


REBUTTAL TESTIMONY OF DAVID N. PORTER





Q.	PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.


A.	My name is David N. Porter, Vice President, Regulatory Economic/Policy for MCI WORLDCOM, Inc. (“MCI WorldCom”).  My business address is 1120 Connecticut Avenue, N.W., Suite 400, Washington, D.C. 20036.





Q.	ARE YOU THE DAVID N. PORTER THAT SUBMITTED DIRECT TESTIMONY IN THIS PROCEEDING?


A.	Yes.





Q.	WHAT IS THE PURPOSE OF YOUR TESTIMONY?


A.	The purpose of my testimony is to respond to the rebuttal testimony of SBC and Ameritech, in particular James S. Kahan and David H. Gebhardt. 





Q.	DO YOU HAVE ANY OVER ARCHING COMMENT?


A.	Yes.  Mr. Kahan seems to think MCI WorldCom is hiding its local service presence in Illinois or is “misleading their [sic] customers” with our “On-Net” marketing program.  He is wrong.  MCI WorldCom is proud of its local presence in Illinois.  Not only do we have multiple facilities in the downtown Chicago “loop”, we also have facilities extending to Naperville, Schaumburg and Northbrook.  We are using these facilities to offer on-net services to customers in Illinois.  But, as should be obvious from the name of the service -- On-Net -- this package of capabilities -- local, intrastate toll, interstate toll and international digital services -- is available only where we have local and long distance networks.  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.  Even now, we are expanding our capabilities by placing jointly owned trans-Pacific facilities.  The ads are accurate and we are proud to be in Illinois.





 Q.	MR. KAHAN CLAIMS AT PAGES 20-21 OF HIS REBUTTAL TESTIMONY THAT YOUR POSITION THAT ENHANCED COMPETITION FOR LARGE CORPORATE CUSTOMERS WILL NOT PROVIDE BENEFITS TO RESIDENTIAL CUSTOMERS IS MOTIVATED BY MCI WORLDCOM’S DESIRE TO AVOID FACING SBC/AMERITECH AS A COMPETITOR FOR THESE SAME LARGE CUSTOMERS.  DO YOU AGREE?


A.	Absolutely not.  There is nothing to stop either SBC or Ameritech, individually, from pursuing large corporate customers out of region and in competition with MCI WorldCom today.  The so-called anchor tenant strategy described by Mr. Kahan is available to both SBC and Ameritech today, and has been available to them since passage of the Telecommunications Act of 1996, if not before.  SBC and Ameritech do not need to merge to employ this strategy.  As I stated in my direct testimony, this is one of the entry strategies used by MCI WorldCom, and has been the entry strategy of TCG and other smaller CLECs.  MCI WorldCom would certainly not object to SBC seeking to compete in Chicago and throughout Illinois, and the same would be true were Ameritech to enter the local market in Texas.  Indeed, MCI WorldCom would look forward to having these companies go to compete against each other.





Q.	WHY WOULD YOU LIKE THESE TWO COMPANIES TO COMPETE AGAINST EACH OTHER?


A.	No one is better positioned to debunk the assertions of one incumbent that a 	capability cannot be provided or that a high cost is accurate than another incumbent.  In addition to Ameritech and SBC separately providing a benchmark against which to measure the other, the two would be formidable opponents in any arbitration over interconnection and nondiscriminatory access to UNEs.  We would welcome each into the market in the other’s territory.  Nonetheless, we are opposed to the proposed merger because together the Applicants will have a benefit gained only through their monopoly heritage to market a unique package to business with multiple locations across their combined territories.  This is of particular concern given that SBC serves California and Texas, the two largest states, and Connecticut, traditionally the home of many corporate headquarters while Ameritech controls territory occupied by many of the nation’s largest manufacturers.  I believe the combination will provide such a merged entity with an unearned advantage in the marketplace.








Q.	WILL THE PROPOSED MERGER PROVIDE BENEFITS TO RESIDENTIAL CUSTOMERS AS SUGGESTED BY MR. KAHAN (PAGES 20-21)?


A.	I don’t see any benefits to residential customers resulting from the proposed merger, indeed, neither Applicant has proposed any significant benefits.  The Commission ought to be particularly troubled by Mr. Kahan’s threat that residential customers will be forced to “shoulder substantial network costs as SBC and Ameritech lose large corporate customers ...”  Kahan Rebuttal, p. 21.  Mr. Kahan seems to say residential rate increases will ensue if the merger is not approved.  First, I would think that should the merger not be approved, Mr. Kahan would be on his way back to Texas (or California or Connecticut) and have very little to do with what happens to the rates for Ameritech’s residential customer in Illinois.  Moreover, I do not believe the rate increases Mr. Kahan has in mind would be permissible under Ameritech’s price cap plan, unless of course Mr. Kahan is suggesting that Ameritech would like to return to rate of return regulation in the event the merger is rejected.  Finally, there are steps the Commission can take to provide real benefits to residential customers.  Those steps include completing Phase II of the Ameritech TELRIC docket, directing Ameritech to provide CLECs the means (e.g., UNE Platform) to offer residential customers a competitive alternative to Ameritech, and ensuring that Ameritech’s OSS are commercially viable and provide for nondiscriminatory access to UNEs.   MCI WorldCom simply cannot compete effectively for small business and residential customers without nondiscriminatory access to unbundled loops, UNE Platform, reasonably priced collocation, and commercially viable OSS.  Access to these elements is supposedly required by the Telecommunications Act and various commission orders.  Yet, nearly three years after the Act and two years after the FCC’s First Report and Order and subsequent orders by the FCC and this Commission, these key elements into local competition are still not available.  Indeed, Ameritech is outright refusing to provide either the UNE Platform or shared transport.  These refusals are in direct violation of Commission orders and this sort of behavior should not be rewarded.





Q.	AT PAGE 23 OF HIS REBUTTAL TESTIMONY, MR. KAHAN POINTS TO BELL ATLANTIC-GTE AS A POTENTIAL COMPETITIVE ENTRANT IN ILLINOIS.  DO YOU HAVE ANY COMMENTS?


A.	Yes I do.  First, there is no real assurance that the  “commitment” of Bell Atlantic-GTE to compete out-of-region, including in Illinois, is any more credible than the BA-NYNEX “commitment” to open their current markets.  Second, as I understand it, the primary Bell Atlantic-GTE strategy is to provide facilities based competition in competition with the existing CLECs.  Competition for the business of major corporate customers in central business districts is further advanced than mass market competition, at least as measured by installed capacity, but is still very limited.  Thus, there is no reason to believe that a combined Bell Atlantic-GTE would be any more able to serve mass markets outside their territories than existing CLECS, including MCI WorldCom and AT&T.





Q.	DO YOU BUY SBC/AMERITECH’S CLAIMS THAT OTHER RBOCS WILL RETALIATE AND ENTER THE LOCAL MARKET IN ILLINOIS?


A.	No. Mr. Kahan claims that significant local entry (specifically, the merged company’s out-of-region entry) will motivate other ILECs to enter local service out of region in order to compete for the national/local business of large business customers.  But one must ask how SBC and Ameritech can predict that smaller BOCs, such as Bell South or US West, would undertake such entry, when SBC and Ameritech say that each of them lacks the critical mass to make such entry viable?  If such entry is not profitable for Ameritech and SBC today because they do not possess sufficient scope and scale, how will similarly-sized or smaller BOCs be able to enter profitably in Illinois in the future?


On the other hand, recent market entry by dozens of CLECs would seem totally to discredit SBC and Ameritech’s assertion that massive size is a prerequisite to local entry.  The Commission might then wonder why ILECs have not yet entered each other’s markets and how this merger would change the status quo.  MCI WorldCom believes the prime reason is that protecting the high returns of their monopolies has been and will remain more important than long distance entry or poaching in another ILEC’s territory. 





Q.	AT PAGES 80-81 OF HIS REBUTTAL TESTIMONY MR KAHAN CLAIMS THAT MCI WORLDCOM’S ADVERTISING CLAIMS TO BUSINESS CUSTOMERS CONTRADICT CLAIMS THAT NEITHER SBC NOR AMERITECH HAVE OPENED THEIR LOCAL MARKETS TO COMPETITION.  PLEASE RESPOND. 


A.	Once again, Mr. Kahan’s claims miss the mark.  As explained above, WorldCom advertising Mr. Kahan points to is directed towards those customers MCI WorldCom can reach off of the facilities it has deployed around the country and indeed around the world.  For local services, MCI WorldCom does not need to rely on SBC or Ameritech in order to serve these customers.  These customers will, for the most part, be served off of MCI WorldCom’s own local facilities that have been deployed in major cities around the country.  Moreover, SBC and Ameritech are not the first companies to proposed to invest in major markets throughout the country in order to serve large corporate customers.  As I mentioned earlier, this entry model was used by MCI WorldCom as well.  Unlike SBC and Ameritech who want to merge in order to increase their monopoly in-region territory and shrink their out-of-region territory, the entire country was out of region for MCI WorldCom’s subsidiaries.  MCI WorldCom’s claims that SBC’s and Ameritech’s local markets are not open to competition are directed towards the millions of small business and residential customers whom MCI WorldCom cannot yet reach via owned facilities.  For us to extend competition for these customers requires that SBC and Ameritech do what they have to date refused to do:  provide non-discriminatory access to UNEs, shared transport, UNE combinations, commercially viable OSS, etc.    





Q.	ARE MR. KAHAN’S CLAIMS ABOUT MCI WORLDCOM’S ADVERTISING EFFORTS CONSISTENT WITH OTHER CLAIMS MADE BY MR. KAHAN IN SUPPORT OF THE MERGER?  


A.	No, there are internal inconsistencies in Mr. Kahan’s and the Applicant’s  positions.  Mr. Kahan points to MCI WorldCom’s advertising to large businesses as evidence that the local markets in SBC and Ameritech territories are open to competition.  If Mr. Kahan is correct, then this merger is not needed to induce Ameritech and SBC to enter local service out of region.  As they begin to lose “national/local” business to facilities-based local entrants in their regions (such as MCI WorldCom through its advertising efforts), SBC and Ameritech will begin investing out of region in order to protect their customer base.  This is precisely what SBC and Ameritech claim other major ILECs will do in response to their out-of-region entry.  Even though the profits from out-of-region entry might be lower than SBC and Ameritech would like, protecting the larger monopoly profits at home would seem to justify out-of-region entry efforts so as not to lose these customers to MCI WorldCom and other CLECs that are establishing a nationwide footprint.   SBC and Ameritech should have these incentives today without the merger. 








Q.	AT PAGES 56-59 OF HIS REBUTTAL TESTIMONY, MR. KAHAN CLAIMS THAT SBC AND AMERITECH DO NOT HAVE THE FINANCIAL RESOURCES TO UNDERTAKE OUT-OF-REGION ENTRY ON A LARGE SCALE.  DO YOU AGREE?


A.	No.  I find Mr. Kahan’s arguments to be rather strange.  First, according to the Applicant’s own numbers, the merged company will have revenues about equal to the sum of MCI Worldcom and Sprint, and net income over two and one-half times larger than the sum of the net incomes of these two IXCs.�   Second, SBC’s and Ameritech’s substantial investments overseas also suggests that their poverty plea is bogus.  SBC and Ameritech, collectively, invested $11-15 billion in overseas out-of-region markets.�  This amount is substantially more than the $2 billion they claim will be invested in the 30 out-of-region local markets in the United States.  If investing out of region is essential to protecting Ameritech’s core businesses, Ameritech could invest in Dallas or San Francisco just as easily as it can invest in Brussels or Budapest.  Similarly, if investing in Chicago or Detroit is essential to protecting SBC’s core business, SBC will spend the money in those cities much like it invests in Paris and Johannesburg.   Mr. Kahan’s arguments make little sense.  





Q.	AT PAGES 89-91 MR. KAHAN CLAIMS THAT SBC’S LOCAL MARKETS ARE OPEN TO COMPETITION.  DO YOU AGREE?  


A.	No. SBC’s and Ameritech’s defense of their merger proposal explicitly recognizes that entry into local service is extraordinarily difficult.  Their merger proposal also recognizes that the market opening measures for local service that thus far have been implemented under the Telecommunications Act have not opened local markets very much.  SBC and Ameritech also recognize that they must build their own facilities, at least to serve their core large and mid-sized business accounts.  Ameritech and SBC are in effect conceding that out-of-region local markets are not yet “open to competition,” which the '96 Act makes a prerequisite for RBOC interLATA authority.  Ameritech and SBC are as well positioned  as anyone in terms of the technical and financial capabilities for local entry.  If entry is unprofitable for these two companies, then the local market cannot really be open to competition in any meaningful economic sense.   Finally, I would note that on December 17, 1998, the California Public Utilities Commission voted unanimously to reject SBC’s subsidiary, Pacific Bell’s 271 application until the company complies with a long list of requirements for opening the local market.  I understand that the California Commission found that Pacific Bell had complied with only four of the fourteen checklist items contained in Section 271 of the Telecommunications Act. 





Q.	AT PAGES 66-69 MR. KAHAN CONTENDS THAT SBC WAS NEVER AN ACTUAL POTENTIAL COMPETITOR IN ILLINOIS.  PLEASE RESPOND.


A.	According to Mr. Kahan, SBC determined that providing local service in Illinois using its wireless facilities was simply not viable.  Mr. Kahan claims that the judgment was made that “entry into markets, even where we had a wireless presence, should be facilities-based...”   (Kahan Rebuttal, pp. 68-69)  What I find most strange about Mr. Kahan’s assertions, however, is that SBC’s representations to this Commission were that it intended to provide local service in Illinois over wireline facilities, and not exclusively over its wireless facilities.  For example, according to this Commission in its order granting SBC (SBMS) a license to provide facilities based local exchange service, SBC’s intention was to "provide a wide array of exchange and interexchange telecommunications services and to package new services not offered by the existing providers, and to provide those services in a high quality manner to both business and residential customers in the designated areas in MSA�1."   The Commission further noted SBC’s intentions to “eventually have its own switches... to be used in the provision of exchange and interexchange services.”  ICC Docket 95�0347, Order issued December 20, 1995 (1995 Ill. PUC LEXIS).   Thus, according to representations made to this Commission, it would appear that SBC intended to compete in Illinois over landline facilities.  





Q.	DID MR. KAHAN MAKE REPRESENTATIONS TO THE CALIFORNIA COMMISSION REGARDING SBC’S PLANS TO COMPETE IN CHICAGO?


A.	Yes.  In testimony filed in the SBC/Pacific Telesis merger proceeding before the California Public Utilities Commission (Application 96-04-038), Mr. Kahan testified that “it would make sense to enter the local exchange market in Chicago,” because of the company’s existing facilities, customer base and brand name (Cellular One).�  Mr. Kahan further described SBC’s decision to enter the Chicago market as follows:


Chicago and Los Angeles are experiencing and will continue to experience extensive and growing local exchange competition, assuming there are limits on SBC’s available capital (which is true), the choice to enter the local exchange market in Chicago and build upon the assets in place.  That is, in a simplified form, the decision making process that has driven SBC for a number of years....In Chicago, on the other hand, SBC already had these critical assets I described above.  As such, we would not be starting from scratch and competing with multiple carriers who were expanding incremental capacity and operations.  As a result, SBC has determined to expand where it has customers, facilities and brand name.  Chicago fits that definition; Los Angeles does not.� 





Thus, despite Mr. Kahan’s claims to the contrary, SBC was an actual potential competitor in Illinois and intended to invest in wireline facilities in order to compete in Chicago.  For Mr. Kahan to state otherwise suggests that he and SBC are prepared to say anything to regulators in order to achieve their regulatory agenda.  At the very least, this “flip-flop” should cause state and federal regulators to question the out-of-region commitments SBC and Ameritech are making in support of this merger.


  


Q.	AT PAGE 35 OF HIS REBUTTAL TESTIMONY MR. GEBHARDT CLAIMS THAT THE COMMISSION HAD NOT PREVIOUSLY ORDERED THE PROVISION OF COMMON TRANSPORT IN THE SO-CALLED WHOLESALE PROCEEDING (DOCKET NO. 95-0548/95-0531) AND THAT NO TIME OR ATTENTION WAS DEVOTED TO THAT ISSUE.  DO YOU AGREE?


A.	I disagree with Mr. Gebhardt to the extent that he suggests that the Commission never ordered the provision of common transport.   The Commission ordered Ameritech to provide the so-called UNE-Platform, which would allow CLECs to provide local exchange services through a combination of the loop, local switching and transport.  It was always understood by WorldCom when it first requested the “Platform,” that the transport piece was common transport (which the FCC now calls shared transport), and not dedicated transport.  I agree with Mr. Gebhardt that no time or attention was devoted to the transport component of the “Platform,” but that was because at that time Ameritech had not yet created the alleged technical reasons why it cannot provide shared transport, or the legal arguments that the FCC’s First Report and Order really did not require it to provide shared transport as a UNE.  Indeed, as I understand it, Ameritech did not come up with its legal arguments on shared transport until MCI’s arbitration and that up to that point, including in AT&T’s arbitration, Ameritech had agreed to provide common or shared transport.





Q.	AT PAGE 35 OF HIS REBUTTAL TESTIMONY, MR. GEBHARDT REFERS TO THE COMMISSION’S ORDER IN THE GTE TELRIC DOCKET (DOCKET NO. 96-0503).  DO YOU HAVE ANY COMMENTS?


A.	Yes.  I am aware of the language in the GTE TELRIC order referenced by Mr. Gebhardt.  And I am also aware of the Commission’s Order in the Ameritech TELRIC proceeding  (Docket No. 96-0486/96-0569) where the Commission rejected Ameritech’s interpretation of its order in the Wholesale proceeding and reaffirmed its ruling that Ameritech is obligated to provide end-to-end network element bundling.  The Commission stated as follows:


The Commission rejects Ameritech Illinois’ critique of end-to-end network element bundling.  As stated in our Order in Docket 95-0458/0531, the offering of end-to-end bundling is consistent with the requirements set forth in the 1996 Act.  The Commission also agrees with Staff’s position that there are significant benefits to the availability of end-to-end network element bundling as a means of provisioning local service.�





Thus, in the Ameritech TELRIC proceeding the Commission believed that it had ordered Ameritech to provide the UNE combinations, including the “Platform.” 





Q.	DID THE COMMISSION ORDER AMERITECH TO SUBMIT ADDITIONAL TESTIMONY ON UNE COMBINATIONS?   


A.	Yes.  The Commission in its TELRIC order directed Ameritech to provide for each UNE combination requested by MCI WorldCom and AT&T additional testimony which sets forth: 1) the extent to which the UNE combinations are combined by Ameritech in its own network, 2) the prices for individual UNEs and the UNE combinations, and 3) applicable non-recurring charges.�





Q.	DID AMERITECH FILE ADDITIONAL TESTIMONY IN COMPLIANCE WITH THE COMMISSION’S TESTIMONY?


A.	No.  Ameritech’s testimony essentially took the position that it is under no obligation to do what the Illinois Commerce Commission has ordered it to do.   





Q.	AT PAGE 36 OF HIS REBUTTAL TESTIMONY MR. GEBHARDT STATES THAT HE IS NOT AWARE OF ANY RBOC IN THE UNITED STATES THAT IS OFFERING “THE ‘COMMON TRANSPORT’ COMBINATION OF TRANSPORT AND SWITCHING OR ‘SHARED TRANSPORT’ UNBUNDLED FROM SWITCHING.”  DO YOU AGREE?


A.	No.  Mr. Gebhardt is either engaging in a game of semantics or he is misinformed.  SBC does provide shared transport to CLECs as an unbundled network element.  Although I understand that SBC has joined Ameritech in its challenge to the requirement to provide shared transport, SBC is providing (or, for some states, has said it will provide) shared transport to CLECs at rates which it contends are cost-based.  In addition, Bell Atlantic as part of its Roadmap filing with the New York Public Service Commission has agreed to provide to CLECs combinations of network elements, including the so-called UNE Platform.   Bell Atlantic’s Pre-Filing Statement provides as follows:


Bell Atlantic-NY will provide to CLECs combinations of network elements, and the complete Unbundled Element Platform to provide CLECs with residential and business POTS service and residential and business Basic Rate Interface ISDN service (BRI ISDN switch port and premium loop), in the geographic areas and on the terms reflected on the chart that follows.�


I don’t know how Bell Atlantic can provide the UNE Platform described in its Pre-Filing Statement without providing shared transport.  I would further note that one of the conditions of the FCC’s approval of the Bell Atlantic- NYNEX merger was that it agree to provide shared transport, as defined by the FCC.  Of course, it is worth noting that this is not much of a concession on Bell Atlantic’s part since the FCC ordered all ILECs to provide shared transport.  Nevertheless, at least Bell Atlantic sees fit to comply with FCC orders which is more than can be said for Ameritech.





Q.	HAS THE ILLINOIS COMMISSION ORDERED AMERITECH TO PROVIDE SHARED TRANSPORT TO CLECS?


A.	Yes.  In the Ameritech TELRIC proceeding the Commission ordered Ameritech to provide “common transport,” which the Commission concluded “is  synonymous with what the FCC also refers to as ‘shared transport,’ meaning the shared use of the incumbent LEC’s interoffice network including the shared use of the existing routing instructions in the switch.   





Q.	HAS AMERITECH COMPLIED WITH THE COMMISSION’S ORDER?


A.	No.  It is my understanding that Ameritech still refuses to provide to MCI WorldCom shared transport as required by the FCC, affirmed by the United States Court of Appeals for the Eighth Circuit, and required by this Commission.  





Q.	WHY DO YOU BELIEVE AMERITECH IS REFUSING TO PROVIDE SHARED TRANSPORT WHILE BOTH BELL ATLANTIC AND SBC HAVE AGREED TO DO SO?


A.	Both Bell Atlantic and SBC are complying with the law because to do otherwise would jeopardize their current efforts to enter the long distance markets in New York and Texas, respectively.  Ameritech, on the other hand, has made it very clear that it has no current plans to enter the long distance market in Illinois or in any of its other states.  Ameritech has clearly determined that were it to comply with the law, it has nothing to gain (it is not seeking in-region LD entry) and everything to lose (local market share).   





Q.	AT PAGES 41-42 OF HIS REBUTTAL TESTIMONY MR GEBHARDT SUGGESTS THAT THE IXCS ARE RESPONSIBLE FOR THE FAILURE OF AMERITECH TO BE IN THE IN-REGION LONG DISTANCE MARKET TODAY.  DO YOU AGREE?


A.	No.  





Q.	PLEASE EXPLAIN. 


A.	The reason Ameritech is not providing in-region long distance services today in Illinois or any of its other states is because Ameritech appears to have made the judgment that it would rather protect its core, monopoly business than expose that business for the right to compete in the less lucrative long distance business.  The fact that this determination was made is confirmed by the public statements of Ameritech CEO, Richard Notebaert, as well as a report from Wall Street analysts.





Q.	WHAT DID MR. NOTEBAERT SAY ABOUT AMERITECH’S LONG DISTANCE PLANS?


A.	The second of the FCC decisions on Ameritech Michigan’s 271 bid set forth a so�called roadmap, indicating the specific milestones and measurements that the FCC would use to determine compliance with the fourteen�point checklist.   After this FCC ruling, Mr. Notebaert essentially stated that Ameritech was not interested in complying with the FCC’s requirements.  On October 28,1997 Mr.  Notebaert told reporters that it would have to spend at least $200 million and more than one year to meet checklist items such as billing, operational support systems and certain technical issues relating to interconnection.�  While to some, $200 million may sound like a lot of money, it must be kept in perspective. For example, instead of committing in October 1997 to spend $200 million to push hard for long distance entry, Ameritech in October 1997 instead chose to spend $3.2 billion to purchase an interest in Tele Denmark.�   Thus, Ameritech made the calculated choice to spend billions in Europe to own a stake in a monopoly there instead of spending $200 million at home in its five state region to do what is necessary for entry into the long distance market.  Moreover, more than one year has passed since the FCC’s ruling on Ameritech’s 271 bid for Michigan.  Thus, by Mr. Notebaert’s calendar, today Ameritech would have implemented the FCC’s requirements and be knocking on the door for LD entry much like SBC is doing in Texas.  Instead, and in the words of Mr. Notebaert, Ameritech decided it wasn’t “pushing very hard" to win state approval for long distance entry.  





Q.	WAS THIS DECISION BY AMERITECH NOT TO SEEK LONG DISTANCE ENTRY CONFIRMED BY WALL STREET ANALYSTS?


A.	Yes.  A First Call Corporation analyst reported on a discussion with Ameritech on its decision delay pursuit of in-region long distance entry as follows:


1. Ameritech told us Friday afternoon that management has decided not to give in to the FCC on the rather obscure, but nonetheless critical, issue of per minute shared interoffice transport as an unbundled element. For one, the company believes that the Eighth Circuit interconnection decision in July means that it is not required to provided shared transport on such a basis, and AIT has now joined a group of rural ILECs in seeking clarification from the Court. 





And second, the company said that technological difficulties mean that it will not be able to provision the element for several months, even if the Court later requires the company to provide it. Effectively then �� given FCC statements that per minute shared transport is a pre�requisite for LD entry �� AIT has decided to shelve its LD application plans for several months at least. 





Even if the company wins in the Eighth Circuit, we expect that the FCC would still deny LD entry under the public interest heading.





So at best the company will in 4�6 months offer shared transport (if required), which would put to LD application decision off for 7�9 months.  Certainly good news for AT&T, and ironically �� under the current rules �� good news for AIT.





The importance of the company's decision should not be underestimated, and to our mind, engenders a change in the competitive landscape. For perspective: our point of view has for some time been that, given the rather extreme demands by the FCC (from an ILEC perspective) as to the rules and pricing of interconnection required to gain entry into long distance, that LD simply is not worth the risk (See our June 13 research note, "Telecom: Returns Get Going"). That is, the process of unbundling under FCC guidelines effectively offers CLECs the opportunity to use ILEC networks at discounts that average about 35% for residential customers and more than 50% for business customers; so clearly lots of ILEC customers would be lost. 





Second, the high incremental profitability of local, when compared to the far lower expected profitability of the new ILEC long distance business, means that ILECs will have to win $3�4 in LD for each $1 they lose in local to break even on cash flow, a tough proposition. Finally, the far larger available market coming under attack in local (about $90 billion), relative to the available market opportunity for the resale�based LECs in LD (at best $50 billion, probably closer to $40 billion), means that for each point of share that an ILEC loses in local, it must win 5�7 points of share in the available LD market to break even �� not likely.�








Q.	ARE MR. GEBHARDT’S CLAIMS ABOUT THE IXCS’ DESIRE TO COMPETE IN THE LOCAL MARKET CONSISTENT WITH THE COMPANIES’ ARGUMENTS IN SUPPORT OF THE MERGER?


A.	No.  the arguments of SBC and Ameritech in support of their merger confirm what MCI WorldCom has been saying since the passage of the Act: entry into the local exchange market is very costly and takes a lot of time.  I am glad that SBC and Ameritech are finally coming clean and admitting this.  This position completely undermines the suggestion of Mr. Gebhardt that MCI WorldCom and other IXCs have been timing and scaling our entry in order to prevent Ameritech, SBC and other RBOCs from entering the long distance market.  It is indeed ironic that Mr. Gebhardt would criticize MCI WorldCom and other new entrants for not entering the local markets on a broader scale, while Ameritech now claims it has decided not to enter out of region at all.  Moreover, both SBC and Ameritech are further admitting that which has been obvious to everyone else: large barriers continue to impede entry into local markets.  The practical reality is that, to the extent local entry  is occurring, it is predominantly with facilities constructed by the entrant.   MCI WorldCom has argued that local entry cannot be viable as long as it depends substantially on purchasing UNEs from an entity, the ILEC, that has absolutely no incentive to make the transaction work.  SBC and Ameritech have apparently reached the same conclusion.  Both companies have decided that out-of-region local entry must be predominantly facilities-based and that they cannot pursue a National-Local strategy by relying substantially on UNEs purchased from the out-of-regions ILECs on the terms and conditions at which they are currently available.  





Q.	PLEASE RESTATE YOUR RECOMMENDATIONS IN THIS PROCEEDING.


 A.	I recommend that the Illinois Commission reject the merger.   If the Commission does not not reject the merger, then it should seek to secure the cooperation of the other state commissions to support approval of the merger only after the Ameritech has satisfied the Section 271 and 272 requirements of the Telecommunications Act of 1996.  The Commission should also continue its investigation into a requirement that Ameritech separate its network operations from its marketing operations.  And regardless of whether the merger is approved, the Commission should continue the job of ensuring that the local market in Illinois is fully open to competition.   





Q.	DOES THIS CONCLUDE YOUR TESTIMONY?


A.	Yes.�
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