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Please state your name and business address for the record.





My name is Daniel Gonzalez and my business address is 1730 Rhode Island Avenue, N.W., Suite 1000, Washington D. C. 20036





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





A.  I am employed by NEXTLINK Communications, Inc. as Director, Regulatory Affairs





Q.  Are you the same Daniel Gonzalez who previously provided testimony in this proceeding?





A.  Yes I am.





 Q.  What is the purpose of your rebuttal testimony?





A.   I will be responding to various statements made by the witnesses of the Joint Applicants in their rebuttal testimony.  I will demonstrate that the Joint Applicants have failed to provide any useful, reliable or significant facts regarding the impact of the acquisition and have instead adopted what can be called a “stealth” strategy whereby the Joint Applicant provide as little information to the Commission as possible in seeking Commission approval.  In addition, I will provide responses to some of the questions proffered by the Commissions in the November 20, 1998 Notice of Ruling.








Q. Do the witnesses for the Joint Applicants make any factual showing that the proposed acquisition is not likely to have a significant adverse effect on competition in Illinois?





A. No.  Mr. Gebhardt, when asked if the proposed merger will have an adverse impact of competition, simply replies “no”.  (Gebhardt at page 12.)  Mr. Kahan states “… I do not think future or potential harm are proper subjects of consideration.”  (Kahan at page 46.)  Mr. Harris states “…the merger would not have a significant adverse effect on competition because there are so many other actual and potential entrants in those markets.”   (Harris at page 9.) The only argument put forward is Mr. Harris’ statement that the mere existence of other providers of local exchange services means that this acquisition will not have a significant adverse effect on competition. The Joint Applicants’ witnesses have ignored the statutory standard of Section 7-204(b)(7) of the Public Utilities Act prohibiting the acquisition from having a significant adverse effect on competition.  This cursory handling of the statutory standard ignores the fact that resellers and facilities-based local service providers alike are reliant upon Ameritech as the incumbent monopoly in some fashion in the provisioning of local exchange service. 





Q.  Do Messrs. Gebhardt, Kahan and Harris thoroughly address the issues involved in competitor dependency on Ameritech to provide local service in a manner necessary to support their determination that there would be no significant adverse effect on competition?





A.  No.  These witnesses have totally failed to demonstrate by way of their testimony that this acquisition will not have a significant adverse effect on competition.   The witnesses have also failed to adequately address how the acquisition will impact the business relationship between Ameritech and the local exchange competitors, a working relationship that is essential to competitive local exchange carriers’ ability to compete.   





Q.	Are you aware of other information that shows that the Joint Applicants do not have an adequate basis for their claim that the proposed acquisition will not have a significant adverse effect on local competition?





A.	Yes.  Based upon the Joint Applicants responses to NEXTLINK’s First Data Request dated October 14, 1998 Questions 1 and 8, it is obvious these witnesses do not have sufficient information to make the claims they have made regarding the impact of the acquisition on local competition in Illinois.  NEXTLINK’s Data Request Question No. 1 asked SBC to describe the structure for Ameritech Corporation that will be in place once the acquisition is completed.  We asked that this description should include, but not be limited to, a description of the wholesale and retail units of the combined entity, as well as the identification of which entity will be responsible for CLECs in the Midwest, post acquisition.  SBC response  was as follows: 


Ameritech Corporation will be a wholly owned subsidiary of SBC Communications, Inc. In advance of post-merger planning with Ameritech, SBC does not have additional details such as a description of the wholesale and retail units of the combined entity as well as an identification of which entity will be responsible for CLECs in the Midwest, post merger.  SBC and Ameritech have not yet developed any in-region post merger business, operational or implementation plans. . .  (Exhibit 1.) 





NEXTLINK’s  Data Request Question No. 8 asked SBC “Will the combined entity provide for complete electronic interfaces (operational support systems) to facility-based CLECs for the following systems. . .”





SBC’s response was as follows:


At this time it is not known what the combined entity will provide for complete electronic interfaces (operational support systems) to facility-based CLECs. The 


explanations below are indicative of the current OSSs within Southwestern Bell Telephone Company (SWBT). . .  (Exhibit 2.)





Based upon these two responses above, it is clear that the Joint Applicants do not posses sufficient factual information to ensure the Commission that this acquisition will not have a significant adverse impact on competition.





Q.  Joint Applicant witnesses Kahan and Harris claim that no competitor would be eliminated from the Illinois market by the acquisition because SBC would not otherwise be entering the Illinois market.  Do you agree?         





A.  No.  The facts of the Joint Applicants’ pre-acquisition conduct belies the claims of Kahan and Harris that SBC would not otherwise be entering the Illinois market.  Prior to the announcement of the acquisition, Ameritech  pursued a strategy of entering out-of-region markets in several states.  These states included Missouri, California and Texas, where SBC is the monopoly local service provider.  Mr. Kahan states in his testimony that “we believe that the incumbents with whom we will be competing (i.e., Bell Atlantic, US West, BellSouth and GTE) will choose to respond in a competitive manner.”  (Kahan at page 23.)  If the competitive response argument set forth by Mr. Kahan is correct, then SBC would have responded to Ameritech’s entry into SBC territory by entering the Illinois market and other states where SBC is the monopoly local service provider.  Therefore, the result of this acquisition is that a competitor has been eliminated.  





Q,	Do the Joint Applicants’ witnesses attempt to offer any other competitive justifications for the acquisition?





A.	Yes.  Mr. Kahan suggests  that the need for one-stop shopping is a reason for approval of the acquisition.  (Kahan at pages 50-51.)





Q.	Do Mr. Kahan’s arguments regarding one-stop shopping provide a justification for the acquisition?





A.	No.  Mr. Kahan argues in his rebuttal testimony that competitors want SBC and Ameritech to follow a standard CLEC model of entry and to force incremental entry upon SBC and Ameritech while those same competitors promote their ability to provide a one-stop shopping capability to customers.  (Kahan at page 50.)  He sees SBC’s and Ameritech’s inability to offer one-stop shopping as detrimental to their abilities to compete.  (Id.)  What Mr. Kahan fails to say is that SBC’s and Ameritech’s ability to offer one-stop shopping is completely within their control and that this acquisition has no impact upon their ability to provide one-stop shopping.  Ameritech is capable of seeking authority to provide local service to any customer throughout the United States and interLATA long distance service to any customer outside of its existing local service territory.  Ameritech may also seek interLATA authority within Illinois under Section 271 of the Telecommunications Act of 1996 at any time.  This acquisition will not provide Ameritech with the ability to provide one-stop shopping within its current local service territory.  All Ameritech needs to do to provide one stop shopping is meet the requirements of Section 271 and open its markets to local competition.  If SBC and Ameritech were serious about offering one-stop shopping, the focus of their energy would be to open their existing monopoly markets to competition rather than consolidating monopoly power.  


 


Q.	Do you agree with the opinion of Mr. Kahan that the implementation of the National-Local Strategy of Joint Applicants will  lead to the opening of Ameritech monopoly local markets to competition?





A.	No.  Mr. Kahan indicates in his rebuttal testimony how massive an undertaking it will be to launch their National-Local Strategy into 30 markets that cover portions of over 20 states and involve 8,000 employees and billions of dollars of new spending.  Mr. Kahan attempts to compare SBC’s integration of Pacific Telesis to the integration of Ameritech and the National-Local Strategy.  (Kahan at page 61.)  As I discussed in my Direct Testimony, SBC’s integration of Pacific Telesis has not facilitated increased local competition in California.  Therefore, this analogy fails to demonstrate that implementation of the National-Local Strategy will result in competitive benefits in Illinois.  It is difficult to conceive of how the acquisition of Ameritech and the National-Local Strategy will encourage or even allow the Joint Applicants to better focus on opening up their local markets to competition.  In fact, the financial commitment required by the National-Local Strategy gives the Joint Applicants incentive to protect their monopoly revenue stream in states such as Illinois to finance the strategy rather than open the monopoly markets to competition and risk losing revenue.  





Q.	Have the Joint Applicants presented sufficient factual evidence regarding other issues important to this Commission’s determination in this matter?





A.	No.  Joint Applicants’ witness Jennings testified that the acquisition will not lead to a loss of jobs at Ameritech.  However, SBC’s responses to NEXTLINK Data Requests cast great doubt upon those representations.  In response to NEXTLINK Data Request No. 1, as cited above, SBC stated that it has “not yet developed any in-region post merger business, operational or implementation plans.”  Moreover, in response to NEXTLINK questions regarding whether the current level of staffing would be maintained in the Ameritech Unbundling Center, the Network Engineering Control Center and at Ameritech Long Distance Industry Services, SBC stated that it “does not have any specific plans regarding the level of staffing” in such organizations.  (Exhibits 3 and 4.)  In light of this admitted lack of certainty regarding the post-acquisition structure of the new entity, SBC’s representation that there will be no job losses is suspect.  SBC wants the Commission and the citizens of Illinois to believe that this acquisition will not result in any loss of jobs, but in reality is unwilling to make that commitment.





Q.	Joint Applicants’ witnesses contend that the Commission should consider the issue of dilution of shareholders’ earnings in determining whether to approve or reject the proposed acquisition.  Do you agree?





A.   The Commission should consider the dilution of the value of Ameritech stock to shareholders only to the extent required by Section 6-103 of the Illinois Public Utilities Act.  Otherwise, I find it inappropriate for the Joint Applicants to seek approval of an application that will be to the determent of Illinois and local competition simply to minimize the financial impact on their shareholders.





Responses to Questions of the Commissioners in the November 20, 1998 Notice of Ruling





Q.	Did the Commissioners ask any questions regarding Section 271 of the Telecommunications Act of 1996?





A.	Yes.  





Q.  What is your understanding of Section 271 as it applies to the Bell Companies?





A.  Section 271 sets forth the checklist of competitive requirements that a Bell Company must satisfy in order to provide in-region interLATA services (e.g. interLATA long distance).





Q. Do you agree with Mr. Kahan and Mr. Gebhardt that the conditions set forth in Section 271 have no place in this proceeding?





A.  No.  The intent of Section 271 of the Telecommunications Act of 1996 is to ensure that a Bell Company’s local exchange market has been effectively opened to competition.  Until such time as a Bell Company has met the requirements set forth in Section 271, a local market has not been effectively opened to competition.  As of today, neither of the Joint Applicants has received Section 271 approval in any state.  In fact, Mr. Richard Notebaert, Chairman and CEO of Ameritech, recently stated that Ameritech was “done” with Section 271.  (Exhibit 5).  In other words, Ameritech has no intention of even attempting to comply with the competitive requirements of Section 271.  Therefore, if the Commission wishes to lessen the significant adverse impact of this acquisition upon local competition in Illinois, it should require Ameritech to meet the competitive checklist set forth in Section 271, and thereby effectively open Ameritech’s local exchange market to competition.    





Conclusion


Q.  What is your recommendation to the Commission regarding this matter?





A.  As stated in my direct testimony, the Commission should deny approval of the Joint Application because it is contrary to Section 7-204 of the Public Utilities Act because the acquisition will have a significant adverse effect on competition and will result in an adverse rate impact on retail customers.  In the alternative, if the Commission does not reject the Joint Application, the Commission should impose both pre-approval conditions and requirements and post-approval conditions and requirements on the Joint Applicants as conditions for its approval of the acquisition of Ameritech by SBC.  The details regarding those conditions are set forth in my direct testimony.  (Gonzalez Direct Testimony at pages 18 through 22.)





Q. Does this conclude your testimony?





A.  Yes.
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