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Introduction
Q.
Please state your name and business address.
A.
My name is Judith R. Marshall and my business address is 527 East Capitol Avenue, P. O. Box 19280, Springfield, Illinois  62794-9280.

Q.
Are you the same Judith R. Marshall who filed direct testimony in this proceeding October 28, 1998?

A.
Yes, I am.  My direct testimony was labeled ICC Staff Ex. 1.00.

Q. 
What is the purpose of your additional testimony in this proceeding?
A.  This testimony is in response to the questions which the Commission Chairman has asked parties to this case to address.  It summarizes Staff’s position and identifies the issue(s) being addressed by each Staff witness.  I will also respond to the additional testimony of SBC Communications, Inc. ("SBC") and Illinois Bell Telephone Company d/b/a Ameritech Illinois ("Ameritech Illinois") witnesses James S. Kahan and 
David H. Gebhardt regarding the  treatment of both savings and costs related to the merger and Illinois specific conditions proposed by the joint applicants.

Q.
Does your additional testimony reflect any change from the recommendations contained in your direct and rebuttal testimony?
A.  No, my recommendations have not changed since the filing of my direct and rebuttal testimony.  This testimony merely provides additional information in response to questions raised by the Commission.

Identification of Issues

Q.  What questions or issues have the Commissioners asked parties to address in this case?

A.
Below are the issues and specific questions that are the topics of this re-opened docket followed by either a summary of Staff’s position regarding each issue and/or a reference to the Staff testimony dealing with each issue.

Q.  Did the Commission request additional information from the Joint Applicants subsequent to the re-opening of this case?

A.
Yes.  Listed below each issue are the additional items to be addressed in this case together with a summary of Staff’s position and/or a reference to the Staff testimony that evaluates the Joint Applicants responses to each item.

Q.  The first item requested by the Commission is an explanation of whether SBC is, or is not, an "actual potential competitor" in Illinois as the term has been used throughout this proceeding.

A.
Staff’s maintains its position that SBC is an “actual potential competitor” in Illinois as that term has been used throughout this proceeding.  Staff witnesses Graves and Hunt address this issue in ICC Staff Exhibits 4.02 and 9.01.

Q.  The manner, necessary actions and timetable by which the Joint Applicants would provide to CLECs in Illinois services, facilities or interconnection agreements which SBC has made available to CLECs in its other service territories.

a)  On p.8 of Exhibit 6, Applicants “generally commit” for a period not to exceed three years (with no set timetable for implementation because no post-merger planning has occurred) to provide services, facilities or interconnection agreements/arrangements to CLECs in Illinois as have been made available in other SBC service territories.  However, the Applicants subject this commitment to four conditions, which raise the following questions:

i)  The Applicants except from this commitment UNEs (Unbundled Network Elements), services, facilities or interconnection agreements/ arrangements which are imposed as a result of arbitration.  What reasons do the Applicants have for excepting arbitrated agreements?

ii)  The “AT&T Interconnection Agreement” appears to be an integral part of SBC’s 271 application in Texas.  Is this interconnection agreement excepted from this commitment?

iii)  The Applicants except from this commitment UNEs, services, facilities or interconnection agreements/arrangements which are technically infeasible.  By what process and using what standards is the Commission to resolve technically infeasible claims by the Applicants which are disputed by competitors?  If a claim of technical infeasibility is made by the Joint Applicants and the Commission finds otherwise, by what process is the issue definitively resolved?  Please clarify.

What pricing methodology do the Applicants propose apply in Illinois for such UNEs, services, facilities or interconnection agreements/arrangements?  Does the Applicants’ commitment contemplate the ability for CLECs to utilize an optional plan for paydown of non-recurring charges and installment payment plan for collocation and other substantial non-recurring costs incurred as a result of entering into interconnection agreements?

On p. 9 of Exhibit 6 under Commitment B, the Applicants commit to a workshop or collaborative process to compare items not available in Illinois which are available in other SBC service territories.  What is the Commission’s role in this process?  Have the applicants made a commitment to take action with this information?  What is the end goal of this process?  Please clarify.

On p. 9 of Exhibit 6 under Commitment C, the Applicants commit to provide to the Commission copies of interconnection agreements from other states.  What Commission action did the Applicants envisage as part of this process, and is public disclosure of all interconnection agreements the contemplated goal of this commitment?  If not, why not?

On p. 9 of Exhibit 6 under Commitment C, the Applicants commit to provide to the Commission copies of interconnection agreements from other states.  If “winback” marketing provisions by the ILEC are prohibited in other interconnection agreements, do the Applicants endorse their prohibition in Illinois?  If prohibitions on “winback” marketing provisions are not in other interconnection agreements, should their prohibition be considered by the Commission?  If so, in what manner?  If not, why not?

On p. 9 of Exhibit 6 under Commitment C, the Applicants state that if they obtain UNEs, services, facilities or interconnection agreements in the capacity of a CLEC, that “they would have the burden in Illinois of proving why a form of interconnection arrangement or ‘capability’ should not be implemented in Illinois.”  Please clarify this statement.

On p. 9 of Exhibit 6 under Commitment D, the Applicants commit to provide access to the interconnection agreement of their CLEC affiliate under 47 U.S.C. ( 252 if such interconnection agreement is obtained through arbitration.  What is the likelihood that such agreement will be obtained through arbitration?  Further, if such interconnection agreement is not obtained through arbitration, does this commitment apply?  Further, why would the Applicants propose that “the same terms (exclusive of price)” would apply?  Does the “exclusive of price” distinction violate the Illinois Public Utilities Act or the Telecommunications Act of 1996 or this Commission’s stated pro-competitive policies?

On p. 9 of Exhibit 6 under Commitment D, the Applicants commit to provide access to the interconnection agreement of their CLEC affiliate under 47 U.S.C. ( 252 if such interconnection agreement is obtained through arbitration.  Do the Applicants contemplate that their CLEC affiliate will utilize UNEs or resold service to provide service to customers?  Are there positive or negative competitive implications for the local exchange market which underlie the use of UNEs by the Applicants’ CLEC affiliate?

On p. 9 of Exhibit 6 under Commitment D, the Applicants state that their CLEC affiliate’s interconnection agreement will be made available to “similarly situated” CLECs.  By what process and using what standards is the Commission to determine if a CLEC is “similarly situated?”

What are the specific enforcement mechanisms which would be used by the Commission in the event of non-compliance with the commitments made by the Applicants?

A.
Staff concludes that the Joint Applicants proposal is not responsive to the Commission’s request.  Staff notes that the Joint Applicants have not given a timetable for implementation and have provided little new data.  Staff witness Graves addresses the interconnection issues in ICC Staff Exhibit 4.02.  Staff witness McClerren addresses items (b) and (j) of the additional information listed above in ICC Staff Exhibit 8.02.  Items (f) and (j) also include legal questions which will be addressed in Staff’s briefs.

The manner, necessary actions and timetable by which the Joint Applicants would provide “shared transport” as recommended by the Commission Staff in this proceeding.  Further, until the “Illinois version” of shared transport is offered, when the Commission can expect the implementation of shared transport in the same manner as SBC has provided in Texas, and the manner, necessary actions and timetable by which this will be accomplished:

The positions stated by the Applicants appear to be a shift from stances originally taken on this matter.  However, comments by the intervening parties in this docket will be most helpful in determining the merit of the Applicants’ commitments.

Is it correct to say that the Applicants will not provide any version of shared transport in Illinois, regardless of the outcome of this proceeding, if the FCC or the courts rule that shared transport is not a UNE?

What are the specific enforcement mechanisms which would be used by the Commission in the event of non-compliance with the commitments made by the Applicants?

A.
Staff believes that the Joint Applicants have been responsive to the Commission’s request by offering both interim and long term solutions.  Staff witness Gasparin addresses this issue in ICC Staff Exhibit 5.02.

Implementation timetables regarding integration of Joint Applicants OSS (Operations Support Systems) processes;

On p. 17 of Exhibit 6, the Applicants state their willingness “to commit to the following timetables and milestones regarding integration of OSS processes in Illinois.”  In the very next line of the document, Applicants state that “there is no single timetable for integration of Ameritech’s and SBC’s OSS” and that systems will be considered on a case-by-case basis.  What specific commitment are the Applicants making here?  Do the Phase 1, 2 and 3 commitments cover all (100%) OSS of both SBC and Ameritech which the Applicants currently deploy or plan to deploy?  Or, do these OSS commitments only cover certain aspects of Applicants’ OSS?  What aspects of Ameritech Illinois’ OSS do the Applicants envisage will be covered by this 3 phase process?

Will the interfaces employed by the Applicants comply with the latest industry standards/guidelines developed under the auspices of the Alliance for Telecommunications Industry Solutions (“ATIS”)?

What are the specific enforcement mechanisms which would be used by the Commission in the event of non-compliance with the commitments made by the Applicants?  Should the Commission engage in third-party or carrier-to-carrier testing of OSS to ensure compliance by the Applicants?  If so, who should the Commission engage to perform such (third-party or carrier-to-carrier) testing?  If there should not be third-party or carrier-to-carrier testing, why not?

A.
Staff believes that the applicants have been responsive to the Commission’s request, but has some concerns regarding implementation of OSS performance benchmarks and the primary enforcement mechanism.  Staff witness McClerren addresses these issues in ICC Staff Exhibit 8.02.

Q.
Provide a time frame for the Commission to expect deployment of either application-to-application OSS interfaces which support pre-ordering, ordering, provisioning, maintenance, repair and billing of resold services, unbundled network elements and combinations thereof, which would include support of graphical user interfaces.  Alternatively, when would Ameritech Illinois offer CLECs direct access to its service order processing systems?

See above items (a), (b) and (c ) above.

Staff believes that the Joint Applicants have been responsive to the Commission’s request, but has some concerns regarding timelines for the implementation of OSS performance benchmarks and the primary enforcement mechanism.  Staff witness McClerren addresses this issue in ICC Staff Exhibit 8.02.

Q.
Please address the provision of local switching in a commercially feasible manner, including customized routing of operator services and directory assistance.

Staff believes that the Joint Applicants were responsive to the unbundling issue related to local switching.  Staff witness Gasparin addresses this issue in ICC Staff Exhibit 5.02.

Q.
Please address the provision of telecommunications services on a wholesale level, including but not limited to providing the unbundled network platform without operator services and directory assistance; customized routing of all categories of traffic; volume discounts; competitive classifications of services in the ICC number 19, part 22, tariff; appropriate charges to be applied when a customer converts to a reseller on an “as is” basis; branding of resold OS/DA services; 911 services; and access to Advanced Intelligent Network triggers.

Staff believes that the Joint Applicants have been responsive to the Commission’s inquiry.  Staff witness Graves addresses this issue in ICC Staff Exhibit 4.02.

Q.
Provide a total and complete breakdown detailing the Joint 

Applicants’ estimates of the costs and savings associated with this merger.  Explain the methodology and assumptions used to arrive at the estimates for overall Ameritech savings, Ameritech Illinois savings, and SBC savings.  Explain how these savings are spread between the Ameritech states.  Explain the methodology and assumptions used to arrive at the estimates for overall Ameritech costs, Ameritech Illinois costs, and SBC costs.  Explain methodology used to calculate the total estimated costs of this merger, including a breakdown of the component figures which add up to total estimate of costs.

Staff believes that the Joint Applicants have not provided any new information related to this issue.  Staff’s position regarding the allocation of savings and the recovery of costs, therefore, has not changed.  My testimony below addresses the costs and savings associated with this merger.

Q.
Please provide a clear explanation of the National Local Subsidiary, as used in this docket, and the impact that this subsidiary would have on retail rates.  Explain what happens to AI’s retail rates should the applicants transfer the top-revenue customers to this subsidiary for telecommunications services.  Explain what the revenue impact would be for Ameritech Illinois if the top customers are shifted to the National Local Subsidiary.  Explain if the National Local Subsidiary would provide local service for its customers in Illinois.  Explain whether the National Local Subsidiary would be certified as a CLEC in Illinois.  Explain whether the National Local Subsidiary would be treated as any other CLEC would be treated in its interactions with AI.

A.
Staff believes that allowing an affiliated CLEC to compete with Ameritech Illinois for its local exchange business would be harmful to competition.  Staff witnesses Graves and Hunt address this issue in ICC Staff Exhibits 4.02 and 9.01.
Q.
Please provide a clear demonstration in the record regarding compliance with Section 251 of the Telecommunications Act of 1996 in Illinois.  If there is not compliance, a clear explanation why compliance is not feasible.  Also, the Joint Applicants should immediately establish, upon an amended filing, a collaborative process to address any concerns raised by Staff regarding compliance with this section.
A.
Staff continues to evaluate the Joint Applicants response and will also consider any information provided by intervenors in this docket in its briefs.  Staff witness Graves addresses this issue in ICC Staff Exhibit 4.02.
Q.
The manner, necessary actions and timetable by which the Joint Applicants would incorporate incident-based, liquidated damages provisions into interconnection agreements in Illinois;

On p. 32 of Exhibit 6, the Applicants refer to their willingness to discuss with the Commission mechanisms currently contemplated by the Applicants and the FCC with regard to incident-based, liquidated damages provisions.  Applicants should address such developments in filings with the Commission in this proceeding.

On pp. 33-37 of Exhibit 6, the Applicants have incorporated a recommended course of action with regard to performance measures, benchmarks and remedies similar to that reached in the stipulated agreement with the Public Utilities Commission of Ohio.  How have the Applicants addressed the Commission’s desires (as expressed in Attachment A, Item 11) for the incorporation of incident-based, liquidated damages provisions into interconnection agreements in Illinois with this proposal?

Under the proposal on pp. 33-37 of Exhibit 6, the Applicants propose a solution to the issue of technical infeasibility.  By what process is the Commission supposed to resolve technically infeasible claims by the Applicants which are disputed by competitors?  If a claim of technical infeasibility is made by the Joint Applicants and the Commission finds otherwise, by what process is the issue definitively resolved?  Please clarify.

On p. 34 of Exhibit 6 under commitment 6, why have the Applicants proposed implementation of “79 of 105 performance measurements and related standards/benchmarks?”  Aside from being the same number in the Ohio stipulated agreement and approximately 75% compliance, how was this number determined?  Why do the Applicants feel this level of compliance is appropriate?

On p. 34 of Exhibit 6 under commitment 6, why have the Applicants proposed a payment of $20 million?  Aside from being the same payment in the Ohio stipulated agreement, how was this number determined?  Why do the Applicants feel this payment is appropriate?  Have the Applicants alternatively considered the posting of a “performance bond” or some other form of enforcement mechanism to be used in the event of non-compliance with this or any other commitment?

A.
Staff witnesses Gasparin and McClerren address these issues in ICC Staff Exhibits 5.02 and 8.02.
Q.
Reasonable and effective enforcement mechanisms for any 
condition imposed, including appropriate penalties, economic 
or otherwise;

For any and all proposed commitments made by the Applicants throughout their June 10, 1999 filing, what are the specific enforcement mechanisms which would be used by the Commission in the event of non-compliance with such commitments?

In general, Staff’s believes the Joint Applicants failed to satisfy the Commission’s concerns as they relate to enforcement mechanisms in the event of non-compliance.  The Joint Applicants have committed to oversight of compliance with the Commission’s conditions and the engagement of an independent auditor to evaluate that compliance.  Staff questions whether an audit report and the possible extension of the applicable timeframe for a condition is sufficient to encourage compliance with Commission ordered conditions.  Staff believes that specific and separate economic penalties should be applied to each condition that is not met by the applicants.  Staff requests that the joint applicants develop enforcement mechanisms that meet this criteria.  Various Staff witnesses address specific enforcement mechanisms as they relate to the issues addressed in their testimony.

Q.
The manner, necessary actions and timetable by which the Joint Applicants would create detailed performance monitoring reports to compare the provision of the following services to CLECs with internal performance standards:  network performance, Operations Support Systems (OSS) and customer (i.e. CLEC) service.

On p. 36 of Exhibit 6 under commitment 10, the Applicants describe a report to the Commission Staff regarding transactions “affecting Illinois CLECs relative to their provision of service to end users in Illinois.”  It is unclear whether or not this report is intended to be responsive to Item 13 of the original Attachment A.  If commitment 10 is the Applicants response to Item 13 from Attachment A, does this report meet the expressed goal of comparing service received by CLECs from the Applicants to service received by the Applicants as they provision it to themselves?  What is the form of such reports as proposed by the Applicants?  Please clarify.  Additionally, how is the Commission to determine the “economic or technical” feasibility of these reports as discussed by the Applicants?  Do the Applicants propose to determine this?  If so, what remedy does the Commission have available if a CLEC demonstrates otherwise to the Commission in a formal proceeding?

A.
Staff witnesses Graves and McClerren address these issues in ICC Staff Exhibits 4.02 and 8.02.
Are Joint Applicants willing to make any additional commitments to the State of Illinois and to this Commission regarding their intentions upon completing the proposed merger.

A.
Yes.  The joint applicants
have made the following additional commitments:

Interconnection Commitments

Providing Terms of Interconnection Agreements.  Joint Applicants commit to provide to CLECs in Illinois the services, facilities or interconnection agreements/arrangements that SBC has voluntarily negotiated in other states, subject to appropriate pricing and technical feasibility.

Joint Applicants will engage in a collaborative process with the Illinois Commission Staff and CLECS to compare UNEs, services, facilities or interconnection agreements which SBC has made available to CLECs in other states and which are not currently available and desired by CLECs in Illinois.

Joint Applicants will provide copies of interconnection agreements from other states to the Commission upon request.

Where Joint Applicants seek and obtain UNEs, services, facilities or interconnection agreements in the capacity of CLEC (other than by a "most favored nations" request), Joint Applicants will in the capacity of ILEC make the same arrangements available in Illinois or undertake the burden of proving why such a form of interconnection arrangement or "capability" should not be implemented in Illinois.  (Ex. 6 to Amended Joint Application.)

Shared Transport Commitment

(18)
Implementation of Shared Transport.  Joint Applicants will implement a form of shared transport within 30 days of the merger closing date in Illinois.  Within one year of the merger closing, Joint Applicants will implement and offer in Illinois the same version of shared transport (involving use of Advanced Intelligent Network (“AIN”) facilities to perform a 10 digit number look‑up) as SBC has implemented in Texas.  These will be subject to any subsequent FCC orders regarding the obligations to provide common transport.  (Ex. 6 to Amended Joint Application.)
OSS Commitments

(19)
Improvement of OSS Systems and Interfaces.  Joint Applicants commit to implement a comprehensive plan for improving the OSS systems and interfaces available to CLECs in Illinois, including (to the extent they are not already available) application‑to‑application interfaces, graphical user interfaces; and direct access to service order processing systems. (Ex. 6 to Amended Joint Application.)

(20)
Collaborative Process to Improve OSS.  In addition to implementing the new OSSs and interface systems described above, Joint Applicants will include in a collaborative process any additional OSS issues that are appropriately identified. (Ex. 6 to Amended Joint Application.)

National Local Subsidiary Commitment

(21)
National Local Subsidiary.  Although Joint Applicants have no present plans to operate the National Local Subsidiary in any of their in‑region states, Joint Applicants commit not to seek local exchange certification for their National Local Subsidiary in Illinois prior to January 1, 2001. (Ex. 6 to Amended Joint Application.)

Section 251 Commitment

(22)
Address Staff Concerns Regarding Section 251 Compliance.  Joint Applicants commit to meet with Staff within 30 days of closing to address any current issues Staff may have regarding Section 251.  In addition, Joint Applicants commit to meet with Staff on a quarterly basis to address any Section 251 concerns that may arise over time. (Ex. 6 to Amended Joint Application.)

Performance Measuring, Benchmarks and Compliance Commitments

(23)
Development and Implementation of Performance Measure and Benchmarks.  Joint Applicants are prepared to implement in Illinois a comprehensive set of performance measures and benchmarks, with associated liquidated damages and other payments:

Within 60 days following the Merger Closing Date, SBC/Ameritech will establish a joint SBC/Ameritech task force comprised of their performance measurements subject matter experts to develop a plan to implement OSS and facilities performance measurements, associated standards/benchmarks, and remedies in Illinois

The task force will review the economic and technical feasibility of adopting in Illinois each of the OSS and facilities performance measurements and related standards/benchmarks that SBC agreed to implement in Texas (or ‑‑ in some cases ‑‑ that it later agrees to implement in Texas) as a result of the Texas collaborative process, with specific milestones for implementation.

Within 90 days following the Merger Closing Date, in conjunction with such task force, SBC/Ameritech will work with the Commission Staff, CLECs, and any other interested parties in a collaborative process to develop the initial performance measurements, standards/benchmarks, and remedies to be implemented in Illinois, with specific milestones and monetary penalties, payable to CLECs and to a Community Technology Fund, for any failure to accomplish the milestones.

If Ameritech/Illinois reports that it has met the commitments as provided and that is disputed, the Commission may issue an order to resolve that dispute and may set forth appropriate time frames. 

For each Agreed to Standard/Benchmark to be implemented in Illinois that has an SBC agreed-upon remedy in Texas, SBC/Ameritech will discuss with the collaborative participants the proposed remedy to be attached to such Agreed to Standard/Benchmark in Illinois.  Regardless of whether or not SBC agrees to remedies (e.g., damages, penalties, and credits) associated with one or more Agreed To Standards/Benchmarks in the Texas collaborative, the Illinois collaborative process is not precluded from considering any proposed remedy or remedies.

The process will include measures to resolve disputes arising out of the collaborative process.

Ameritech Illinois will provide certain reports to the Staff on the results of its performance measurements.

For a minimum of one year following the Merger Closing Date, and thereafter on an as‑needed basis as determined by Staff, participants in the collaborative process will collaborate to implement any additions, deletions, or changes to the performance measurements, standards/benchmarks, and remedies that are implemented by SBC/Ameritech in Illinois. (Ex. 6 to Amended Joint Application.)

(24)
Compliance Monitoring.  Joint Applicants are prepared to implement a rigorous and comprehensive Compliance Program to verify and enforce the commitments set out herein, including the designation of a corporate officer to oversee compliance, regular reporting and independent auditing provided at the expense of Joint Applicants. (Ex. 6 to Amended Joint Application.)

SBC/Ameritech's Additional Illinois‑Specific Commitments

(25)
Illinois Headquarters. For not less than 5 years following the Merger Closing Date, SBC/Ameritech agree to maintain Ameritech Corporation headquarters and an Ameritech Illinois state headquarters in Illinois staffed sufficiently to maintain Ameritech Illinois’ current local presence with government entities and community organizations. (Ex. 6 to Amended Joint Application.)

(26)
Ameritech Illinois Employee. SBC/Ameritech will maintain or increase employment in Ameritech Illinois.

(27)
Consumer Education Fund. SBC/Ameritech will establish a Consumer Education Fund and will make $1 million available to the fund for disbursement by Ameritech Illinois in each of the three consecutive 12-month periods following the date the fund is established, for a total of $3 million.

(28)
Community Technology Fund. SBC/Ameritech will establish a Community Technology Fund and will make $1 million available to the CTF for disbursement by Ameritech Illinois in each of the three consecutive 12-month periods following the date the fund is established, for a total of $3 million.  This fund shall be dedicated to uses which help assure that rural and low income areas in Illinois have access to advanced telecommunications technology. Such uses may include expenditures for computer equipment and associated software, Ameritech tariffed services, Internet access, technical support, program design and implementation expenses.

(29)
Community Computer Center.  In conjunction with the Community Technology Fund, SBC/Ameritech will also provide funding of $750,000 in the first year following the Merger Closing, and $350,000 per year for two additional years thereafter, to support a Community Computer Center.

(30)
Charitable Contributions.  SBC/Ameritech, will make philanthropic and community contributions in Illinois in the aggregate of more than $4 million in each of the three consecutive 12 month periods following the Merger Closing Date.

(31)
ADSL  Deployment. SBC/Ameritech commit that in the event ADSL service is offered as a service to residence customers in any Ameritech Illinois central office, then ADSL service will be offered to residence customers in any other Ameritech Illinois central office where ADSL is subsequently deployed.  Any deployment of ADSL in Illinois will be done in good faith in a non-discriminatory fashion without excluding any particular area of the Ameritech Illinois service area.


Please state which of these commitments are being addressed by 
Staff in the re-opened proceeding and identify the appropriate 
witness.

A.
Staff witness Graves addresses the Interconnection Commitments, National Local Strategy, and the Section 251 Commitment in ICC Staff Exhibit 4.02.  The Shared Transport Commitment is addressed by Staff witness Gasparin in ICC Staff Exhibit 5.02.  The OSS Commitments and Performance Measuring, Benchmarks and Compliance Commitments are addressed by Staff witness McClerren in ICC Staff Exhibit 8.02.  Staff witness Jackson and my testimony below address the Additional Illinois Specific Commitments.

Merger Costs and Savings
Please summarize your position regarding the treatment of merger related savings.

A.
As discussed in both my direct testimony and my rebuttal testimony, Staff contends that the portion of merger savings allocable to Illinois regulated operations should flow to Ameritech Illinois’ customers.  As Staff witness Yow previously testified, such an allocation of both enhanced revenues and merger savings would result in Illinois ratepayers receiving approximately 6% of the total anticipated merger synergies.  Staff also maintains that use of actual savings is preferable to the use of estimated savings.  Staff and Ameritech Illinois have agreed upon a mechanism whereby actual savings would be reflected in Ameritech Illinois’ annual price adjustment filing under its alternative regulatory plan.

Why is the use of actual data preferable to the use of estimates?

A.
From Ameritech Illinois’ perspective the use of actual data is preferable because projected savings may not actually be realized.  I agree that the use of actual data is preferable since it would provide a more accurate result than the use of estimates.  In this case, SBC and Ameritech have provided only high level estimates with no detailed support.  I consider such data to be much less reliable than budgeted data or forecasted data based upon a substantive business plan.  

The Joint Applicants have strong incentives to underestimate the savings which will actually occur.  Initially, a conservative approach to estimating merger savings is dictated by the necessity of obtaining the endorsement of financial advisors and approval of shareholders.  Additionally, company management would very much like to report to shareholders and the financial community that the actual savings achieved were greater than the estimated savings.  For example, in the SBC/PacTel merger, projected savings were underestimated by approximately 100%.

Ameritech Illinois is uniquely situated for the utilization of actual savings data because of the annual price adjustments that it must file in accordance with its alternative regulation plan, while rate of return regulated companies generally experience a greater regulatory lag..  Additionally, Ameritech Illinois’ price cap filings with the FCC already include exogenous changes based upon merger related changes in costs.  It is my understanding that, to the extent that the Commission orders savings to be shared with ratepayers, Ameritech Illinois and Staff have agreed upon the appropriate mechanism for reflecting such savings in annual price cap filings.
Q.
Have the Joint Applicant provided additional detail regarding merger related savings as requested by the Commission.

In my opinion, no additional data regarding savings has been provided in response to the Commission’s request.  This is evidenced by SBC/Ameritech Exhibit 3.3, Schedule 1 which provides references to the record evidence for each step in the Joint Applicants calculation of merger savings.

Q.
Have you attempted to obtain additional detail supporting the Joint 
Applicants’ estimate of savings?

A.
Yes, I have.  Initially Staff requested account specific information in data requests JRM 1.02 and JRM 1.03.  The Joint Applicants responded that no data was available by USOA account level.  In the re-opened case, I again requested that supporting data be provided in the greatest level of detail available.  The Joint Applicants again provided no more detailed information.  The Joint Applicants responded that its estimates were done at a macroeconomic level and did not include any state specific analyses of either savings or the costs to achieve those savings.  The Joint Applicants have also agreed to track actual costs and savings following the close of the merger.  (Kahan response to JRM 2.01)

Q.
Please summarize your position regarding the treatment of merger related costs.

A.
In summary, the Commission should determine the specific types of costs that may be recovered from ratepayers.  The Commission should allow recovery of the reasonable costs that are directly associated with utility operations.  In this case, the Joint Applicants have not identified or quantified those costs separately in their calculation of merger synergies.  Identification and quantification of these specific costs is required in order for the Commission to determine the reasonableness of costs to be recovered from ratepayers.  For example, the Commission has previously disallowed such costs as corporate aircraft, shareholder lawsuits and contingency funds and has limited the amount of severance costs that can be recovered from ratepayers in evaluating the reasonableness of merger related costs and savings.  (Central Telephone Company of Illinois (“Centel”), Docket 93-0252, pp. 7-14)  The Commission should also consider whether employee bonuses related solely to the closing of the merger should be recovered from ratepayers and, if so, a reasonable amount for such bonuses.  The use of actual data will allow the Commission to evaluate the reasonableness of merger costs prior to their recovery through rates.

Q.
Have the Joint Applicants provided additional detail regarding merger related costs as requested by the Commission.

A.
Ameritech witness Gebhardt provides limited additional information in his testimony by identifying specific cost groups which are included in the Joint Applicants calculation of costs of achieving merger savings.  These cost groups are systems modifications, real estate, relocations costs, and severance packages.  (SBC/Ameritech Ex. 3.3, p. 13.)  The Joint Applicants were unable to quantify the costs associated with each of these categories or to differentiate between expenses and capital costs.  (Kahan response to JRM 2.03.)  In response to data request JRM 2.04, Ameritech provided copies of its severance plan associated with this merger and also its severance plan absent a merger.


Please comment on the severance plans provided by Ameritech.

A.
The severance plan associated with a merger is significantly more generous than the severance plan absent a merger.  The severance plan associated with a merger is also significantly more generous than the amount (limited to no more than one years salary per employee) allowed in the Centel/ Sprint merger referenced above.  For example, an Ameritech employee with 25 years of service will receive two full years salary with the second years salary grossed up for taxes in the event of a merger, but would receive a maximum of 58% of one years salary not grossed up for taxes absent a merger.  As a result, absent detailed cost information it is not possible to calculate a proposed adjustment to the costs provided by the Joint Applicants.

What is the estimated, annual, ongoing cost savings calculated by the Joint Applicants? 

A.
As shown at page 11 of SBC/Ameritech exhibit 3.3, that amount is $90 million dollars per year.

Should the $31 million net present value recommended by Mr. Gebhardt at pages 14-16 of his testimony on re-opening be used to allocate merger savings to ratepayers?

A.
No, in my opinion there are several reasons why the $31 million amount should not be used to allocate merger savings to ratepayers.  First, as stated above, the use of actual data is preferable.  In the event that an estimate is used, no net present value calculation is necessary since Ameritech adjusts its rates annually.  

I also disagree with the use of a three year limit on consideration of merger costs and savings based upon a premise that the market will be fully competitive within three years.  In my opinion, Ameritech Illinois will still offer non-competitive services at the end of three years.  In the event that the market does become fully competitive within the three year time frame, adoption of Staff’s interim methodology will not harm Ameritech Illinois because its alternative regulation plan will cease.  However, limiting consideration of costs and savings to a three year time period will cause an adverse rate impact on customers if the market does not become fully competitive in that time frame.  

In analyzing the proposed merger, the Joint Applicants calculated synergies through the year 2010 which continue to increase in each year.  (ICC Staff Exhibit 1.02, Attachment B, Proprietary.)  In my opinion, use of a three year time frame is not equitable because all of the one-time costs of achieving on-going economies occur within the first three years.  To the extent that these costs are determined to be reasonable, they should be amortized over the same ten year period during which synergies are expected to be realized.

SBC/Ameritech's Additional Illinois‑Specific Commitments


Please discuss the additional commitments by the Joint Applicants.

A.
These commitments are discussed at pages 26- 33 of SBC/Ameritech exhibit 1.3, Kahan direct testimony on re-opening.  Briefly, they include (a) the Illinois headquarters commitment, (b) Ameritech Illinois Employee Commitment, (c ) Consumer Education Fund (“CEF”) Commitment, (d) Community Technology Fund (“CTF”) Commitment, (e) Charitable Contributions Commitment, and (f) ADSL Deployment.  In the interests of brevity, I will group these commitments in my discussion.

First, I note that commitments (a) Illinois headquarters, (b) Illinois employees, (e) charitable contributions, and (f) non-discriminatory ADSL deployment do not represent any change from the status quo.  These commitments merely maintain, for a limited period, Ameritech practices that would also continue absent any merger.  Therefore, these commitments do not represent any increased benefit to consumers.  Although witness Kahan states that these commitments have an economic cost (Id. at 31), he responded to Staff data requests that no calculation of costs associated with these commitments has been made.  In addition, Joint Applicants do not request any netting of the costs of commitments (a) through (f) from the savings allocated to ratepayers if the savings allocation in the post exceptions proposed order (“PEPO”) is adopted.  (Response to JRM 2.09).

Commitments (c ) CEF and (d) CTF establish new funds for special interest groups.  From a rate making perspective, it is inappropriate and discriminatory for ratepayers to bear the cost of supporting programs for special interest groups.  Therefore, none of the costs associated with these programs should be netted against the merger savings which flow to ratepayers, regardless of the level of savings that are allocated to customers.  I am not opposed to the establishment of these funds so long as the entire cost is borne by shareholders.

Conclusion

Q.
Does this conclude your  testimony on re-opening?

A.
Yes, it does.

� 	This summarizes all commitments made by Joint Applicants in this docket.  It is not intended to vary any element of any commitment as that commitment is stated in Joint Applicants testimony or briefs.
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