldCom provide these competitive services if Ameritech Illinois had not made substantial progress toward complying with the market opening provisions of the '96 Act?  



A.	I do not believe that they could.  



Q.	Can they compete effectively in these markets if they do not have the systems necessary to activate services, change services, repair services, monitor services and bill for those services?



A.	I do not believe that they could.  The fact is MCI WorldCom is in a very enviable position that it is attempting to maintain through its opposition to this merger and through its opposition to SBC's and Ameritech's efforts to be determined to have met their 271 obligations.  It is well positioned -- as Mr. Porter notes it is unique among all carriers -- in having the ability to serve larger customers in 90 major domestic and international cities.  Yet it does not actively serve residential customers in these markets.  Residential customers, of course, are less profitable to serve than the large business customers targeted by MCI WorldCom.  Quite frankly, one can question whether MCI WorldCom even wants to serve residential customers.  At the time of the announcement of the MCI merger with WorldCom, WorldCom appears to have suggested that it would discontinue service to MCI's residential customer base.  That is why a number of commentors in the FCC proceeding regarding the approval of the MCI WorldCom merger questioned MCI WorldCom's commitment to serving residential customers.   Indeed, at least one Commissioner at the FCC questioned its commitment to do so.  



MCI WorldCom is actively marketing to those customers which it wants to serve and is blaming others for their "inability" to serve customers it has no real interest in serving.  Through these efforts, MCI WorldCom continues to resist the efforts of SBC and Ameritech to obtain long distance freedom to compete with it in the long distance market.  While this may be a viable strategy for MCI WorldCom, it should not be the basis for this Commission to conclude that the merger of SBC and Ameritech is likely to have a significant adverse impact on competition in those markets over which the Commission has jurisdiction or for this Commission to conclude that Ameritech has somehow prevented MCI WorldCom from competing in Illinois.  The facts, as acknowledged by Mr. Porter, disprove these claims.



Q.	On page 12 of his testimony, Mr. Wescott purports to respond to your Rebuttal Testimony on pages 84 through 86 where you discuss Sprint's ION service.  Does Mr. Wescott's testimony rebut the assertion that Sprint has the interconnection it needs to implement its ION service?



A.	No, it does not.  In fact, Mr. Wescott states quite emphatically that "SBC and Ameritech provide more than 99 percent of Sprint's special access connections in our franchised territory."  He acknowledges that Sprint's press releases indicate that Sprint plans to utilize its existing access to provide ION service to large business subscribers.  While these are facts that were not included in any of the original testimony submitted on behalf of Sprint, Sprint now attempts to obfuscate the facts by suggesting that SBC and Ameritech can cause problems and delays in other areas, but does not suggest that we have actually created such problems.  While Mr. Wescott hypothesizes that if the merger is approved, Sprint's efforts to offer new service will be subject to delay and stonewalling by SBC and Ameritech, he does not indicate that SBC and Ameritech have done anything to prevent Sprint from rolling out ION services to the large corporate customers that Sprint is serving today.  As a result, I continue to believe that Sprint has overstated its concerns about SBC's capabilities to withhold the interconnection necessary for it to rollout the ION service, and they have made statements to this Commission that are contradicted by the statements Sprint is making to its customers and the investor public.  For example, I have cited to a press release issued in June of this year indicating that Sprint had obtained from SBC and Ameritech the access it needed to rollout the ION service.  That press release did not make any of the  allegations about risks to their service that Mr. Wescott attempts to make in his testimony here.



Q.	On page 15 of his testimony, Mr. Woodbury attempts to gloss over the inconsistencies in Sprint's prior testimony and its press releases regarding ION commitments by stating that, "it is not surprising that Sprint wishes to assure its customers that it would be providing services in geographic areas for which it has made service commitments." (emphasis added).  Do you have any comments on that assertion?



A.	Yes, I do.  I agree that Sprint should assure its customers that it will provide service in those areas for which it has made commitments.  What is important, however, is that Sprint would not, in my view have made the commitments that it would provide service in geographic areas if it did not know that it had the interconnection and other capabilities required to do so.  The fact is, Sprint  made commitments to its customers because it had access to the resources and interconnection requirements that are necessary to provide service using the ION network.  In previous testimony, Sprint suggested that it was concerned that the merger of SBC and Ameritech would prevent it from obtaining the very capability it already has.  Mr. Woodbury's assertion that Sprint made commitments to customers is very telling, and this Commission should take note of the fact that Sprint would not make commitments to customers if it didn't have the ability to provide the service which it is committing to provide.



Do other witnesses pursue this claim?



A.	Yes.  For example, Dr. Selwyn suggests that Ameritech and SBC markets are not open.  For all the reasons I have cited earlier, the markets are in fact open.  There is no better proof of this than the activities of MCI WorldCom, AT&T, and others who are actively marketing to customers in Illinois and in SBC's states.   Dr. Selwyn seems to suggest that competitors' advertisements do not indicate competitive activity.  I disagree with that contention.  Competitors must advertise in order to obtain customers. I assume that their advertisements are truthful.  I also assume these companies would not tell customers they could serve their telecommunications needs if, in fact, they could not.  They would not attempt to obtain customers if they could not serve them.  As a result, the substantial promotional activities of our competitors are the best proof that our markets are open.



ALTHOUGH THE NATIONAL-LOCAL STRATEGY

 IS UNIQUE, ITS ECONOMICS DO NOT IMPLY THAT 

OTHER COMPETITORS CANNOT COMPETE



Several other witnesses have attacked various economic underpinnings of the National-Local Strategy by asserting either that Ameritech and SBC do not need to merge to pursue out of region competition or by asserting that the scope and scale demands of the National-Local Strategy demonstrate that the local exchange market is closed to all but a few very well financed competitors.  How do you respond to this?



These witnesses are seeking to divert the Commission from the real economics of this merger and the National-Local Strategy.  Reviewed on a point-by-point basis, however, it is clear that this merger is necessary to pursue the National- Local Strategy and that the National-Local Strategy will be a competitive benefit to the telecommunications marketplace and to the State of Illinois.



Q.	On page 19 of Mr. Stahly's testimony he points to a purported contradiction in your testimony.  In particular, Mr. Stahly testifies that, 



" Q.	DO YOU AGREE WITH MR. KAHAN THAT NEITHER SBC NOR AMERITECH NEEDS TO MERGE TO IMPLEMENT A NATIONAL LOCAL STRATEGY?



A.	Yes.  Mr. Kahan writes on p. 14 of his rebuttal testimony, that either SBC or Ameritech on their own could raise the $2.5 billion necessary to execute the national local strategy of becoming a facilities-based CLEC in the 30 markets outside of the combined SBC/Ameritech territory.  This contradicts Kahan's statements later in his testimony (pp. 57-61) that SBC and Ameritech need to merge to execute the strategy. Additionally, no one is forcing SBC to pursue its "get huge quick" strategy.  SBC could roll out CLEC services incrementally like many of the other competitors in the industry.



	Kahan's concerns regarding earnings dilution are invalid.  Every other company investing in the CLEC business will face earnings dilution.  In fact, either SBC and Ameritech alone have greater net income to cover debt payments incurred from borrowing in capital markets, $3.4 billion and $2.3 billion, respectively.  Only AT&T is comparable to either SBC or Ameritech.  By comparison, Sprint and MCI WorldCom have net incomes of $950 million and $590 million, respectively.  The overwhelming majority of CLEC competitors that Dr. Harris and Mr. Kahan cite as viable national competitors have negative net incomes.  Based on this, I see no compelling reason why SBC or Ameritech should be given favorable treatment simply because of earnings dilution."



Q.	Is there a contradiction in your testimony? 



A.	No, but this is an example of how our competitors wish to mischaracterize my testimony to obscure the economics of the proposed merger.  As I have repeatedly stated, this merger is not necessary for either SBC or Ameritech to raise $2.5 billion, which is the anticipated capital expenditure that will be made to implement the National-Local Strategy.  What I have also repeatedly stated and as I stated in pages 57 through 61 of my Rebuttal Testimony, is that we do need this merger to gather other resources necessary to implement this strategy.  These include access to a larger customer base and access to a combined employee base and management pool which is necessary to generate a portion of over 8,000 jobs that will be required to implement the National-Local Strategy.  There is no inconsistency between saying that you do not need assistance in raising capital while, at the same time, pointing out that neither company on its own has the necessary scale and scope and, in particular, the employee and customer base to implement such a strategy.



Q.	Like Mr. Stahly, Mr. Woodbury takes issue with your discussion that the merger is necessary to prevent excessive earnings dilution.  Do you agree with their discussions of earnings and the dilution of earnings resulting from the National-Local Strategy?  



A.	No, I do not.  It is quite likely that Mr. Stahly is correct that a number of CLECs have negative earnings and negative net incomes.  In fact, that is precisely the point that I made in my prior testimony.  SBC and Ameritech have an existing shareholder base that expects a continued earnings and dividend stream.  This is based on the historical performance of our two companies and our historical payment of dividends.  Neither of our companies could, without damaging the value of our shareholders' investments in our companies, undertake a highly dilutive venture such as the National-Local Strategy on a stand-alone basis.  Companies such as those cited by Mr. Stahly which have no earnings, in fact, are not valued based on current earnings and dividend payments.  Most, if not all, pay no dividends; most, if not all of those companies have no earnings or net income to be diluted.  Rather, they are valued by their shareholders for future growth prospects of the companies and the expectation that they will, in the future, generate some earnings, or be sold at a premium, as has already occurred with several of the largest CLECs (including Teleport, MFS and Brooks Fiber).  



	MCI WorldCom has earnings but that is solely as a result of MCI's earnings and income that MCI contributed to the combined company.  Prior to that merger, WorldCom did not generate substantial net income.  In fact, that is one of the reasons why WorldCom has been so successful in accumulating assets because they have been able to use a highly valued stock which could undertake dilutive transactions and acquisitions without impacting its shareholders' expectations.



Furthermore, as I have cited before, MCI Metro is a classic example of a company attempting to undertake a highly dilutive strategy on its own.  When MCI Metro first announced that it was going to undertake to enter 20 markets (10 markets less than what we have proposed to enter today) as a CLEC on a de novo basis, its stock took a substantial hit in the market.  This so impacted MCI that it ultimately ended up in negotiations with British Telecom and actually negotiated a definitive agreement to be acquired by that company.  Shortly before that merger was scheduled to close, MCI Metro announced that the dilutive effect of its out-of-region strategy was substantially larger than had been anticipated by British Telecom.  The British Telecom shareholders objected to undertaking a merger that involved the acquisition of a company that would have such a dilutive effect on the combined company's earnings.  British Telecom attempted to renegotiate the merger to take this change into effect.  While that renegotiation effort was underway, WorldCom, a company with limited net income, but with a highly valued stock, was able to outbid British Telecom and acquire MCI.  This is a classic example of what can happen to a company that undertakes a highly dilutive transaction when its shareholders have different expectations.  Neither SBC nor Ameritech propose to go the route of MCI prior to its merger with WorldCom.  



Q.	On page 15 of Mr. Stahly's Rebuttal Testimony, he characterizes your Rebuttal Testimony as suggesting that Ameritech needs to have a larger market capitalization to compete with other carriers.  Is that a fair characterization of your Rebuttal Testimony?  



A.	No, it is not.  In fact, if you look at footnote 18 of Mr. Stahly's testimony, he purports to refer to my Rebuttal Testimony at pages 47 and 48.  I have carefully reviewed pages 47 and 48 of my Rebuttal Testimony and not once do I mention market capitalization.  Indeed, on pages 47 and 48 of my Rebuttal Testimony, I am addressing the National-Local Strategy, the fact that it is a very intensive and comprehensive strategy designed to enter the local exchange markets out of our region and I am contrasting that with a more narrowly focused strategy of the standard CLEC business model.  I also addressed the need to duplicate facilities-based services out-of-region to emulate the national footprint of our largest competitors, AT&T, MCI WorldCom and Mr. Stahly's employer, Sprint. 



Q.	Is Mr. Porter's discussion on page nine of his testimony about SBC and Ameritech's financial resources an accurate portrayal of your Rebuttal Testimony?



A.	No, it is not.  This is yet another witness who has chosen to ignore my repeated assertions that this merger is not necessary to raise $2.5 billion in capital.  This merger is necessary for us to have the scale and scope essential to effectively rollout such an expansive strategy.  This is particularly true relative to our customer base and employees.  In addition, Mr. Porter, like Mr. Stahly purports to cite our international investments as evidence of SBC's and Ameritech's ability to become a national and global competitor without this merger.  My response to Mr. Stahly would be equally applicable to these erroneous claims by Mr. Porter.  I would point out that the same is true for my discussion of the facts underlying SBC's conclusion that it would not enter Chicago as an alternative competitor.  Mr. Porter's discussion concludes that SBC will undertake a different strategy (see pages 11 through 13 of Mr. Porter's testimony).  Mr. Porter is incorrect. 



Q.	Mr. Stahly has suggested that SBC's previous international expansion shows that this merger is not necessary for either SBC or Ameritech to become a global competitor.  Do you agree with those contentions?



A.	No, I do not.  SBC has undertaken a number of investments in international operations.  It is important to note that none of these operations have required the commitment of a substantial number of employees.  For example, we currently have about 50 employees in South Africa.  Needless to say, that is substantially smaller than the 8,000 employees that we think will be necessary to undertake our National-Local Strategy.  Moreover, the number of SBC employees employed in South Africa will decline over the next several years.  Similar numbers of employees were necessary as a result of our investments in Telmex and fewer numbers of employees have been necessary as a result of our investments in countries such as Switzerland.



Q.	Are there any other differences between the international investments and the National-Local Strategy which you are contemplating as a result of this merger?



A.	Yes, there are.  Unlike the National-Local Strategy, which involves a de novo entry in out-of-region markets where we have no assets, our investments in South Africa and Mexico involved minority investments in the incumbent local exchange carrier in those countries.  In addition, our investments in countries such as Switzerland and France involve minority investments with partners who have substantial resources, brand name recognition and other assets, which could be brought to bear in those countries.  Our financial exposure in these  markets was substantially less than what the National-Local Strategy will involve and the risk inherent in those investments was substantially less than what the National-Local Strategy entails.  In short, there simply is no comparison between those activities and the National-Local Strategy.  Mr. Stahly's analysis is simply inapplicable to the facts.



Q.	Mr. Gillan states that SBC is moving too slowly on the National-Local Strategy and that SBC is simply attempting to use "the exact same entry strategy as other broad scaled entrants."  Is this accurate?



A.	No, it is not.  This is yet another diversionary tactic by which Mr. Gillan is attempting to mislead this Commission.  Mr. Gillan states that we are just doing what everyone else is doing.  This is ironic coming from AT&T.  Where is AT&T's commitment to serve residential customers?  Where is its commitment to place a substantial number of facilities in markets to serve all classes of customers?  Where is its commitment to place  a large percentage of these facilities in these markets to serve a broad-base of customers?  What CLEC does Mr. Gillan cite to or quote saying that it will make this type of commitment to serve residential customers in 30 of the largest markets on a facilities-basis?  It was not until AT&T entered its deal to acquire TCI that AT&T began to suggest that it had plans to provide local service to residential customers.  AT&T alone has never made this commitment.  The Illinois Commerce Commission should take Mr. Gillan's testimony for what it is -- a device designed to lead this Commission away from the truth about AT&T's own plans, away from AT&T's claims about competition, and away from AT&T's desire to block this merger to protect its own competitive advantages in the marketplace.



Q.	Mr. Gillan suggests that SBC's projection as serving only four percent of residential customers is very small.  Does this number indicate an ineffective market entry?



A.	No, it does not.  Mr. Gillan and other witnesses, including Dr. Selwyn, ignore a number of facts when they suggest that our projected market share to be captured in these markets is too small to indicate a concerted effort on SBC's part to serve residential customers.  This is our projection assuming a highly competitive market.  We anticipate that the incumbent local exchange carrier in these markets will quickly obtain 271 relief and begin offering bundled services.  We also recognize that other CLECs and interexchange carriers will be competing in these markets.  Many of these competitors, AT&T, MCI WorldCom, Sprint and other carriers already providing service in these markets will have a substantial advantage in these markets.  For SBC to obtain the market share projected in those highly competitive markets is a substantial achievement.  It doesn't indicate, as Mr. Gillan and Dr. Selwyn suggests that SBC will have some small percentage of the market and that the incumbent local exchange carrier will have all the rest. 



Q.	Do you anticipate that any competitive harm will befall the telecommunications users relative to Ameritech's cable television operations, as predicted by Mr. Stahly?



A.	No, I don't.  Setting aside the question of what interest Sprint has in cable television operations, Mr. Stahly assumes that Ameritech's cable television operations will be shut down.  That simply is a decision that has not been made or even been discussed.  As a result, Mr. Stahly is making his own assumption in order to make such a ridiculous claim. Moreover, while I am not an attorney, it is my understanding that this Commission has no jurisdiction over cable operations in Illinois.



Q.	Other witnesses attack your contention that this merger will benefit the customers of Ameritech.  For example, on page 30 of his testimony, Mr. Woodbury takes issue with certain assertions by Dr. Harris that large corporate customers generate disproportionate contributions to fixed costs.  Do you agree with Mr. Woodbury' testimony on this issue?



A.	No, I do not. There is a very simple, yet critical distinction, that Mr. Woodbury has drawn and  that is both misleading and inaccurate.  Mr. Woodbury is focusing on profits.  He is quite right that large corporate customers, who are the subject of substantial competition, will not generate large profit margins.  However, they are profitable.



	The distinction that Dr. Harris and I have drawn is that these customers generate a substantial and disproportionate revenue stream.  As long as these customers are marginally profitable, which they are, those revenue streams contribute substantially to the fixed costs borne by Ameritech Illinois.  Mr. Woodbury's attempt to insert his view of profits where both Dr. Harris and I were clearly discussing revenues, is a  diversionary tactic that this Commission should  ignore.



Q.	On page four of his testimony, Mr. Porter refers to the "threat" that residential customers will face increased prices as SBC and Ameritech lose large corporate customers in-region.  Is that an accurate portrayal of your testimony?



A.	No.  At no time did I use the word "threat" nor did I make a threat to this Commission.  That is Mr. Porter's word, not mine.  The point that I made in the past that large corporate customers make a substantial contribution to the joint and common cost of operating the telecommunications network is a fact, not a threat.  The truth of the matter is, as large corporate customers leave the Ameritech Illinois network, the remaining customers will continue to shoulder the burden of supporting those networks.  That is a fact, not a threat.  Mr. Porter is simply using his own hyperbole to attempt to direct this Commission's attention away from the substantial benefits that this merger can bring to Illinois.



Q.	Dr. Hunt has testified in some detail about the "downward spiral" that might result as large corporate customers leave the Ameritech network.  Does Dr. Hunt's argument on this issue comport with business realities?



A.	No, it does not.  For example, Dr. Hunt somehow ends up with a discussion of stranded investments and suggests that certain stranded assets, as he defines them, can be sold by Ameritech Illinois.  This is not a question of whether SBC or Ameritech can sell assets that are not utilized.  It is simply a question of whether or not, as a policy matter, the Illinois Commission wants to artificially constrain Ameritech's ability to compete against companies such as MCI WorldCom, AT&T and Sprint, which are offering large corporate customers a single source contact across the country.  The result of such an artificial restraint will, in our opinion, be that Ameritech will lose large corporate customers to these competitors.  Ameritech has substantial embedded investments in a network that is ubiquitous.  These assets must be supported and paid for by the remaining customers of Ameritech.  



	This issue is not resolved by simply selling off facilities.  This ubiquitous network is available to serve all customers including wholesale customers.  As Ameritech loses the contributions made by large corporate customers as a result of this Commission rejecting this merger, Ameritech Illinois' remaining customer base, made up primarily of residential and small and mid-sized business customers, must bear the costs of the network.  While Dr. Hunt attempts to paint a picture that this can be done by selling assets, that hypothesis ignores the realities of operating a ubiquitous network and the obligations that Ameritech Illinois will have to serve all customers in Illinois.



Q.	Finally, certain witnesses claim that SBC could, without this merger, simply copy the CLEC model used by AT&T, MCI WorldCom, Sprint and others.  For example, on page 19 of his testimony, Mr. Stahly suggests that SBC could rollout its CLEC activity incrementally like many of the other competitors in the industry.  Do you agree with that?



A.	Of course, SBC could roll out CLEC strategy incrementally.  As I explained earlier, this argument wholly undercuts the claim that SBC is somehow uniquely situated to be a potential competitor to Ameritech.  But that is not why SBC will not pursue that strategy.  The question is, would such a rollout be successful and would it generate shareholder value?  We believe that, in order to compete with companies such as MCI WorldCom, Sprint and AT&T who can serve the vast majority of the business customers in this country, we must be able to respond in kind.  We believe we must be able to do so on a broad geographic basis quickly.  SBC and Ameritech would be substantially harmed by attempting to compete for those large business customers with an offering that did not have a comparable geographic scope to that offered by competitors such as AT&T, MCI WorldCom and Sprint.  The smaller CLECs with no customer relationships have nothing to lose by having a niche strategy.  As a result, the implementation of the National-Local Strategy on an incremental basis such as that proposed by Mr. Stahly would be disadvantageous to our shareholders, our customers and our employees.  Finally, it is entirely inappropriate for Sprint to attempt to dictate the competitive strategy that SBC might undertake.



Q.	Are there any other reasons why simply emulating the incremental CLEC market rollout is not good for competition or all end users?



A.	Yes, there are.  The standard CLEC model is relatively slow, particularly compared to our plans for the National-Local Strategy.  These CLECs focus entirely on large business customers in a limited number of markets and rarely build facilities until they actually have a customer to be served by those facilities.  This is in stark contrast to our strategy to rollout into 30 markets very promptly, to place over 140 switches in those markets, and to serve not only large business customers but also small and mid-sized customers and residential customers using our own facilities.  The standard CLEC model not only does not serve our shareholders' interest but does not have the same competitive impact that the National-Local Strategy, as contemplated by the combined SBC and Ameritech, would have.



Q.	On page 9 of his rebuttal testimony, Mr. Woodbury notes that large businesses targeted by the National-Local Strategy are highly sophisticated entities.  He goes on to note that, "it seems unreasonable to assume that large, established telecommunications suppliers with account teams that are physically located in the same place as the buyer but with traditional service territories that do not include the buyer's headquarters face an important competitive handicap."  Is that consistent with the facts that have been made available to this Commission in this proceeding and at the FCC?  



A.	No, it is not.  As I noted in my Rebuttal Testimony, there have been a number of customer letters that have been submitted to the FCC that make it quite clear that they have not considered SBC as a potential vendor to their multiple locations around the country.  This is a direct result of the fact that we do not have resources and assets available in those locations.  These customers, who are, in fact, highly sophisticated users of telecommunications services, indicated that they would welcome this merger because it will provide them with additional choices of a company that can offer one stop shopping on a broad geographic basis.  Mr. Woodbury' suggestion that we have not had a competitive handicap in the past is simply belied by the facts.



Q.	Other witnesses take issue with whether the National-Local Strategy will really generate responsive competition by claiming that “similar” competitive strategies have not caused retaliation in the telecommunications industry or in other industries.  Do you agree with their assessments.



A.	No.  Their arguments fail because the examples they cite simply are not “similar” to the impact of the National-Local Strategy on the telecommunications market.  For example, on page five of his testimony, Mr. Gonzalez suggests that Ameritech was pursuing a strategy of entering out of region markets in several states and that this activity proves that, absent this merger, SBC and Ameritech would compete with each other.   What Mr. Gonzalez fails or refuses to acknowledge is that Ameritech's out of region activities were extremely limited in scope and in the depth of the entry.  Ameritech was attempting a resale only strategy for customers in certain markets.  The results achieved by Ameritech appeared to have been very disappointing.  For example, it is my understanding that, despite its efforts, Ameritech had only one actual customer (United Airlines) with a few locations outside of its region.  This, in my view, entirely justifies this merger and the National-Local Strategy as contemplated by our companies.  Rather than being a resale based strategy with limited geographic scope, the National-Local Strategy is a facilities-based offering that allows the offering of the common suite of services across all markets served, which includes the 30 largest markets in the country.   If anything, the limited activity by Ameritech cited in Mr. Gonzalez' testimony is proof that this merger and the National-Local Strategy, which it enables is, in fact, necessary for us to combine companies to succeed going forward.  



Similarly, Dr. Cooper suggests that SBC was under "significant attack" from Ameritech and did not retaliate.  The fact of the matter is that Ameritech announced and was contemplating a resale strategy aimed at protecting their cellular customers.  I understand that at the time of the announcement of our merger, Ameritech had not even initiated its commercial service in St. Louis.  Rather, they were serving approximately 300 wireless employees and those employee family members on a test-basis.  To suggest that this constitutes a significant attack that would warrant retaliation is at best an exaggeration. 



Q. 	Do you have other concerns with Dr. Cooper's  testimony?



A. 	Yes, I do.  On page 15, Dr. Cooper appears to suggest that the National-Local Strategy would produce out of region competition only for large business customers.  I will say it again:  It is a very important part of our National-Local Strategy to serve residential customers in the markets  that we enter.  Dr. Cooper is not listening or simply just choosing to ignore that very important fact.



Q.	Dr. Cooper contends that retaliatory entry by other ILECs into the combined SBC/Ameritech region will not occur, likening this merger to the creation of “fortress hubs” in the airline and cable TV industries.  He states that, through consolidation and the creation of “hubs," the airlines and cable TV companies have increased their market power and obtained regional domination, rather than competing with each other.  Do you believe that this analogy is applicable to the SBC/Ameritech merger?



A.	No, I do not, for several reasons.  First, the cable TV analogy has no relevance to this merger since the predicate for SBC’s belief that there will be responsive entry by other ILECs is absent in the cable industry.  We believe responsive entry will occur because we will enter the areas served by other ILECs and they will be compelled to respond by entering our territory in order to protect their customer base, especially their large business customers that also have locations in the combined SBC/Ameritech region that contribute substantially to their profits in their respective regions.  In cable, since incumbent operators provide service in geographically distinct service areas, there is no reason for them to enter into each other’s area in order to protect their customer base.



	Second, Dr. Cooper appears to define “fortress hub” as the creation of local monopolies whereby each ILEC would defend its own market share in its region rather than expand and compete.  The indisputable fact is that SBC and Ameritech have no intention of limiting service to their existing regions, as I have already discussed above in this testimony.  The very reason for the merger is to provide the critical mass of customers and employees needed to launch expansion into 30 new out-of-region markets, in order to enhance the ability of the combined company to meet the needs of customers who are seeking national and international service from a single carrier, and to extend that service to mass market customers.  We believe it is highly unlikely that the other ILECs will ignore the demands of these customers and choose instead to limit their service to existing regions.  SBC/Ameritech will be moving out-of-region and we, and our experts, fully anticipate that other ILECs will do the same, as already evidenced by the announcements by Bell Atlantic/GTE to enter numerous markets in our regions.



	Third, I believe that Dr. Cooper’s airline hub analysis is misplaced.  Some critics of airline mergers contend that they give carriers dominant positions at “hub” airports, which enable them to exclude competitors through predatory practices and then to raise prices without the fear of entry.  Whatever the merits of this theory, it has no applicability here because the merger of SBC and Ameritech is not horizontal and does not increase the share of either firm in any relevant market.  Further, Dr. Cooper recognizes that new entry at airports can be limited due to the scarcity of gates and other facilities.  By contrast, the '96 Act and FCC and state regulations removed barriers to entry in the local exchange markets, and there is no way SBC or Ameritech can re-erect such barriers, nor is there any way for either company to engage in predatory practices or to unilaterally raise rates under price cap regulation.



Q.	On pages 7 through 9 of Mr. Gillan's testimony, he questions SBC's commitment to the National-Local Strategy and the results that SBC expects to obtain from this strategy.  Do you have any comments on this testimony?



A.	Yes, I do.  This is another example of AT&T attempting to impose its judgment on SBC and Ameritech.  He goes so far as to suggest that SBC's repeated statements regarding implementation of the National-Local Strategy are not believable.  I take great exception to this suggestion.  As I have stated before, SBC does not lightly make public comments regarding its anticipated business strategies.



	In particular, we do not advise our shareholders, the Securities and Exchange Commission, the FCC, the Department of Justice, this Commission and other state Commissions that we will undertake an action if we do not intend to do so.  We would also not make statements such as these if we did not believe that those actions will serve the best interest of our shareholders.  We have an obligation to our shareholders to create value; this merger and the implementation of the National-Local Strategy together do that.  We must, and we will, implement the National-Local Strategy.  Jack Grubman, of Salomon Smith Barney, one of the premier telecom analysts in the country, recently issued a report (Attachment 1) upgrading his view of SBC from "Hold" to a "Buy" largely on the strength of this merger and the National-Local Strategy.  Mr. Grubman correctly emphasizes the importance of the strategy and states emphatically that SBC will implement it.  This Commission can and should rely on SBC's commitment to the National-Local Strategy.



Q.	Mr. Gillan argues that certain structural requirements should be imposed on SBC and its National-Local Strategy and that the unbundling obligations of Section 251 should be imposed on SBC's National-Local subsidiary.  Do you have any concerns with this proposal?



A.	I certainly do.  While I am not a lawyer, it appears to me that Section 251(c), (which I assume is the section to which Mr. Gillian is referring) on its face only applies to incumbent local exchange carriers.  Out-of-region, SBC is not an ILEC.  We are a CLEC like anyone else.  This testimony is particularly ironic coming from AT&T in light of Mr. Armstrong's statements regarding whether AT&T should be required to unbundle its cable networks once they acquire and upgrade TCI's networks.  In a speech delivered to the Washington Metropolitan Cable Club on November 2, 1998, C. Michael Armstrong, the Chairman and Chief Executive Officer of AT&T objected strongly to the suggestion that AT&T should have to open its cable network to competitors.  In fact, Mr. Armstrong stated that, "No company would invest billions of dollars to become a facilities-based, broadband, services provider if competitors who have not invested a penny of capital, nor taken an ounce of risk, can come along and get a free ride on the investments and risks of others."  Mr. Gillan now suggests that SBC should bear such an obligation out-of-region where the laws clearly does not impose such an obligation on us.  This is yet another example of AT&T's concerted effort to block this merger at any cost including taking positions in this docket that are contrary to AT&T's stated positions in other similar matters. 



Q.	Do you have any response to the "concerns" raised by Mr. Gillan regarding the future corporate structure which may be used to implement the National-Local Strategy?



A.	Yes, I do.  Mr. Gillan raised a flurry of hypothetical concerns regarding the use of a separate subsidiary, which he believes could allegedly be employed in Illinois, post-merger, to subvert the '96 Act, to disadvantage corporations and to cross subsidize unregulated, out-of-region activities with revenues derived from regulated services.



Even if SBC were, at some point in the future, to decide to utilize a separate affiliate to enter the Illinois market (a decision that has not been made at this time), the post-merger speculation engaged in by Mr. Gillan could not justify any action in this proceeding.



Nothing about this merger will change the authority of the FCC or the Illinois Commerce Commission to deal with alleged issues of cross-subsidy or other alleged unlawful conduct by and between affiliates.  If, after approval of the merger, SBC's entry plans emerge and are implemented in the exact fashion Mr. Gillan has speculated, the concerns he raises may be brought to the appropriate regulatory body under the regulations applicable at that time.  To consider his complaints at this time and place, however, would by wholly inappropriate.



NEITHER THE PROPOSED MERGER NOR THE 

NATIONAL-LOCAL STRATEGY WILL ADVERSELY 

IMPACT NETWORK INVESTMENT OR COMPETITION IN ILLINOIS



Several witnesses argued that the proposed merger will negatively impact Illinois by consolidating monopoly power in SBC/Ameritech or by causing SBC to divert assets from Illinois.  How do you respond to these witnesses.



A.	The bulk of such testimony either mischaracterizes the underlying facts or is based upon pure conjecture and speculation.  For example, on page 4 of Mr. Gillan's testimony he states that: 

	"This merger would create a "national-local monopoly" of unprecedented dimension, with a commercial focus on a select group of national corporate accounts, yet monopoly control over a vast base of captive subscribers.  On its face, the merger harms competition.  In an effort to explain an opposite conclusion, SBC asserts a remarkable paradox -- namely, that a strategy intended to improve SBC's competitive position outside Illinois will reduce its competitive position here.  However, as the direct testimony shows, this "dog simply won't hunt."





This paragraph is so replete with factual errors as to require a point-by-point refutation.  First, he suggests that the merger will create a "National-Local Monopoly."  The fact of the matter is that SBC and Ameritech will be providing local exchange services in the 50 largest markets in the country after this merger and the implementation of the National-Local Strategy.  In 30 of those 50 markets, SBC will be a new entrant CLEC, with much fewer resources than AT&T has in those markets.  To suggest that we would be a national local monopoly is simply false.  



In addition, Mr. Gillan states that this purported monopoly is one of unprecedented dimension.  This is at best ironic coming from a representative of AT&T.  AT&T is now the world's largest interexchange carrier, the nation's largest competitive access provider, and the nation's largest wireless carrier.  AT&T has recently signed a contract to acquire the nation's largest data provider (i.e., a division of IBM), it has a contract to acquire one of the largest cable providers in the country, and has entered into a multi-billion dollar joint venture alliance with British Telecom which is, itself, one of the largest telecommunication providers in the world.  To suggest that the combination of SBC and Ameritech is unprecedented in its dimension when compared to AT&T's amalgamation of assets ignores reality.



	Mr. Gillan then suggests that this purported monopoly will have a commercial focus on a "select group of the national corporate accounts." This has been AT&T's policy, and indeed the policy of the other large carriers, but it is decidedly not ours.  We will serve small business and residential customers in all of these markets using our facilities. This is a commitment that SBC has made, but AT&T has not.  It is only with the acquisition of TCI that AT&T has even suggested that it will serve residential customers.  It has been made quite clear that SBC will quickly and aggressively expand deeply into the out-of-region areas served as a result of the National-Local Strategy, serving medium and small business customers and residential customers.  Mr. Gillan's statement is again, simply false.  



In the same sentence, Mr. Gillan indicates that SBC and Ameritech will have a monopoly control over a base of "captive subscribers".  The term "captive subscriber" has no application to any market in the United States today.  The '96 Act has established that the local exchange markets must be open to competition.  Mr. Gillan ignored these facts in reaching his erroneous conclusion.  This Commission must not make the same mistake.



Q.	On page 40 of Dr. Hunt's testimony, he suggests that the DOJ rejected some previous mergers including an "announced merger of SBC and AT&T."  Is that factually accurate?



A.	No.  No merger was ever announced between SBC and AT&T.  No issue was ever presented to the Department of Justice or the FCC regarding such a merger.  In fact, no merger agreement between our two companies was ever announced, much less rejected. This is a case where the underlying facts are completely and demonstrably at odds with the representations in Dr. Hunt's testimony.



Q.	On page 49, Dr. Hunt states that a stronger Ameritech merged with SBC will "… enable Ameritech to maintain marketshare thereby limiting competition."  Do you agree with that contention?



A.	No, I don't.  When you bring that statement down to its base thesis, it is suggesting that for Ameritech to maintain customers is anti-competitive and for Ameritech to lose customers is a sign of competition.  We believe that signs of competition are the ability of customers to make choices.  Today they have that ability in a variety of ways.  Unfortunately, particularly for large corporate customers, one of those choices for customers who desire a single provider of all telecommunications services is not Ameritech.

 

Q.	Dr. Hunt suggests ILECs will discriminate against interexchange carriers and ISPs.  Do you agree with that concern?



A.	No, I don't.  Ms. Yow has testified quite clearly that she does not believe that such discrimination can occur.  Moreover, the FCC has repeatedly found that such theoretical capabilities to interject price and non-price discrimination is effectively eliminated by the existence of pervasive and effective regulation.  Ms. Yow and the FCC have it right.  Dr. Hunt has it wrong.



Q.	On page 62 of his testimony, Dr. Hunt reaches the conclusion that it is "likely that Bell Atlantic and SBC will forebear from entering each others geographic markets."  Does this theory make sense to you?



A.	No.  I believe that this is yet an example of Dr. Hunt rejecting facts to reach a conclusion that he deems desirable.  In that one sentence, Dr. Hunt has ignored SBC's repeated and explicit statements that it will enter Bell Atlantic's (and BellSouth's, US West's and GTE's) historical territories, once this merger closes.  In addition, it ignores the repeated statements by Bell Atlantic and GTE that they will do the same in entering our areas.  Indeed, in the Joint Application of Bell Atlantic and GTE submitted to this Commission, those companies stated specifically that they planned to compete in Illinois "within 18 months of the consummation of their merger."  (See Attachment 2 at pp. 13-14).  This competition will be in the local exchange, interLATA, data and Internet business.  (See Attachment 2 at pp. 13-16.)  



While Dr. Hunt is certainly free to express his theories, it is clear that those theories are not based on fact.  I will reemphasize that SBC does not lightly make statements to the Securities and Exchange Commission, the FCC, this Commission, Commissions in other states,  our shareholders and investor analysts that we will undertake the National-Local Strategy once this merger is completed.  Such an action is critical to the future of our business.  Dr. Hunt's contrary musings do not change those facts.



Other witnesses contend that the proposed merger will result in a diversion of resources from Illinois.  For example, Ms. TerKeurst suggests that SBC would not invest in the network in Illinois.  Is that a valid concern?



A.	No, it is not.  As I testified earlier we have innumerable reasons why we must and we will invest in the network in Illinois.  I would point out that Ms. TerKeurst suggests that as a result of the risk involved in the National-Local Strategy, it is possible that SBC would reduce its investment in Illinois to offset losses in those states.  That is at best, illogical.  This would suggest that SBC would be well served by investing in 30 markets where we have no customers in an effort to obtain a toe hold entry in those markets while abandoning investments in states such as Illinois where we have an existing customer base and revenue stream.  It would be foolish for SBC to leave Illinois, California or Texas without substantial investments in the network in an effort to invest in other places.  We have millions of customers in these states.  It is critical for us to do everything possible to keep them.  It would do SBC, our customers, and our shareholders absolutely no good to build high quality networks in 30 markets if we don't simultaneously maintain our networks in-region.  We are not trying to become a great out-of-region company.  We are trying to become a national and international company and in order to do that we must invest in-region and out-of-region.  In order to compete for large corporate customers we must provide high quality service in Illinois and in the other markets in which we operate.  In addition, in order to maintain the customer relationships which we have in Illinois, we must invest in the network in Illinois.  If we expect our in-region customers to select us as their out-of-region telecommunications provider, we must maintain and enhance telecommunications services provided in-region, including in Illinois.  Ms. TerKeurst's suggestion to the contrary simply does not make sense from a real world business perspective.



Q.	Ms. TerKeurst suggests that the California experience relating to network investments is not indicative of what may occur following the SBC/Ameritech merger citing the National-Local Strategy as a reason.  Is that a reasonable concern?



A.	No, it is not for all of the reasons I have previously given.  We will continue to invest in the network in Illinois and in California.  Taking Ms. Terkeurst's suggestion at face value, she is in essence saying that we will not invest in California, Texas, Missouri or other states that we serve now and will sacrifice those states for our 30 market out-of-region strategy.  No management team, least of all ours, would ever sacrifice those existing networks and customers as Ms. TerKeurst is suggesting.



Q.	Do you continue to disagree with Ms. TerKeurst's suggestion that this Commission should impose restrictions regarding the retention of customer service representatives in the Ameritech region.



A.	Yes, I do.  As I noted in my Rebuttal Testimony, that is an unnecessary and unwarranted micro-management of this company by this Commission. 



	A legitimate question for this Commission is whether we can provide high quality service in Illinois.  How SBC and Ameritech about doing that is up to the management of the company.  The service quality necessary to comply with the existing Alternative Regulation Plan and to serve consumers in Illinois will improve as a result of this merger.  Frankly, if SBC and Ameritech can find a better way to do these things, the companies will be better off, and so will Illinois.  



Q.	On page 30 of her testimony, Ms. TerKeurst suggests there has been a decline in a number of unbundled loops being sold in California since June of 1998.  She suggests that this is an "alarming statistic" that does not bode well for Illinois post-merger.  Do you have a response?  



A.	One must first understand that in California, AT&T has literally been paying customers to leave their network and service to return to Pacific Bell.  Both, AT&T and MCI WorldCom unilaterally decided to abandon residential competition at the end of 1997.  Mr. Viveros also explains this phenomenon as it has been affected by Sprint.  Moreover, the question is whether our unbundled loop elements are available in California.  The fact of the matter is they are.  If our competitors choose to not avail themselves of that service or if they chose to utilize their own facilities or simply not enter the markets, that is not a reflection on Pacific Bell or SBC.



Q.	Ms. TerKeurst reiterates her suggestion that approval of the merger be conditioned on SBC being prohibited from altering Ameritech's policies in ways that would affect local competition without the consent of the affected CLEC and the Commission's approval.  Do you agree with this suggestion?



A.	No.  Ms. TerKeurst suggests that her concern relates to the "between the lines" details regarding implementation of interconnection agreements.  In fact, Ms. TerKeurst is suggesting that this Commission involve itself in a matter prior to the existence of an issue and place ill-defined restrictions on SBC and Ameritech.  Again, the Commission has ample opportunity to review implementation procedures.  Parties would certainly make this Commission aware of any concerns that they may have.  While I am not aware of any such claim, it is entirely possible that the parties could have an honest disagreement about the interpretation of these agreements.  In that event, if the parties cannot resolve the dispute amongst themselves, we will come to this Commission.  Ms. TerKeurst's suggestion is vague and unenforceable on its face and is, in my opinion, unwarranted and unnecessary.      



Q.	Ms. Jackson also sought a commitment from SBC that it will not use “high-pressure” sales tactics and that it will give customers adequate information about services.  Does SBC have any objection to this commitment?



A.	Although Mr. Smith addresses this issue in more detail, SBC will commit that Ameritech Illinois will not use high pressure sales tactics and will continue to provide adequate information about services.



Q.	Staff witness Prather identified what she is concerned may be a conflict between you and Mr. Gebhardt regarding SBC’s willingness to keep this Commission informed about changes in 9-1-1 service.  Is there a conflict?



A.	No.  SBC is fully supportive of Mr. Gebhardt’s commitment to keep the Commission informed about changes to 9-1-1 service.



THE COMMISSION WILL CONTINUE TO HAVE ADEQUATE BENCHMARKS AGAINST WHICH TO MEASURE AMERITECH ILLINOIS’ ACTIVITIES



Q.	Ms. Yow suggests on pages 18 through 23 of her rebuttal testimony that this merger will impact the ability of the Illinois Commission to fulfill its regulatory obligations and, in particular, the ability to benchmark various operations of Ameritech Illinois.  Mr. Woodbury raises similar contentions.  Do you agree with their concerns?



A.	No, I do not.  As I described in detail in my Rebuttal Testimony, there is substantial existing information from which this Commission (and other Commissions) can draw conclusions regarding the operations of Ameritech Illinois.  In fact, this Commission and others have a long history of regulating Ameritech Illinois and have a substantial body of information regarding Ameritech Illinois' operations and operating characteristics.  This merger does not erase that historical information.  Any changes from these historical operating parameters will be known to this Commission.



	As for CLECs and interconnection agreements, there are thousands of interconnection agreements in place and many more are being negotiated on an ongoing basis.  As I have stated before, SBC cannot unilaterally change existing agreements.  If changes were to be made in the interpretation of existing agreements, that could not be done in secret and that could not be unilaterally imposed on other carriers; CLECs have the legal right to participate in this process, and they must agree to changes, if any.  As a result, there is simply no reason for this Commission to be concerned about its ability to regulate Ameritech Illinois.



Furthermore, the most effective "benchmarks" are, and will continue to be, those that compare what the ILECs provide themselves with the level of support, etc. that they provide to their CLEC competitors.  Nothing about this merger changes the ability of this Commission to carry out such a comparison vis-à-vis Ameritech Illinois.



	Lastly, I must emphasize that, as SBC implements its National-Local Strategy and negotiates new interconnection agreements, the result of those negotiations and our activities will be highly visible.  This Commission will have ample opportunity to observe terms, conditions and implementation of those interconnection agreements and can compare those activities with what is occurring in Illinois. 



THERE IS NO SOUND BASIS FOR APPLYING 

SECTION 7-204(c) AS OTHER WITNESSES HAVE SUGGESTED



Q.	Ms. Yow testified in detail about the proposed allocation of savings in connection with Section 7.204(c).  Do you have any comments on this testimony?



A.	Yes, I do.  While Mr. Gebhardt and Dr. Harris will address this issue in far more detail, I must respond to one particular contention by Ms. Yow.  It appears that Ms. Yow is suggesting that, because the Illinois Staff did not specifically contemplate this merger at the time that the Staff commented on and the Commission implemented Ameritech Illinois' Alternative Regulation Plan, the Commission must now, in this proceeding, take into account merger synergies "in some manner" or the Ameritech Illinois Alternative Regulation Plan can no longer represent just and reasonable rates.  This suggests that any single change that occurs in the industry whether it be a technological change, a structural change within Ameritech Illinois, a systems change, or any other matter that was not specifically contemplated by the Commission or the Staff at the time the Alternative Regulation Plan was put in place should lead to review of the Alternative Regulation Plan.  Ms. Yow suggests that savings resulting from any changes and developments not contemplated by the Staff would result in the Alternative Regulation Plan no longer producing just and reasonable rates.  This is contrary to the whole theory of Alternative Regulation Plans.  In general, a commission sets an alternative regulation plan.  These plans generally include certain formulas and categories that are reviewed periodically and retail prices are capped.  The regulated company, in this case Ameritech Illinois, is then incented to operate as efficiently as possible within these formulas.  Consumers are protected by the price caps. Shareholders benefit because the company can generate profits through efficiencies. The specific means by which Ameritech Illinois improves its efficiency are not relevant.  They could develop a secret "blackbox" that no one else has.  Savings  generated as a result of that development are addressed under the plan.  To suggest that is true for some matters but not for others, simply ignores the workings of the Alternative Regulation Plan itself.  As a result, I continue to believe that even if Section 7-204(c) were to apply to this merger (which I testified earlier is a concept with which SBC disagrees), this is neither the time nor the place for this Commission to undertake the allocation of savings.  I would point out that the statute requires the Commission to "rule on" the allocation of savings; Ms. Yow and others argue that term means that the Commission is required to enter an order that somehow allocates those savings.  It is perfectly appropriate, reasonable, and we believe desirable, for the Commission to "rule on" this issue by concluding that this proceeding is not the proper or appropriate forum in which to address this issue for the reasons stated herein and in my prior testimony.



Q.	On pages 43 and 44 of her testimony, Ms. Yow argues that revenue enhancement should be taken into consideration and should be included as savings under Section 7-204(c).  Do you agree with this?



A.	No, I do not.  As a business person I simply cannot agree that "savings" and "revenue enhancements" are the same thing.  Savings imply that there is a reduction in cost.  Revenue enhancement, on the other hand, implies an increase in revenues which could be accompanied by increased costs.  The two concepts are simply not the same.  While I am not a lawyer, I cannot imagine that the Illinois legislature meant to include revenue enhancements in the statute simply by using the word savings. 



Q. 	Dr. Selwyn addressed Section 7-204(c) in his testimony.  Is there anything in Dr. Selwyn's testimony that changes your conclusions regarding the applicability of this statute to this merger and, in particular, to any company operating under a price cap plan?



A. 	No, it does not.  I will not repeat all of the reasons that I have given for why this statute should not be applied to this merger and why this statute should not be applied to a company that is operating under a price cap plan.  There is nothing in Dr. Selwyn 's testimony that effectively rebuts the information that Dr. Harris and I already provided on that issue.  



Q.	Dr. Selwyn suggests that the Connecticut DPUC in approving the SBC/SNET merger, concluded that the Alternative Regulation Plan be modified to capture cost savings arising from change in control.  Did Dr. Selwyn accurately portray results of that proceeding? 



A. 	No, he did not.  Dr. Selwyn appears to suggest that in the Order approving the SBC/SNET merger the Connecticut DPUC undertook to modify the SNET Alternative Regulation Plan.  What the Commission concluded was that if the Alternative Regulation Plan were modified in the future, that would be an appropriate opportunity for the DPUC to investigate the issue of cost savings that might arise from the merger.  That is entirely consistent with what we are suggesting the Illinois Commission do.  I continue to believe that this proceeding is not the appropriate forum for the Commission to undertake that review and that this Commission may have ample opportunity to do so in future proceedings based on actual results, not estimates.



Q. 	Do you agree with Dr. Selwyn's assertions regarding sharing merger savings with Illinois customers?



A. 	No, I do not.  There is nothing in Dr. Selwyn's Rebuttal Testimony that alters the rationale that Dr. Harris, Mr. Gebhardt and I already provided this Commission regarding the inappropriateness of undertaking such an inquiry in this proceeding.  I continue to believe that this Commission can undertake that effort in other proceedings, that the Commission should not act on estimated  savings but rather should act, if at all, based on facts and that now is neither the time nor the place to engage in speculation, to satisfy Dr. Selwyn's personal interest



RESPONSE TO TESTIMONY OF ILLINOIS COMMERCE COMMISSION STAFF



Judith R. Marshall



Q.	On page 10 of her Rebuttal Testimony, Ms. Marshall requests more information about certain one-time costs.  How are these costs incurred?



A.	These are costs that SBC incurs in order to attempt to realize certain synergies.  In order to realize a synergy, we will have to make investments.  For example, if we had some billing system change that, if made, could make our billing more efficient, we would have to invest some amount to implement the change.  This is an example of how the one-time costs Ms. Marshall asked about might be incurred.



Rasha Toppozada-Yow 



Q.	Ms. Yow suggested that this Commission require Ameritech Illinois to maintain its existing level of regulatory staffing within Illinois.  She goes on to note on page 24 of her Rebuttal Testimony that the Commission should require its prior approval before Ameritech Illinois reduces or moves the Ameritech Illinois subject matter experts currently located in Illinois.  Do you agree with this recommendation?



A.	Absolutely not.  First, the recommendation is so vague as to be meaningless (What is a subject matter expert?  Expert about what issues? etc.).  Second, this places the Commission in the role of micro-managing the operations of Ameritech Illinois.  That is a role this Commission does not appear to have adopted in the past and should not adopt now.  Furthermore, Ms. Yow does not appear to consider the impact such a condition might have on the employees themselves.  It would be unfair to the employees to forever lock them into their current positions.  Potential advancement would be inhibited and could even affect employee retention.  This is yet another reason why the Illinois Commerce Commission should not engage in this proposed micro-management of Ameritech Illinois.



Q.	On page 46 of her testimony, Ms. Yow questions whether SBC will continue to make capital investments in Ameritech Illinois after the merger.  In particular, Ms. Yow suggests that this Commission should (i) renew and extend certain commitments that Ameritech Illinois made as a result of its Alternative Regulation Plan and (ii) require Ameritech Illinois to identify, for each reported investment, which of the services and products benefit from the investments and the areas in which those investments are made.  Do you agree with those contentions?



A.	No, I do not.  I would point out that, while Ms. Yow states on page 46 that she is concerned about SBC's network investments in California, she gives no reason why she has the concern, nor does she quantify that concern.  As I described in detail in my original and Rebuttal Testimony, SBC has a tremendous record of continuing investments in California after our merger with Pacific Telesis.  As I have stated before, we simply would not be prudent business people if we invested $62 billion of our shareholders’ money to acquire Ameritech then did not continue to invest in Illinois.  Illinois is a tremendously important state to the shareholders, customers and employees of Ameritech and will continue to be tremendously important to the combined SBC/Ameritech shareholders.  We must, and will, continue to invest in the network in Illinois not only to preserve shareholders' value but also to maintain and enhance Ameritech Illinois and our relationships with customers in Illinois.  If we fail to do that, we will lose customers to competitors who are investing in Illinois.  This Commission need not take any action to insure that investment occurs in Illinois.  This Commission should not engage in micro-managing the operations of this business after this merger.  It has not done so before and should not do so now.  The specific investments and commitments to which Ms. Yow refers were required as a part of the introduction of the Alternative Regulation Plan and made sense as a part of that process.  It does not make sense arbitrarily to impose such an obligation on SBC and Ameritech as a result of this merger.  The same is true for each of the reporting requirements proposed by Ms. Yow.



Christopher L. Graves  

 

Q.	Mr. Graves suggests that this merger should be conditioned on SBC and Ameritech first complying with Sections 251 and 271 of the '96 Act.  He also notes that a collaborative process should be established by which all parties could discuss SBC and Ameritech's compliance with these sections.  Do you agree that is an appropriate consideration for the Commission to make in this process?



A.	No, I don't.  Compliance with Sections 251 and 271 has proven to be a difficult, complex and controversial matter.  It is fraught with opportunities for parties who have an incentive to slow down the process to act on that incentive. That process is an ongoing one in a number of states.  It should be allowed to continue on its own merit without additional incentives for our competitors/opponents to slow down that process.  Furthermore, while I am not a lawyer I do not believe  that the Illinois statutes that are in existence give this Commission the authority to impose such a condition. Mr. Gebhardt will address this issue in more detail in his Surrebuttal Testimony.



Samuel S. McClerren



Q.	Have you reviewed the testimony submitted by Mr. McClerren on behalf of the ICC Staff?



A.	Yes, I have.  On page one of his testimony, Mr. McClerren identifies the witnesses to whose testimony he is responding.  While he does not mention any testimony that I have previously filed, I feel compelled to address a few of the points he raises.  



Q.	On page 10 of Mr. McClerren's testimony, he is addressing the issue of service quality and whether the Alternative Regulation Plan should be adjusted to increase the penalties for any failure on behalf of Ameritech Illinois to meet the service requirements imposed on it by that Plan.  Do you have any concerns with Mr. McClerren's testimony in this area?



A.	Yes, I do.  SBC has a substantial proprietary and ownership interest in providing high quality service to its customers.  That interest will extend to customers in Illinois once this merger is approved.  This Commission should rely upon that interest and the proceedings that this Commission has underway in Docket 98-0252 to address service quality.  This merger approval proceeding is not the appropriate forum in which to address that issue.  



Q.	I note that Mr. McClerren indicates that, "the ICC needs to let SBC or any other potential purchaser of a telecommunications company in Illinois know that minimum service quality standards are taken seriously."  Does SBC take service quality requirements seriously?



A.	Yes.  Service quality is critical to our customers, shareholders and employees.  As managers of this business, we have an obligation to maximize our shareholders' value.  The only way we can do that is to provide high quality service to our customers.  I can assure this Commission and Mr. McClerren that we too take seriously service quality standards.



Cindy Jackson



Q.	Have you reviewed the testimony submitted by Cindy Jackson?  



A.	Yes, I have.  Ms. Jackson suggested in her testimony that SBC's concern about serving large business customers will take precedence over quality of service offered Illinois residential customers.  



Q.	Do you agree with her concern?



A.	While I understand her concern, I think that it is better addressed through the market than through a merger condition. I previously testified that large corporate customers represent a substantial share of the revenues of Ameritech and SBC.  Having said that, however, Ms. Jackson ignores one simple fact: while the largest one percent of Ameritech's customers represent 18 percent of the company's revenues, the remaining 82 percent of Ameritech's revenues are derived from the rest of the customer base.  To suggest that we will sacrifice service to customers who generate 82 percent of our revenues in order to protect 18 percent does not make good business sense.  Nevertheless, as I indicated at the outset, SBC would be willing to discuss her concerns and attempt to craft an appropriate commitment.



Q.	Ms. Jackson requests that you address the issue of providing "least cost" quality service as required in Section 7-204(b)(1).  Will Ameritech Illinois continue to do so after this merger?



A.	Yes, it will.  A substantial portion of the merger benefits that will accrue directly to consumers in Illinois will result from Ameritech's access to such SBC assets as TRI and our experience in offering high quality, low cost services to consumers.  In addition, implementing best practices can, and will, improve the cost effectiveness of our operations, thereby resulting in least cost services.   TRI's assistance in bringing in new services to the market faster has the same result.  Our efforts to bring additional services to the market, the cost of which can be spread over a much larger base of access lines, will have the same effect.  



Q.	Ms. Jackson has requested information about TRI's targeted initiatives.  Please respond.



A.	There are a number of such initiatives for 1999. The following are just a few examples:



BROADBAND INFRASTRUCTURE



-	ATM Switched Virtual Circuits: The implementation of ATM Switched Virtual Circuits enables Bandwidth on Demand or Broadband "Dial Tone."  In 1999, TRI will continue work on planning, early testing, and support product introduction.



-	Expand available bandwidth for SONET: TRI is proposing a new type of ring to get more bandwidth.  This will require specification, testing and integration of network elements that will send low priority traffic over unused bandwidth.



-	Voice Trunking over ATM for Tandem Replacement: The implementation of an ATM based tandem switch network will convert all voice calls to ATM and carry them over an ATM backbone network.  This allows SBC to operate both voice and data services over a single, unified ATM backbone network, improve network efficiency and reduce operations costs.  TRI will support testing and field trials in 1999.



BROADBAND ACCESS



-	ADSL: In 1999, TRI's ADSL work will include: ADSL platform enhancements, solving spectrum management issues, and miscellaneous testing of other versions of ADSL such as g. Light, VDS (very high speed ADSL) and higher density line cards.  TRI will test and certify the platform, resolve network integration issues, and develop/test operations support enhancements.



-	ATM Passive Optical Network (APON):  TRI is exploring APON as a means to reduce network cost while increasing bandwidth to residential and small business customers.



INTELLIGENT NETWORK



- 	AIN Service Deployments will include:



Internet Caller ID - This AIN service displays Caller ID information on the computer screen for subscribers currently using the phone line for an Internet session.



Outgoing Call Control - This service will allow the subscriber to selectively prevent outgoing calls; e.g., long distance, 900.



No Waiting - This AIN service will detect a busy signal and automatically prompt the caller to leave a message or continue trying the call until the line becomes free.



Remote Access to Caller ID - This service will allow Caller ID subscribers to access their caller ID information remotely by phone or Internet.



Unified Messaging:  TRI will complete service requirements and perform all release testing.  This application allows email and voice mail to be accessible from phone systems or Internet.



Q.	How are these targeted initiates designated or determined?



TRI has its own expense and capital budgets, which are prepared on an annual basis.  R&D expenditures are budgeted based upon a work program that is a mix of client specific projects (CSPs) and shared technology projects (STPs), as well as a mix of tactical (short term, 1 to 2 years out) and strategic (longer term 3-5+ years out) work.  The client specific portion of TRI's work program/budget is developed with close collaboration of the SBC clients requesting the work; the shared portion of the work is developed by TRI with input from client companies.  Individual client budgets are reviewed by the clients and the total TRI budget is approved by TRI's Board of Directors.  The majority of TRI's Board members are from its SBC client companies.



Ameritech operations and employees will have access to both STPs and Ameritech CSPs at TRI.  The STPs benefit multiple SBC entities on a shared cost basis and are generally more strategic or long term than tactical in nature.  Ameritech will also be able to fund its own client specific work program at TRI.  CSPs are generally more tactical, or short term, in nature.



Q.	Ms. Jackson has questioned SBC's Universal Design Policy.  Is that a Policy that applies across all of SBC's states?



A.	Yes, it does.  As I committed at the outset of this testimony, TRI is committed to helping us ensure that that Policy will be implemented across all of our states.  



Q.	Will that Policy be applied to the Ameritech states once this merger has closed?  



A.	Yes, it will.



Dr. Carl E. Hunt



Q.	On page 73 of Dr. Hunt's testimony, he suggested that despite the fact that TCG operates in over one hundred markets, TCG does not have a significant facilities-based investment in each of the locations.  He states that, "if that is the case, the average market capitalization (emphasis added) at each location is less than $11 million which is not a high level of facilities investment in each location."  Does this purported calculation of market capitalization per location represent an accurate measure of TCG's investments in its markets?



A.	No, it does not.  First, I must point out that I cannot duplicate Dr. Hunt's mathematical calculation.  I believe the calculation that Dr. Hunt is making would result in a market capitalization per market of $110 million, not the $11 million he calculated.  Having said that, I would suggest that, not only is a market capitalization per location irrelevant from a financial standpoint, it does not represent the total investment that TCG has made in its networks.  According to the "1998 Annual Report on Local Telecommunications Competition" produced by the New Paradigm Resources Group, Inc., TCG had 9,474 fiber-route miles in place at the end of 1997.  TCG connects over 13,514 buildings to its fiber network and had 35 voice and 40 data switches installed.  Clearly, you cannot construct such a substantial fiber network for $11 million per location.  Dr. Hunt's fabricated numbers simply do not reflect the substantial resources that AT&T acquired in its acquisition of TCG.



Daniel Gonzalez

Q.	 Have you reviewed the testimony of Daniel Gonzalez submitted on behalf of NEXTLINK, Illinois, Inc.?  



A. 	Yes, I have.  Mr. Gonzalez' testimony is generally nothing more than conclusions by Mr. Gonzalez that SBC and Ameritech have failed to meet their statutory obligation to provide information necessary for this commission to review this merger.  I simply do not agree with Mr. Gonzalez' conclusions.  



Q. 	On page 6 of his testimony, Mr. Gonzalez suggested that the offering of one stop shopping is entirely within the control of SBC and Ameritech.  Do you agree? 



A. 	Not entirely.  Mr. Gonzalez is correct that we do need in region 271 approval to operate one stop shopping in those markets.  However, obtaining 271 relief in our regions does not position us to compete with MCI WorldCom, AT&T, and Sprint who offer these services around the nation and around the world.  For SBC to be an eight state regional company attempting to compete with AT&T, MCI WorldCom, and Sprint is, in our view, an invitation to fail.  Mr. Gonzalez ignores the fact that our companies must have the ability to compete in the existing national and international market.  Mr. Gonzalez also attempts to argue that compliance with Section 271 should be a condition to this merger.  I have already addressed the reason why that is not appropriate earlier in this testimony and will not reiterate it here.  I will simply say that Mr. Gonzalez is incorrect in making this suggestion.  

Dr. Mark Cooper

Q. 	Dr. Cooper suggests that SBC resisted the collaborative process established by the Texas Public Utility Commission.  Is that accurate?



A. 	No, it is not.  We have participated in that process in good faith and that collaborative process, while difficult, time consuming and not entirely satisfactory to SBC, has produced substantial positive results. These positive results need not be measured solely by our contentions.  In their report resulting from the collaborative process, the PUC staff repeatedly indicated that substantial progress was made on issues in that process.  That process could not have resulted in substantial progress if SBC had resisted the process or not participated in good faith.  



Q. 	Dr. Cooper suggests that because Bell Atlantic has purportedly not fulfilled some of the commitments it made to the New York PSC that SBC will likewise not do so.  Is that a fair comparison?



A. 	No it is not.  While I cannot address whether Bell Atlantic has or has not met all of their commitments, I can address whether SBC has met commitments it has made in regulatory proceedings.  The short answer is -- we have met, or exceeded every commitment we have made to regulators.  In California, as a part of the approval process for the SBC Pacific Telesis merger, SBC committed that it would create a number of subsidiary headquarters in California, would generate over a thousand jobs, and would continue to invest in network in that state.  We have met or exceeded every one of those commitments in California.  The question that this commission should ask is not whether Bell Atlantic met its commitments to the New York PSC, but whether SBC has met commitments it has made.  The answer to that question is yes. 

Dr. Lee Selwyn





Q. 	On page 14 of his testimony Dr. Selwyn suggests the National-Local Strategy is an attempt to leverage a local monopoly into adjacent competitive markets.  Is that an accurate characterization of the strategy?



A. 	No. In fact, it seems to presume that the 30 markets that SBC and Ameritech are attempting to enter are competitive and only SBC and Ameritech's markets are not competitive.  The fact of the matter is all local exchange markets in this country provide opportunities for CLECs to enter and compete for customers.  We certainly expect to enter markets outside of our region and we expect other competitors to enter our markets and compete with us.  This is the very essence of the '96 Act.  That is just one of the reasons why we have repeatedly stated that this merger fulfills the purpose and goals of the '96 Act, as no other action taken by any competitor to date.

 

On page 15, Dr. Selwyn also suggests that SBC will offer customers volume purchase contracts that include in-region services as well as out-of-region local and long distance services.  He suggested no other company would possess this capability.  That is simply false.  AT&T, MCI WorldCom, Sprint and others today offer services to customers in all of the markets that we are attempting to enter.  Furthermore, these carriers offer local exchange services in our region either by reselling our services or utilizing their own facilities.    In fact, as I noted earlier, these companies have substantial advantages over SBC and Ameritech as a result of their national and international name brand recognition, national networks, and customer base.  Moreover, these carriers are marketing these services to large corporate customers across our region and across the country today.  Yet, those same companies are resisting, at every turn, our combined efforts to create an opportunity for SBC and Ameritech to compete with them in the marketplace.



Q. 	Do you agree with Dr. Selwyn's contention that the approval of this merger coupled with section 271 authority for the combined SBC and Ameritech would eradicate local and long distance competition in 13 states?



A. 	If Dr. Selwyn is correct about that, then the entire premise of  the '96 Act is incorrect.  By its very definition, once SBC and Ameritech fulfill their 271 obligations to the satisfaction of the FCC, our markets are open to competition.  We expect that will occur and we expect that it will occur relatively quickly.  It is even more important for SBC and Ameritech to obtain 271 approval now than it has ever been because it is essential for us to have that authority to implement the National-Local Strategy.  Dr. Selwyn is simply suggesting that RBOCs should never be allowed to enter a long distance market.  While I am certain that this is music to the ears of AT&T, MCI WorldCom, Sprint and others, that is not the law, that is not the purpose of the '96 Act, and that is simply not the environment in which we are all operating.  



Q.	On page 18, Dr. Selwyn suggests that because large corporate customers  generate a disproportionate share of Ameritech Illinois' revenues, that post merger, Ameritech Illinois will have a greater incentive to raise rates charged to residential and small business customers in order to make up for reduced margins from the large business customers.  Is that accurate? 



A. 	Of course not.  Residential customers services are still subject to the existing price cap rules and are likely to be subject to price cap rules for the longest period of time.  Dr. Selwyn has made a leap of faith and logic that simply is not supported by the facts.



Q. 	Dr. Selwyn suggests that services to large corporate customers require a larger portion of the company's capital investments than the residential customer.  Do you agree?



A. 	No, I do not.  This is simply speculation on the part of Dr. Selwyn. I would point out that in California where we are making the broadest rollout of ADSL service ever undertaken by a local exchange carrier, we are making that service available across all customer segments, geographic segments, and socio-economic segments.  This is but one example that refutes Dr. Selwyn's speculation.  



Q. 	Dr. Selwyn suggested Bell Atlantic should be discounted as a potential competitor to Ameritech.  For example, on page 20 of his testimony, he suggests that Bell Atlantic contemplates entry into "just four markets" noting that those markets are Chicago, Cleveland, Detroit, and Indianapolis.  Has Dr. Selwyn accurately characterized the competitive plans of SBC and Ameritech and competitive effects of Bell Atlantic with their proposed entry?



A.  	No.  First,  suggesting that competitive entry in "just" Chicago, Cleveland, Detroit, and Indianapolis is grossly understating the importance of those markets to Ameritech and to the states of Illinois, Ohio, Michigan, and Indiana.  Furthermore, he suggests, incorrectly, that Bell Atlantic will be targeting the "identical" markets that SBC and Ameritech are proposing  to enter -- namely the largest business customers.  This is yet another example of Dr. Selwyn simply ignoring the facts.  We have repeatedly made it clear that residential customers are a substantial and important part of the National-Local Strategy.  Dr. Selwyn's false assertion to the contrary does not change those facts.  



Another example of Dr. Selwyn choosing to ignore facts is his testimony on page 23 where he suggested that the SBC/ Ameritech and Bell Atlantic/GTE mergers will result in a duopoly with neither company competing with the other. As I discussed earlier in response to Dr. Hunt's testimony, Bell Atlantic and GTE have made it clear that their merger will enable them to undertake a competitive entry into Illinois and other markets.  SBC made it clear that our combined company will enter a number of markets served by Bell Atlantic and GTE.  As I have noted before, what Dr. Selwyn and others are suggesting is that, despite our repeated representations to the Securities and Exchange Commission, the FCC, our shareholders, investment analysts, this Commission and other state Commissions, SBC will simply not undertake the strategy that we have repeatedly committed to undertake.  Dr. Selwyn is just plain wrong.



Dr. Selwyn is certainly free to engage in speculation if he chooses to do so.  This Commission should look at the facts.  This Commission should ask itself a simple question, would SBC or any publicly traded company  make misrepresentations to , mislead the investment community, regulators, and the Securities and Exchange Commission  as Dr. Selwyn suggests?  I can assure you that SBC has not, will not, and is not doing so.  We will compete with Bell Atlantic if this merger is approved.  We will compete with BellSouth if this merger is approved.  We will compete with US West if this merger is approved. 



Q. 	Will the implementation of the National-Local Strategy divest resources from Ameritech Illinois as Dr. Selwyn contends?



A. 	No, it will not.  For all the reasons I have given earlier, that is simply not the case.  It is not a valid concern for this Commission and is nothing more than Dr. Selwyn's speculation.  I repeatedly noted that the capital investment of this strategy is not substantial for either company.  I also repeatedly noted that the other resources required from the National-Local Strategy are substantial and that, absent this merger, neither SBC nor Ameritech alone will have those resources.  Dr. Selwyn's speculation to the contrary is simply false.  The same is true for Dr. Selwyn's contentions that Illinois and other states will somehow subsidize the National-Local Strategy.



Q. 	Does this conclude your rebuttal testimony?



A. 	Yes it does. 

� Implementation of the Local Competition Provisions in the Telecommunications Act of 1996, First Report and Order, 11 FCC Rcd 15499, 15509 (1996).



� See Application by SBC Communications Inc, et al, for Provision of In-Region, InterLATA Services in Oklahoma, Evaluation of the United States Department of Justice at 2-4, CC Docket.  No. 97-121 (FCC May 16, 1997).



� AT&T Communications of Illinois, Inc.:  Petition for a total local exchange wholesale service tariff from Illinois Bell Telephone Company d/b/a Ameritech Illinois and Central Telephone Company pursuant to Section 13-505.5 of the Illinois Public Utilities Act, Nos. 95-0458, 95-0531 consol., 1996 Ill. PUC LEXIS 320; 172 P.U.R. 4th 434 (ICC June 26, 1996).



�  AT&T Revisions to Tariff F.C.C. No. 2 Wide Area Telecommunications Service (WATS), Order, 4 FCC Rcd 5389, 5391 (1989). 



� Personal Communications Industry Association's Broadband Personal Communications Services Alliance's Petition for Forbearance For Broadband Personal Communications Services, Memorandum Opinion and Order and Notice of Proposed Rulemaking, 13 FCC Rcd 16857 (1998); see also Implementation of Section 6002(b) of the Omnibus Budget Reconciliation Act of 1994; Annual Report and Analysis of Competitive Market Conditions With Respect to Commercial Mobile Services, Second Annual Report, 12 FCC Rcd 11,266 (1997) ("The presence of resellers is an added factor in intra-cellular competition.  Resellers, who buy airtime at wholesale rates from facilities-based providers and resell it at retail prices, add to the mix of service options available to consumers.  For example, MCI, the largest reseller of cellular service, has created a combined package of cellular service and its long distance service in an effort to differentiate itself from its facilities-based CMRS competitors.  Other resellers target niche markets, such as certain small businesses or consumers that meet a particular profile.").



� Continental Mobile Telephone Company, Inc. v. Chicago SMSA Limited Partnership, Illinois Commerce Commission, Slip Opinion, Public Utilities Reports, Fourth Series, Apr. 7, 1993.
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