REBUTTAL TESTIMONY ON 


RE�OPENING OF JAMES S. KAHAN





INTRODUCTION


Q.	Please state your name and business address.


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





Q.	Are you the same James Kahan who provided previous Direct Testimony on Re�Opening and Supplemental Direct Testimony on Re-Opening in this docket?


A.	Yes.





PURPOSE OF TESTIMONY


Q.	What is the purpose of your testimony?


A.	I will respond on behalf of Joint Applicants (but primarily on behalf of SBC Communications Inc. and SBC Delaware, Inc.) to certain criticisms and concerns raised by opponents of the merger concerning the Voluntary Commitments that SBC and Ameritech have recently made in this proceeding.





In addition to my testimony, Joint Applicants will be providing rebuttal testimony from Christopher J. Viveros to respond to certain arguments raised regarding the OSS commitments; from Randy Dysart to respond to the certain arguments raised about the performance measurements and benchmarking commitments; and from Curtis Hopfinger to address some issues raised by ACI and Covad.  In addition to these SBC witnesses, Applicants will be providing testimony from David Gebhardt regarding cost savings issues, Terry Appenzeller regarding shared transport, OSS and other interconnection-related issues, both witnesses of Ameritech.  Finally, Joint Applicants will present the testimony of Dr. Richard Gilbert regarding competition and DOJ Merger Guideline issues raised by the merger opponents.





ACTUAL POTENTIAL COMPETITOR


Q.	What is your response to Mr. Graves' position that SBC would likely enter the Illinois market in the absence of the proposed merger?


A.	This issue has been thoroughly discussed throughout this proceeding.  As an officer with responsibilities of planning entry by SBC into various markets, I once again state that SBC has no plans or intent to enter the Illinois local exchange market in the absence of the proposed merger.  I must observe that Mr. Graves' entire position on this issue rests on an erroneous presumption.   Mr. Graves presumes that SBC will enter Illinois with or without the merger.  SBC has no plans to implement the National�Local plan absent the merger.  I have testified previously, if there is no merger, SBC will not implement the National�Local Strategy.  Moreover, there is no evidence that SBC has any plans to enter the Illinois local exchange market absent the merger.  Mr. Graves' position rests on presumptions and speculation.





Q.	How do you respond to Mr. Graves' position regarding the use of entities such as Cellular One?


A.	As I have explained previously, the use of a cellular entity to provide local exchange service on a wide-scale basis is not, in our business judgment, a viable business model.  As acknowledged by others earlier in this proceeding, no other company in the nation has implemented such a business model.� 





Q.	But what about SBC's investments in OnePoint, Williams Communications and Concentric Communications?


A.	Mr. Graves attempts to bolster his argument by pointing to our investments (or a right to invest) in OnePoint, Williams and Concentric.  





SBC has a minority investment in OnePoint, which is in the process of being reduced.  SBC has no seats on the board of OnePoint and has no control over the prices, strategies or business plans of OnePoint.  OnePoint has a focused niche strategy of providing bundled services to tenants of multi-dwelling units on a resale basis.  It has a very modest customer base in the Chicago area, which is less than 5% of the total customers that it serves in its various markets (the rest of which are outside of Ameritech's region).





It must be understood that Williams is not in the local exchange business.  Williams is primarily in the wholesale long-haul transport business (sometimes referred to as a "carrier's carrier").   Williams is an important component in developing and implementing our goal to be a national and global player in telecommunications, however, it is not the vehicle for competition with incumbent LECs.  It is true that if the merger were completed, traffic generated by Ameritech would help lessen the amount that SBC would have to pay to Williams for carrying its traffic (which is what AT&T and other carriers attempt to do -� minimize costs by increasing volumes of traffic).  More importantly to this issue, SBC has no one on the board of directors of Williams and has no control over the business plans, strategies or prices of Williams' services.





Likewise, SBC has a minority investment, no board representation and no control over the business plans, strategies or prices of Concentric, which has expertise in the increasingly important Internet and data business.





While I am not an economist or a lawyer, it is quite a stretch in my view to claim that these minor financial investments transform SBC into an actual potential competitor to Ameritech Illinois in the local exchange market.  As the officer in charge of mergers and acquisitions for SBC, I can state that these investments were not made for such a purpose.  





Finally, even if these investments somehow were considered to make SBC an actual potential competitor, we have previously presented evidence that there are several other actual and potential competitors of Ameritech Illinois, including many of the strongest opponents of this merger.





Q.	Mr. Graves also mentions that switching technology has the ability to reach over 100 miles and concludes that SBC could use switches in St. Louis to provide services in Illinois, how do you respond to this?


A.	A company needs more than switches to provide successful telecommunications services.  The switches need to be augmented with facilities (or resale or UNEs) none of which SBC has in Illinois.  Although adjacent in geography, eastern Missouri and western Illinois are diverse markets.  In addition, many advanced services such as xDSL do not work beyond so many kilofeet from a central office without additional facilities (as noted by Ms. Campion of MCI).  Of course, Chicago is more than 100 miles from St. Louis.  The costs of transporting a call from St. Louis to Chicago and back would be uneconomical.  Thus, the technically possible reach of a switch does not make SBC an actual potential competitor in Illinois, no more than the fact that an airplane can fly anywhere make all airlines competitors.





IMPORTING INTERCONNECTION AGREEMENTS


Q.	How do you respond to Mr. Graves and others (e.g., Mr. Gillan) who raise issues with regard to Joint Applicants' voluntary commitment regarding interconnection terms from other jurisdictions?


A.	It is our basic position that we have committed to do something that is far beyond what is required by the Telecommunications Act of 1996.  We made this commitment in an effort to address a concern that, through our National-Local Subsidiary, we can somehow parlay our heritage as an incumbent LEC to obtain unique interconnection terms, conditions and arrangements not previously thought of or obtained by CLECs.


We believe we have addressed this concern and gone beyond by including commitments with respect to interconnection terms in our role as an incumbent LEC.





In our role as a CLEC we have committed to offer terms, conditions and arrangements in Illinois that we obtain in voluntary negotiations or, if we deemed important enough as a CLEC, pursued and obtained via arbitrations in other states.  To our knowledge, no other carrier in the industry has made such a commitment.   Admittedly, there are qualifications �� which we think are reasonable �� that, for example, prices are determined on a state specific basis (as Mr. Graves acknowledges) or technical feasibility (as Mr. Gillan acknowledges).





We went even further because in our role as an incumbent LEC we have committed to offer in Illinois terms, conditions or arrangements that we voluntarily offer in other in�region states.  Again, to my knowledge, no other carrier has committed or is required to adopt such a practice.   We should not be forced to give up our rights on issues in Illinois because we have not prevailed before another state commission on an issue in arbitration.  The other state may have different policy, regulations and legal considerations than are present in Illinois.  





I must observe that the merger opponents are attempting to paint a distorted picture that arbitrations are both bad and a routine occurrence.  To the contrary, arbitrations are part of the regulatory scheme of the Telecommunications Act, which vested responsibility, and trust in the state commissions to impartially resolve disputes that could not be resolved by the parties.  Moreover, in the case of SBC, arbitrations are not the norm.  SBC's operating companies have signed over 550 interconnection and resale agreements, and are in the process of negotiating more than 700 additional agreements.  Of the over 500 interconnection and resale agreements, there have been only 34 arbitrations.  Of those arbitrations, some have resulted in appeals - in many cases by both sides.  It also has to be acknowledged that as the incumbent LEC, SBC's operating companies are engaged in far more negotiations than a CLEC.





In any event, a CLEC is free to engage in negotiations with Ameritech Illinois on any issue and the negotiations must be handled in good faith and any resulting differences may be arbitrated.  This merger does not change this process created by the Telecommunications Act of 1996.   Our commitments were intended to streamline the process even further in Illinois.





It appears to us that merger opponents are trying to squeeze every last drop and advantage out of these significant concessions which is illustrated by ACI witness Ms. Gentry's demand that Joint Applicants be required to make any term and condition available to any requesting CLEC in any interconnection agreement, arbitration decision, or other state commission or court ruling from anywhere in their respective regions.  I seriously question whether, if ACI or AT&T, for example, lost an arbitration or court decision on an issue in Texas or Georgia, they would agree that such a decision would nevertheless automatically control the issue in Illinois.





Q.	Mr. Graves criticizes the Joint Applicants' commitment to provide interconnection agreements from other states upon request, what is your response?


A.	Once again, we were simply trying to make a commitment to facilitate the negotiation and review process of interconnection agreements in Illinois. Under the Telecommunications Act, interconnection agreements are now (and will remain after the merger) public documents in the state in which they were negotiated or arbitrated.  The Telecommunications Act does not require Illinois or any other state to maintain a nationwide repository for interconnection agreements.  Commission Staff and CLECs have now and will continue to have the ability to obtain such documents from other states.  The Joint Applicants committed to make such agreements available upon request simply to facilitate the Commission Staff's ability to monitor SBC/Ameritech's activities. There is no legal requirement for Joint Applicants to provide all of SBC's agreements.  Moreover, the Commission may not want to handle all of SBC's agreements.  SBC, for example, has entered into several hundred interconnection agreements and will enter into more and more through the years.  We included "upon request" to give the Commission the opportunity to control its level of involvement.





NATIONAL�LOCAL SUBSIDIARY


Q.	Please address concerns raised by Mr. Graves in regards to the National-Local Subsidiary, specifically the commitment not to pursue CLEC entry into Illinois through SBC's National-Local subsidiary until January 1, 2001.


A.	SBC is willing to extend the commitment not to pursue CLEC entry into Illinois until January 1, 2003.   This commitment for over 3 years from the present and over 6 years since the adoption of the Telecommunications Act of 1996 is a lifetime in this fast-changing industry, as the Staff has acknowledged.  No other CLEC has made or would make such a commitment but SBC is willing to do so to address Staff's concerns.  As I testified previously, the National�Local Subsidiary will not operate directly in Illinois for the foreseeable future. The use of a National�Local Subsidiary out�of�region will have absolutely no impact on the operations of Ameritech Illinois or on its retail rates approved by this Commission.





On an in-region basis, the Joint Applicants' incumbent LEC operating companies like Ameritech Illinois would cooperate with the National�Local Subsidiary in the same way that AT&T coordinates multi-state/international contracts among its service areas or MCIWorldcom coordinates multi-state/international contracts among its many affiliates.





	The local exchange services are acquired out of the LEC's tariffs and provided by the LEC.  Moreover, partnering for such services does not require certification since, under these circumstances, Ameritech Illinois is the local service provider.  As long as Ameritech Illinois provides that local exchange service, high volume, high revenue customers will continue to generate revenues that support the present retail rate structure since they are generating the same level of revenues for Ameritech Illinois.  Of course, these customers now have a marketing relationship with the national carrier, which is the prime contractor for their service.





Mr. Graves generally mentions a concern about the "long term problem of moving customers off of Ameritech Illinois network and its impact on Ameritech's costs and revenues."  National carriers are stripping off high volume customers today.  Undoubtedly, as these national carriers build out their own competing networks, they will move these customers to the newly built, competing network.  Under the Joint Applicant’s proposal, those national customers in Illinois will continue to be served via the Ameritech Illinois network.





As Joint Applicants have also explained, a primary purpose of the proposed merger is to allow Joint Applicants to compete effectively for these high volume, high revenue customers.  Unlike their competitors, however, Joint Applicants do not have the same incentives to move such customers off the incumbent network, given Joint Applicants prior and continuing investments in the incumbent network.  Since these network costs are driven far more by whether the traffic is actually carried on the incumbent network than by who retails the traffic, the customers of the incumbent network will benefit from the existence of a strong competitor with incentives to continue to use the incumbent network.





Under this "subcontractor or sales agent" approach discussed above, it is my understanding that the National�Local Subsidiary will not require certification in Illinois and the National�Local Subsidiary will not itself provide local exchange services in Illinois.  Those services will continue to be provided by Ameritech Illinois by authority of Ameritech Illinois' existing certification and under Ameritech Illinois' tariffs.  However, all such dealings between Ameritech Illinois and the National�Local Subsidiary will be controlled by federal and state affiliate transaction rules, and will be subject to review by the Commission.  In summary, there will be no impact on retail rates in Illinois.





Should Joint Applicants at some time in the future wish to have the National�Local Subsidiary provide local exchange service in Illinois, it would first have to seek appropriate local exchange certification from this Commission.  Even assuming that the National�Local Subsidiary becomes a CLEC in the State of Illinois after January 1, 2003, it could not "transfer the top revenue customers to this Subsidiary for telecommunications services" as posited by the Commission's question.  First of all, that CLEC would have to enter into an interconnection agreement with Ameritech Illinois.  Any interconnection terms it received would have to be made available to all other CLECs in Illinois pursuant to TA96.  Also, any such transaction between the National�Local Subsidiary and Ameritech would continue to be an affiliate transaction covered by applicable federal and state affiliate transaction rules, which is a limitation that no other CLECs face.  In addition, the National�Local Subsidiary as an Illinois CLEC could not receive any preferential terms or treatment from Ameritech Illinois that were not provided to all other CLECs on a non�discriminatory basis.





If, under these circumstances, the National�Local Subsidiary competed for the customers of Ameritech Illinois, it would have the same array of options to serve those customers as any other CLEC, including resale, a combination of facilities and UNEs and total facility by�pass of the incumbent network.  However, SBC does not presently intend to pursue this course of providing services in Illinois.





Q.	Mr. Gillan on behalf of AT&T also raises questions about the National-Local Subsidiary's relationship with Ameritech Illinois and states that the Subsidiary should act like and be treated like any other CLEC, do you disagree?


A.	I do not disagree that if and when the National-Local Subsidiary is a certificated CLEC in Illinois, it should be treated like any other CLEC, including associated rights, duties and obligations. However, Mr. Gillan is confusing Joint Applicants' proposal of provisioning of service in Illinois through a joint marketing arrangement with that of a separate CLEC affiliate.





I would also note that on the one hand, Mr. Graves wants to delay any Joint Applicants' CLEC entry in Illinois (at least for a time) and Mr. Gillan sees the immediate Joint Applicants' CLEC entry as the most important condition and the only way for equitable CLEC treatment in Illinois.  It is hard to reconcile these polar positions, but we believe that our commitment not to obtain a certificate before January 1, 2003 strikes a balance.





Moreover, Mr. Gillan does not really want the National-Local Subsidiary to be treated like any other CLEC.  He proposes, for example, that the National-Local Subsidiary be further handicapped by prohibiting it from reselling Ameritech Illinois' service.  While, as proposed, the National-Local Subsidiary will act in the capacity of a subcontractor or sales agent in Illinois, it should not be prevented from all lawful means of entry if and when it ever becomes a CLEC in Illinois.  This Commission should not agree to AT&T's suggestion to take away a lawful means of entry under the Telecommunications Act of 1996 and, with all due respect, I do not believe that the Commission could lawfully do so.  AT&T is being hypocritical on this point, as it has the full array of entry options available today as well as the ability to subcontract with Ameritech Illinois.





Q.	Mr. Gillan also attempts to create an impression that it would be improper for the National-Local Subsidiary to engage in joint marketing with Ameritech Illinois, how do you respond?


A.	To prevent us from joint marketing would be a serious competitive handicap and would not be in the best interest of Ameritech Illinois consumers.  As I have stated in my previous testimony, it is important for SBC/Ameritech to have an opportunity to compete on an equal footing to retain its large customers, which will also benefit residential and small business customers in Illinois.  A joint marketing restriction would be one more impediment to a level playing field between SBC/Ameritech and companies like AT&T.  This restriction would benefit no one other than companies like AT&T.





There is nothing improper for the National-Local subsidiary to jointly market services with Ameritech Illinois.  In fact, even under the interLATA provisions of the Telecommunications Act of 1996, the Bell Operating Company ("BOC") Section 272 separate affiliate is allowed to market or sell the telephone exchange services provided by the BOC if the BOC allows other entities offering the same or similar service to market and sell its telephone exchange services.  Moreover, this joint marketing is not considered to violate the nondiscrimination provisions of the Act.  Section 272(g).





Q.	Mr. Gillan also states that Joint Applicants have not identified adequate legal provisions that protect against discrimination in favor of the National-Local Subsidiary, do you agree?


A.	No, as I testified previously, there are state and federal rules that address discrimination.  These include the FCC rules (e.g., affiliate transaction rules) I cited previously.  While I am not an attorney, I understand that the rules in Illinois under Part 711 are consistent with the FCC's rules in this area.  I do understand (and I believe Mr. Gillan has previously acknowledged) that this merger does not change any laws �- state or federal.  I would further note that Mr. Gillan is attempting to manufacture issues by raising questions about asset transfers.  There are no plans to transfer assets from Ameritech Illinois to the National-Local Subsidiary.  Joint Applicants were simply identifying the fact that there are rules in place to protect the interests of the regulated company and its customers in the event such transactions were ever to occur.





PERFORMANCE BOND


Q.	How do you respond to Mr. Deanhardt of Covad's suggestion that the Joint Applicants be required to post a $300 million performance bond to ensure compliance with Sections 251 and 252 and with the conditions of the merger?


A.	This suggestion is unnecessary, excessive and punitive.  The law requires the Joint Applicants to comply with Sections 251 and 252.  There are means to enforce compliance just as there are for merger conditions (for many of which we have proposed specific penalties as well as a compliance officer/audit process).  Performance bonds in my experience are for situations where an entity does not have the financial wherewithal to guarantee the financial aspects of nonperformance.  This is not the situation in this case with respect to SBC and Ameritech.  The $1 billion bond for the Ameritech region with a $300 million bond for Illinois proposed by Covad is unprecedented and unjustified.  It would create an unnecessary cost for Joint Applicants with no corresponding benefit to this State.





AFFECT ON RATES


Q.	Dr. Selwyn states in his testimony that he foresees adverse rate impacts on retail local telephone rates in Illinois as a result of the implementation of the National�Local Strategy.  Do you agree?


A.	No, I do not agree with Dr. Selwyn's assessment.  The National�Local Strategy will not have any adverse rate impacts on Ameritech Illinois retail customers.  As we have testified in some detail before, Ameritech Illinois is currently operating under an Alternative Regulation Plan.  Nothing proposed by the National�Local Strategy or this merger will affect retail local telephone rates in Illinois.  Dr. Selwyn appears to imply that upon launch of the National�Local Strategy this Commission will forfeit its rights to regulate retail local telephone rates.  This merger and the implementation of the National�Local Strategy in no way affects this Commission's rights to regulate retail local service tariffs, which must be filed and approved by this Commission.  In fact, the National�Local Strategy will assist in relieving any upward pressure on residential retail rates.  As I testified before, the ability of SBC and Ameritech to retain large business customers will help contribute to the coverage of the common costs imbedded in our network.  If SBC and Ameritech were simply to cede large business customers to our integrated IXC and CLEC competitors, we would quickly find ourselves operating with a shrinking base of large business customers which would result in upward pressure on the costs of the network being borne by our remaining retail customers.  This is not good for the customers, shareholders, and employees and is clearly not good public policy.





Q.	Dr. Selwyn also states that Ameritech Illinois will merely classify its regulated tariff retail services as competitive and therefore raises rates and circumvent the price cap mechanism.   Do you agree with this assessment?


A.	No.  Dr. Selwyn does not give this Commission much credit.  He implies that this Commission will close its eyes and allow Ameritech Illinois carte blanche to reclassify services to the competitive category.  Based on my experience with this Commission to date, I do not think that this Commission will give up its regulatory authority and allow Ameritech Illinois to unilaterally declare services competitive without applying its regulatory authority to investigate whether a service is actually competitive where there is any question. 


Q.	Do you agree with Dr. Selwyn's statement that Ameritech Illinois' revenues from such national customers could be sacrificed in order to offer a national pricing and volume discount program as part of the National Local Strategy?


A.	No.  As I have stated before, national or multinational companies with local exchange service needs in the Ameritech Illinois area would be served by Ameritech Illinois under the Commission's approved tariff rates.  Unless such local exchange service tariff rates provide the flexibility for a discount, no discount can be provided by Ameritech Illinois since it would be in violation of the Commission approved tariff. 





REGULATORY OVERSIGHT


Q.	Dr. Selwyn implies there will be less regulatory oversight if this merger is approved and SBC implements its National�Local Strategy.  Do you agree?


A.	No.  There is absolutely nothing about this merger or the National�Local Strategy that will change the manner in which this Commission regulates Ameritech Illinois.  All of the applicable laws, rules, regulations, decisions, and policies relating to the regulation of Ameritech Illinois by the Commission and governing Illinois law will continue to be in place.  There is nothing about this merger or the National�Local Strategy that alters the ability of this Commission to regulate Ameritech Illinois.  In addition, no federal laws, FCC rules, regulations, decisions and policies relating to the regulation of Ameritech Illinois, including affiliate transaction rules and antitrust laws, are in any way altered by this merger or the National�Local Strategy.  





Q.  	Are you familiar with the merger between SBC and Southern New England Telecommunications Corporation or SNET which Dr. Selwyn discusses in his testimony?


A. 	Yes.  I testified at the Connecticut Department of Public Utility Control which approved the merger last year on September 2, 1998.





Q. 	Did the Connecticut DPUC address SNET’s cable subsidiary during the merger proceedings?


A. 	Yes.  The DPUC staff and other participants asked me whether SBC had any plans to change SNET’s statewide cable service offering and whether SBC would commit to continuing to provide cable service in Connecticut.





Q. 	What was SBC’s response?


A. 	First, I stated that SBC planned to honor all franchise agreement obligations subject to review by SBC of SNET’s cable business post-merger.  We stated that we could not commit to continuing to provide cable service without performing a thorough study of the cable business.  One of the major issues that SNET had faced before the merger was whether HFC was a viable technology for a statewide full service network.  Cable was one of many services that SNET anticipated to roll out on HFC to replace its copper network.  SBC committed to performing this study with the help of its research subsidiary, TRI, and to provide the outcome to the DPUC.  We recognized that any modification to the franchise agreement could not be made by SBC unilaterally.  Rather, we would have to request approval from the Connecticut DPUC before changing any franchise agreement requirements.





Q. 	Did the Connecticut DPUC require SBC unconditionally, as Dr. Selwyn claimed in his pre-filed testimony, “to commit to maintaining the SNET/SBC current level of capital investment, staffing, marketing, research and facility deployment proposed and accepted by the Department” in SNET’s original cable franchise proceeding?


A. 	No.  Dr. Selwyn is wrong.  As noted above, the Connecticut DPUC’s Decision clearly states that the current level of capital investment, staffing, marketing, research and facility deployment were to be maintained “unless otherwise approved by the Department.”  There was nothing in the DPUC merger decision that prohibited SBC from asking for a change in the franchise agreement.  In fact, the DPUC ordered SBC and SNET to perform a study of the cable business and to file the results of this study no later than April 2, 1999.   SBC filed such a study. 





Q. 	Is Dr. Selwyn participating in the cable modification proceeding?


A. 	Yes, I understand that he is participating in that ongoing proceeding.





Q. 	Does Dr. Selwyn support SNET’s proposal to continue to serve its cable customers?


A. 	No.  Dr. Selwyn recommended to the Connecticut DPUC that SNET exit the cable business, which, by the way, is the only alternative cable provider in Connecticut.





FUNDS/UNDERSERVED MARKETS


Q.	Ms. Jackson raises numerous questions regarding the Joint Applicants' voluntary commitment to create a Consumer Education Fund ("CEF"), Community Technology Fund ("CTF") and Community Computer Center, how do you respond?


A.	Joint Applicants were attempting to provide a visible tangible benefit with these commitments, which Ms. Jackson appears to acknowledge.  Ms. Jackson proceeds to ask numerous detailed implementation types of questions.  Joint Applicants believe their commitment establishes a framework to develop answers to these types of questions.  Joint Applicants did not presuppose to dictate those answers in this forum.  The language used as a foundation for these commitments was taken from the Ohio Stipulation (a product of long and detailed negotiations) and was approved with some clarification by the Public Utility Commission of Ohio.  As indicated, Joint Applicants have no objection to the clarification imposed by the PUCO.  More directly, Joint Applicants would have no objection to this Commission more clearly delineating the role that it envisions for itself and its Staff in this area.  SBC and Ameritech have during discovery and could in the future share with the Commission and Staff information regarding how such funds are being implemented in other SBC or Ameritech states.





I would emphasize it is not our intent by committing to these funds to affect the competitive balance in Illinois and we would expect the funds to be operated in a competitively neutral manner.





Q.	In Mr. Samuelson's testimony, he states that the Commission should create initiatives designed to help disadvantaged and underserved markets.  Is there anything in Joint Applicants' commitments that will help the disadvantaged and underserved markets?


A.	Yes.  Although I will not go into detail (as I have discussed them in my previous testimony) we have committed to minimum infrastructure investments, $3 million to support a Consumer Education Fund, $3 million to support a Community Technology Fund and $1,450,000 to assist the Community Computer Center.  We have also committed 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 and such deployment will be done in good faith in a non-discriminatory fashion without excluding any particular area of Ameritech Illinois service area.  Again, I must point out that SBC has a Universal Design Policy.  This policy expresses SBC's support for universal design to make telecommunications products and services accessible to and useful by individuals with disabilities, an important segment of the market, as Mr. Samuelson states.  TRI is actively engaged in designing products and services for the disabled in support of this policy.  We also have a number of human factors experts who focus carefully on ensuring that all citizens can utilize our services and products, something that Ameritech Illinois can take advantage of subsequent to the closing of the merger.





Q.	Mr. Samuelson also discusses various ways for the Community Technology Fund and the Community Education Fund to assist the disabled; can you respond to his concerns? 


A.	We do not feel that this is the forum to discuss in detail the manner in which the Consumer Education Fund, Community Technology Fund and Community Computer Center should be operated.  We have attempted in our commitment to provide as much flexibility with these funds as possible.  Mr. Samuelson provides good ideas for the assistance of the disabled, which the committees administering these funds could explore further.  I am sure that all the prospective committee members, including staff and this Commission would be willing to explore how these funds may assist the disabled.  In addition, there is the flexibility for additional members to be appointed to these committees which will administer the funds, and therefore, these committees could have a member to represent the interests of the disabled. 





Q.	Mr. Samuelson also implies that more monies should be committed to the consumer education and community technology fund.  Do you have a response to this?  


A.	In light of all our commitments to this Commission, we feel that what we have committed to these funds is fair and reasonable.  We made similar commitments in Ohio, which were approved by the Ohio Commission and have made a similar commitment in Indiana.  If the Commission requires an allocation of merger savings consistent with the Post Exceptions Proposed Order and wishes to assign a portion of the savings to these entities, Joint Applicants have no objection (although Staff's testimony suggests that Staff would).





LOCATION OF SUBSIDIARIES


Q.	Mr. Samuelson also states in his testimony that SBC should be required to have certain of its subsidiaries, e.g., the National�Local, Data and Development subsidiaries, sited in Illinois to assure that meaningful jobs will not be lost.   Do you agree?


A.	No.   If Mr. Samuelson is concerned about the loss of Illinois jobs, we have committed that SBC/Ameritech will maintain or increase employment in Ameritech Illinois over the next two years.  In addition, we have agreed that for not less than five years following the merger closing date, SBC/Ameritech will agree to maintain Ameritech Corporation Headquarters and Ameritech Illinois state headquarters in Illinois staffed sufficiently to maintain Ameritech Illinois' current presence with government entities and community organizations.  Mr. Samuelson refers to a development laboratory subsidiary sited in Illinois.  SBC already has TRI, which is fully operational with its laboratories in Austin, Texas, which is becoming a technology center for the Midwest similar to Silicon Valley in California.  It would be extremely expensive and disruptive to move this subsidiary to Illinois, especially since Ameritech Illinois will have access to TRI whether it is in Illinois or Texas.  Finally, as to the National�Local and Data subsidiaries, I feel it is premature to commit where these subsidiaries will be located.   We need the flexibility to locate them where they will be most advantageous to our strategy and the successful operation of each subsidiary.  This is not to say that Illinois is not a candidate for these subsidiaries.  It is just too early at this time to make such a commitment.





MCI PRE-CONDITIONS


Q.	Ms. Campion for MCI proposes several "pre-conditions" in the area she calls advanced data services, what is your basic position with regard to these pre-conditions?


A.	It appears to me that MCI is attempting at this late date to inappropriately leverage this proceeding into an opportunity to obtain a MCI "wish-list."  I am not a technical expert on all of the xDSL and spectrum issues mentioned by Ms. Campion.  I do not believe that this is the appropriate docket to attempt to resolve all of these advanced services issues.  In my view, the issues raised in her testimony go beyond the scope of the re-opening of this proceeding which is illustrated by her citations to testimony in a Wisconsin PSC docket.





PROPOSED FCC CONDITIONS 


Q.	Dr. Selwyn mentioned in his testimony that SBC and Ameritech have entered into an agreement on merger conditions with the FCC Staff and attached a summary of those proposed conditions.  Are you generally familiar with this subject?


A.	Yes, I am generally familiar with this recent development.  I would note that I was not personally involved in the negotiation of these proposed conditions with the FCC Staff.





Q.	How does the fact that SBC and Ameritech entered into an agreement on merger conditions with the FCC Staff relate to this proceeding?


A. 	In our view, this proceeding and the proceeding before the FCC are separate and distinct proceedings.  While both proceedings are addressing the same merger, the commitments made during this proceeding have been made in connection with issues identified in or of concern to Illinois.  These Illinois commitments have and will be subject to review and comment by others in this proceeding.  The agreed upon conditions at the FCC were the product of lengthy detailed negotiations to address specific issues raised by the FCC Staff.  The agreement with the FCC Staff is not yet approved by the FCC and is still in the public comment stage of the proceeding with comments now due on July 19th and reply comments due on July 26th.  We do not believe it is appropriate to litigate the proposed FCC conditions in this proceeding, which has been pending for almost a year.  Nonetheless, since Dr. Selwyn discusses in his testimony the FCC proposed conditions and actually attaches a summary of the FCC conditions, and in response to comments made by Commissioners at their July 8th meeting, to make the record complete, I have attached the Ex Parte Presentation containing the proposed FCC conditions which was filed with the FCC in Docket No. 98-141 on July 1, 1999.  (Schedule 1)  In addition, I have attached an errata filing made on July 8.  (Schedule 2).





Q.	How do the proposed conditions at the FCC compare to the commitments made by the Joint Applicants in this proceeding?


A.	On a general level, I would state that the proposed conditions at the FCC and the commitments made in Illinois are complementary and nothing proposed at the FCC takes away from the benefits of the commitments made here in Illinois.  In an attempt  to help facilitate the Commission's review in this area, attached is a chart, which compares the proposed FCC conditions and the Illinois commitments.  (Schedule 3).





Q.	How will the proposed conditions of the FCC impact Illinois? 


A.	If the FCC adopts the proposed conditions they will benefit Ameritech Illinois consumers and competition in the State, since the FCC conditions will also be effective in Illinois subject to this Commission's jurisdiction.  





Q.	Since you testified that the proposed conditions that are now pending before the FCC and the commitments made in Illinois are complementary, would SBC or Ameritech have any objection if this Commission adopted some of the proposed FCC conditions in its final Order?


A.	Although, I do not feel that it is necessary for this Commission to adopt the FCC proposed conditions since they will apply in Illinois if they are adopted by the FCC, SBC and Ameritech would not object if this Commission wanted to take the substantive provisions of the FCC order, Sections 1-6, 8, 9, 11-15, 17-20, 24 and incorporate them within this Commission's final order, as long as the terms and conditions are not modified in any material way except to make them Illinois�specific.  Of  course, the SBC and Ameritech Boards of Directors would have to consider and make a final evaluation of the total package of conditions which this Commission ultimately orders.  Whatever this Commission decides to do, it is important that it take into account the total package of conditions, including any conditions that deal with merger savings, and the economic impacts of the conditions on SBC and Ameritech.





COMMITMENTS PROVIDE REAL BENEFITS TO ILLINOIS


Q.	Finally, Mr. Gillan labels the numerous Voluntary Commitments made by Joint Applicants in this proceeding as "rainbow conditions," do you agree with this characterization?


A.	Absolutely not.  It must be remembered that none of the commitments (e.g., employment, the various funds) exist today in Illinois or are obligations that Ameritech Illinois has made to the state outside of this merger.  These are real and tangible benefits to the State, consumers and competitors.  These commitments represent a vast improvement over the status quo.  I would have to observe that Mr. Gillan has testified on behalf of AT&T that there are no conditions which would make this merger acceptable in AT&T's view.   It is not surprising then that he would attempt to use such labels.





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


A.	Yes.


�	Mr. Graves cites a 1997 study by Cellular One about preferences for a single provider of services.  Mr. Graves did not note that the study was done of existing Cellular One customers, thus its results favoring Cellular One as a sole provider was not surprising.  Moreover, I have testified that the Rochester trial proved to us that using the cellular entity to attract local exchange business was not viable.
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