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WITNESS INDEX

WITNESSES DIRECT CROSS REDIRECT RECROSS

Robert J. Kirchberger
E. Christopher Nurse

By Mr. Barber 252 --- 320 ---
By Ms. Paiva --- 255 --- 325
By Mr. Mickens --- 304 --- ---
By Mr. Sparks - 317 --- ---
0la A. Oyefusi
By Mr. Barber 329 - S -
By Ms. Paiva -—-- 331 --- -
Michael D. Pelcovits
By Ms. Painter 343 --- 373 ---
By Ms. Conover --- 345 --- ---
By Mr. Mickens --- 368 -—- -
Scott A. MclIntyre
By Mr. Povilaitis 377 --- --- -
By Ms. Paiva S 378 S, I
By Mr. Mickens --- 383 -— - -
Jogeph Kubas
By Mr. Mickens 388 -—- 410 ---
By Ms. Paiva --- 393 - -
By Mr. Barber -—— 400 - ___
William Punkel
By Mr. Cheskis 414 - 443 ---
By Mr. Barber -—- 417 --- 448
By Ms. Conover --- 425 —— -
By Ms. Misturak-Gingrich -—- 436 --- -
By Mr. Povilaitis - 436 -—- 447
Allen G. Buckalew
By Ms. Jones 453 - 476 -
By Mr. Barber - 454 - _——
By Ms. Conover -—— 460 -—— -
By Misturak-Gingrich - 471 N .

COMMONWEALTH REPORTING COMPANY  (717) 761-7150




FORM 2

10

11

12

13

14

15

16

17

18

15

20

21

22

23

24

25

249

EXEIBIT INDEX

NUMEER FOR IDENTIFICATION IN EVIDENCE

MT&T Communications of Pennsylvania Statements and Exhibits

1.0 (Kirchberger/Nurse Rebuttal, 252 328
Exhibits K-N 1 through 8)

Proprietary
Ji-‘o Puboic \rg;\,’sl.ot\)

At (Kirchberger/Nurse Surrebuttal) 254 328
‘/ Proprietary
v2.0 (

Oyefugi Rebuttal, Exhibits 330 342
1 through 4)
(Proprietary)
Verizon Crogss-Examination Exhibits
V{ (AT&T In-State Connection Fee, 267 302
Pennsylvania)
fg (Page from AT&T Tariff) 267 302
/é (AT&T In-State Connection Fee, 275 302
Other States)
/4 (MCI Local Service Packages) 286 293
j% {Z-Tel Local Service Packages) 286 293
6 (Full Service Network Local 287 293
Service Packages)
/g (Cavalier Local Service 287 293
Packages)
/g (AT&T Tariff Excerpts) 296 302
/g (MCI Tariff Excerpt) 353 367
»10 (Testimony of Dr. Levin) 470 ---

MCI WorldCom Network Services, Inc. Statements

+ 1.0 (Pelcovits Rebuttal) 343 374
VProprietary/Expurgated

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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NUMBER FOR IDENTIFICATION IN EVIDENCE
1.1 (Pelcovits Surrebuttal) 344 374

Proprietary/Expurgated

west Communications Corporation Statements

*4.0 Jﬁélntyre Rebuttal,
Exhibit 1)

Office of Trial Staff Statements

1.0 fKubas Direct) /
¥ Proprietary/Expurgated!

1-SR yéubas Surrebuttal)
Proprietary/Expurgated

Office of Trial Staff Exhibits

1 {Kubas Direct) v//
Proprietary/Expurgated

Office of Consumer Advocate Statements and Exhibits

376

388

388

388

1 {(Dunkel Rebuttal, Exhibits
through 6) V//
P

roprietary/Expurgated
1-8 Eéunkel Surrebuttal) ///
roprietary/Expurgated

AT&T Crossg-Examination Exhibits

4{((MTA Map)
OCA Cross-Examination Exhibits

7 (Bentleyville Order)

415

415

418

452

Office of Small Businegs Advocate Statements

Revised 1 524ckalew Direct) V//
roprietary/Expurgated
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PROCEEDINGS

ADMINISTRATIVE LAW JUDGE CYNTHIA WILLIAMS FCORDHAM:
Good morning. I‘m Administrative Law Judge Cynthia Williams
Fordham and this is the time for a further hearing in the
matter of A&T Communications of Pennsylvania, Inc. versus
Verizon North, Incorporated and Verizon PA, Inc. at Docket
C-20027195. We had the initial hearing in this matter
vesterday. Today and tomorrow are scheduled. We are trying
to complete this today.

The first item on the agenda is to find out from Ms.
Jones whether she’s going to have cral rejoinder today.

MS. JONES: Yes, Your Honor. I have spoken with
counsel for Verizon North and Verizon PA and toid them that
we will not be having oral rejoinder.

JUDGE FORDHAM: Thank you. Therefore, we will
proceed with the witnesses as agreed upon by the parties.
We’ll go with AT&T next.

MR. BARBER: Thank you, Your Honor. ATE&T calls Mr.
Robert Kirchberger and Christopher Nurse.

JUDGE FORDHAM: Please raise your right hand.
Whereupon,

ROBERT J. KIRCHBERGER
and

E. CHRISTOPHER NURSE

having been duly sworn, testified as follows:

COMMONWEALTH REPORTING COMPANY (717) 761-7150




FORM 2

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

252

JUDGE FORDHAM: You may be seated.

Would you please state your name and business address
for the record, please?

WITNESS KIRCHBERGER: Robert J. Kirchberger, One AT&T
Way, Bedminster, New Jersey.

WITNESS NURSE: My name i1s E. Christopher Nurse. My
business address is 3033 Chain Bridge Road, Cakton,
Virginia.

JUDGE FORDHAM: Thank you.

Mr. Barber, you may proceed.

MR. BARBER: Thank you, Your Honor.

DIRECT EXAMINATION

BY MR. BARBER:

Q. Good morning, gentlemen. Do you have before you
a document entitled Rebuttal Testimony of Rober; J.
Kirchberger and E. Christopher Nurse on Behalf of AT&T
Communications of Pennsylvania, LLC, identified as AT&T
Statement 1.0, dated July 18, 20037

{(Whereupon, the documents were
marked as AT&T Statement No. 1.0
and Exhibits K-N 1 through 8 for
identification.)

WITNESS KIRCHBERGER: Yes.

BY MR. BARBER:

Q. Is this a document that was prepared by you or

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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under your direct supervision?

A. {Kirchberger) Yes.
A {(Nurse) Yes.
Q. I would note it's a document that consists of 34

pages of written questions and answers and eight exhibits

labeled K-N Rebuttal Exhibits 1 through 8; is that .correct?

A. (Nurse) Yes.
A. (Kirchberger) Yes.
0. Do you have any additions, corrections,

deletions or other modifications to make to AT&T Statement
1.07

Aa. {(Kirchberger) Yes. We have two minor
correctionsg. On Page 5, line 5, the figure "0.623235"
should be changed to read "0.0623235." There was a zero
left out after the decimal point.

Then the second ccrrection is on page 29, line 15.
Where it says "local exchange rates," that should read
"local switching rates to interstate levels."

Those are the only two corrections that I‘'m aware of
that need to be made in the testimony.

Q. Subject to those two corrections, if I were to
ask you the questions set forth in AT&T Statement 1.0, would
your answers remain the same?

A. (Kirchberger) Yes.

i (Nurse) Yes.

COMMONWEALTH REPORTING COMPANY (717} 761-7150
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Q. Turning to a second document, do you have before
you a document entitled the Surrebuttal Testimony of Robert
J. Kirchberger and E. Christopher Nurse, identified as AT&T
Statement 1.1, and dated August 4, 2003? Do you have that

before you?

(Whereupon., the document was
marked as AT&T Statement No. 1.1
for identification.)

WITNESS NURSE: Yes.

WITNESS KIRCHBERGER: Yes.

BY MR. BARBER:

Q. And that’g a document that consists of 13 pages

of written questions and answers?
A, {Kirchberger) Yes.
Q. Do you have any additions, corrections or othexr

modifications to make to AT&T Statement 1.17

A. (Kirchberger) No.

Q. That’s a no?

A. (Kirchberger) No.

Al (Nurse) No.

Q. Given that, if I were tc ask you the questions

set forth in AT&T Statement 1.1 today, would your answers
remain the same?
A, (Kirchberger) Yes.

A, (Nurse) Yes.

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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MR. BARBER: Your Honor, subject to that, I would
move for the admission of ATE&T Statement 1.0 and ATE&T
Statement 1.1 and make Mr. Nurse and Mr. Kirchberger
available for cross-examination.

JUDGE FCORDHAM: Thank you.

Verizon.

MS. PAIVA: Yes, Your Honor.

JUDGE FORDHAM: Ms. Paiva.

CROSS-EXAMINATION

BY MS. PATVA:

Q. Good morning, Mr. Kirchberger, Mr. Nurse.

A. (Kirchberger) Good morning.

A. (Nurse) Morning.

Q. I have a few questions for you. On page 4 of

your testimony, starting at the bottom --
A. (Nurse}) I'm sorry; can you speak up a little

bit? It’'s hard tc hear with of the ailr-conditioning.

Q. Can youw hear me better now?

A. (Nurse) Yes.

A. (Kirchberger} Yes.

Q. On page 4 at the bottom, ycu --

MR. BARBER: Of the direct?
BY MS. PAIVA.:
0. Of the direct -- or the rebuttal, the first

piece. 1It’s actually the rebuttal.

COMMONWEALTH REPORTING COMPANY (717} 761-7150
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At the bottom of the page you discuss AT&T’s cost of
access in Verizon Pennsylvania territory. That would be the

former Bell Atlantic territory; correct?

A, (Nurse) You're down at line 207

Q. Yeah; line 20.

A. {(Nurse} Right.

Q. And you state that each end of the call costs

approximately (Proprietary number deleted) cents per minute;

correct?
A. (Nurse) Yes.
Q. And you have the exact figure on line 20.

By "each end of the call," you mean like one end of
the call is where a customer, say a Verizon local customer
who has AT&T long distance, picks up the phone to place a
long distance call, AT&T pays access on that end of the
call; correct?

A, (Nurse) Right. That would be the originating
end of the call, and then likewise, on the terminating end
of the call, assuming that the terminating customer was a
Verizon local exchange customer.

Q. So the other end of the call is the terminating
end based on you pay access to the local exchange company
that serves the customer who receives the call?

A. {Nurse} Yes.

Q. Now, the (Proprietary number deleted) cents that

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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you discuss there on line 20 of page 4, it’s a figure that
you calculated taking into account all of the access rate
elements that exist, the local switching, the transport and
the carrier charge; correct?

A. {(Nurse) I have to go back to the work papers
for that, but you have to take assumptions about transport,
mileages, plus the switching charges and the other charges
and usage amournits per month to get average per minute rates;
ves.

Q. Right. So you convert all those charges into an
approximate per minute charge?

A. (Nurse) Yes.

Q. Just so there’s no confusion in the record,
yesterday we had talked about a local switching charge,
which for Verizon Pennsylvania today is .9 of a cent, and
which, under the OCA/Verizon proposal, would be reduced to
.69 of a cent. The leocal switching is one rate element and
it’'s part of what you used to calculate the (Proprietary
number deleted) cents; correct?

A. (Nurse) Yes. 1It’s the biggest traffic
gsensitive component.

Q. Now, moving on to the top of page 5, you discuss
the fact that if both ends of the call were in Verizon
Pennsylvania territory, that being that the customer who

places the call is in Verizon Pennsylvania territory and the

COMMONWEALTH REPORTING COMPANY (717} 761-7150
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customer who receives the call is also in Verizon
Pennsylvania territory, then AT&T’'s cost of access would be
3.5 cents, which is basically the (Proprietary number
deleted) times 2; right?

h. (Nurse) Yes. I don’t mean to quibble, but just
to clarify, "Verizon territory" is a little bit a historical
term that I'm comfortable with, but just so the record is
clear, that would mean a customer whose local exchange
service is purchased from Verizon, because --

Q. Right. That’s a good clarification.

A. (Nurse) -- my UNE-P customers or other
customers would be in Verizon territory, because my
territory is now overlapping with yours.

Q. Right. And also, when you're saying the 3.5
cents, you’'re talking about the former Bell Atlantic, a

customer whose local service is given by the former Bell

Atlantic?

vA. {(Nurse} Yes.

Q. Now, also on page 5, a little bit farther down
-- in fact, that’'s where you made the correction -- on lines

4 and 5, you talk about the cost of access in Verizon North
territory, which is the former GTE territory; correct?

A. (Nurse) Yes.

Q. And the cost of access is higher in Verizon

North territory, and you say it’s about 6.2 cents per minute

COMMONWEALTH REPORTING COMFANY (717) 761-7150
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for each end of the call; correct?

A. (Nurse) Yes, primarily driven by the high
carrier charge.

Q. So the cost of access in Verizon North’s
territory seems to be about three-and-a-half times higher
than the cost of access in Verizon PA’s territory; correct?

A. {(Nurse) Just for clarification, the cost there
is the cost to me.

Q. Exactly.

A. (Nurse) &And my cost is your price, not

necessarily your cost.

Q. Right .
A. {(Nurse) But the cost to me is higher.
Q. Now, have you reviewed and also, I don't know if

you have it in front of you, the Berry/Wirl surrebuttal
testimony, Exhibit DMB-1? And I have some extra copies if

vyou don’t have it.

A. (Nurse) Yes, I have.

Q. I just want to -- once you get it.

A, (Nurse) It will just take me a minute to get
there. |

(Pause.)

A. (Nurse) Actually, maybe you can get a copy for

Mr. Kirchberger while I'm locking mine up.

MS. PAIVA: Your Honor, do you have a copy handy?

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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Would you like one?
JUDGE- FORDHAM: Thank vyou.
BY MS..PAIVA:

Q. 1’1l give you a moment to look at the document.

Just let me know when you‘re ready.

(Pause.)

A. (Nurse) I'm there. DMB Exhibit-17?

Q. Yes.

A. (Nurse) Yes.

Q. I just thought it might be a little helpful to

the record to try to tie the numbers together. If you look
at DMB Exhibit 1, and look at the table, the last line there
says "Combined Rate Per Minute." Do you see that?

A, (Nurse) Yes, the last line at the bottom of the
chart, the combined rate per minute.

Q. Now, the first column after that is "Current
Verizon PA," that would be current for the former Bell
Atlantic, and it’'s currently (Proprietar& number deleted)
cents per minutes; correct?

JUDGE FORDHAM: Ms. Paiva, this is proprietary?

MS. PAIVA: Oh, I'm sorry; ves -- although,
actually --

WITNESS NURSE: That table is bracketed by
"proprietary."

MR. BARBER: Would the rates be -- maybe we could go

COMMONWEALTH REPORTING COMPANY (717} 761-7150
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off the record.

MS. PAIVA: Yes, let’'s go off the record for a
minute.

JUDGE FORDHAM: Okay. We’'re off the record.

(Discussion off the record.)

JUDGE FORDHAM: We're back on the record.

This part of the record is proprietary.

(Whereupon, the following pages 262 through 265 were
designated proprietary and were sealed and bound

geparately.)

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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JUDGE FORDHAM: We're off the proprietary record now,
back on the public record.

MS. PAIVA: Now I'm going to mark two exhibits and
hand them out. These would be -- we marked some Verizon
exhibits yesterday, so I think we did Verizon 1 and 2
yvesterday?

JUDGE FORDHAM: Yes.

MR. BARBER: They weren't cross-examination exhibits.

MS. PAIVA: How would you do it? Would you prefer to
just go consecutively with Verizon and start with number 3,
or do you want these to be cross exhibits and go back
and start from --

JUDGE FORDHAM: We can do them as cross exhibits.

MS. PAIVA: So then this would be Cross Exhibit No.

JUDGE FORDHBM: One; right.

MS. PAIVA: Actually, these will be 1 and 2.

JUDGE FORDHAM: They shall be so marked.

(Pause.)

WITNESS NURSE: Ms. Conover, do you have a second
one? Do you have two of those?

{Pause. )

MS. PAIVA: Are we ready?

JUDGE FORDHAM: Yes.

MS. PAIVA: I‘'ve asked to have marked two exhibits.

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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The first one would be marked as Verizon Cross Exhibit 1,
and Verizon Cross Exhibit 1 is a one-page document, a print-
out from AT&T's web site entitled "In-State Connection Fee,"
and then in small letters, "in-state connection fee for
Pennsylvania."

JUDGE FORDHAM: It shall be so marked.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 1 for identification.)

MS. PAIVA: And the second document I asked to have
marked Verizon Cross-Examination 2. This is a page from
AT&T's Pennsylvania tariff, Pa. P.U.C. No. 22. It’'s Section
1, Original Sheet 58, and it has to do with the in-state
connection fee. It’s a one-page document.

JUDGE FORDHAM: It shall be so marked.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 2 for identification.)

BY MS. PAIVA:

Q. I'm not sure which one of you this guestion is
for, but AT&T charges an in-state connection fee in
Pennsylvania; correct?

A. (Kirchberger) That is correct.

0. If you would look at Cross-Examination Exhib&t

1, this is from AT&T's web site. I’'m just going to read you

COMMONWEALTH REPORTING COMPANY (717} 761-7150
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the description of what it says here and you tell me if this
is what the in-state connection fee is. It says, "AT&T is
charged by your local telephone company in Pennsylvania to
carry your AT&T in-state long distance and local toll calls
over 1ts lines. 1In order to help recover these costs, AT&T
will begin to include in your monthly bill a $1.95 In-State
Connection Fee. The fee applies to customers subscribed to
AT&T for residential long distance or local toll service,"
and then there’s some more description.

Is that an accurate description of the in-state
connection fee?

A. (Kirchberger} That is the accurate description
of the in-state connection fee. They were filed and put in
place to recognize that the intrastate access charges are
gsignificantly in excess of cost and much, much higher than
the interstate access charges; and this is a pricing and
marketing mechanism that AT&T has to recognize that.

Q. So if I underétate what you just said, the
in-state connection fee really is targeted to recover only
costs related to the intrastate access charges, it does not
have any connection with the interstate access charges?

A. (Kirchberger) Could you repeat your question?
I could not hear. I mean, I could not determine whether you
said intrastate or interstate, so --

Q. 1’11 repeat it. The connection fee that we just

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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discussed, it’s designed to recover costs for AT&T that have
to do with intrastate access charges and it does not have
anything to do with interstate access charges?

A. (Kirchberger) We filed it in-state to reflect
the higher cost of intrastate access charges. It was not
filed in the interstate tariff where interstate accéss
charges are -- you know, that is the jurisdiction to handle
that.

A {(Nurse} But I wouldn’t say it doesn’t have
anything to do with interstate charges, in thét it’s driving
at the distinction between the two charges.

Q. So the intent of it is to represent the
additional cost to AT&T that it pays for intrastate access
charges over what it pays for interstate?

A. (Kirchberger} 1It’s reflecting that the
intrastate access charges are, in our consideration, bloated
compared to the interstate access charges. This proceeding
here is an opportunity for this Court and this Commission to
make a great step forward in moving intrastate access
charges much closer to cost, and removing the implicit
subsidy, and, through your actions, through the Verizon
testimony, to move it into an explicit charge, which would
be your rate balancing. So we hope that the outcome of this
action and this hearing, this docket, would remove a lot of

the bloat and the implicit subsidy in intrastate access

COMMONWEALTH REPORTING COMPANY (717) 761-7150
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charges. That’s going to cause us to reexamine what we do
with our pricing, because the interexchange market is a
very, very competitive market, especially since now Verizon
has entered it as well. So in our reexamination of our
rates in this competitive market, we will take a loock at the
in-state connection fee as well as our regular rates and
make a correct marketing and corporate decision as to what's
the best way to handle that.

Q. Sc are you saying if the outcome of this case is
a reduction in Verizon'’'s access charges, that AT&T would
reduce its in-state connection fee, or that it might not
reduce its in-state connection fee?

A. (Kirchberger) I just want to repeat what I just
said. AT&T has to react to competition in the market. We
will do what we need to do to remain competitive in the
market. If that means changing our rates, bundles, et
cetera, and the in-state connection fee is one of those
rates, then we will have to take a lock at it. I am not
going to sit here and say specifically the exact rate
changes and the level of those rate changes that we may or
may not make to react to a competitive market without
knowing what the ultimate reduction in access would be. But
yes, in-state connection fee is one of our charges, and we
would have to look at all of our charges that we have out

there and make the correct corporate and marketing decision,
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but I can’‘t do that from the stand here.

A. (Nurse) I would add that it’s an imperfect
mechanism. You know, the problem when you’re an IXC is that
you don‘t control the terminating access, and the in-state
connection fee is an imperfect mechanism to try to get back
at some of the issues like a very high carriexr charge and
traffic sensitive rates substantially above cost. Our
problem is that our competitors may not have a similar fee
that the customer sees on his long distance bill, and by
switching leng distance carriers, he can avoid the AT&T
in-state connection fee, so, in a sense, 1t can drive some
customers away, which is not good for business, because
customers are getting wrong price signals. We’re getting
access charges way above cost. Those have to be reflected
in retail toll rates. The movement that you’ve seen in the
interstate jurisdiction is to reduce the traffic sensitive
rates and increase the SLC so that the customer doesn’t see
these charges on his IXC bkills, but instead sees these types
of fees on his local bill.

Q. Going back to what Mr. Kirchberger said in
response to the question, once AT&T has all the information
and weighs its options and determines what would best allow
it to respond to the competitive market, it’s possible then
that even if Verizon reduces its access charges, AT&T will

not reduce its in-state connection fee; correct?
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A. (Kirchberger) Anything is possible in a
competitive market, but competitive market forces are going
to send us signals that we’re going to have to react to. As
I said before, we have broad ranges of rates and offers, and
when our underlying costs are reduced and every other IXC in
this state will have those same reduced costs, if we don't
react, our competitors will, and then we’'re going to be kind
of standing in the dust. So the key is, it’'s a very
competitive market. We will make the appropriate pricing
changes in order to react to a change in our underlying
costs.

Q. I just want to ask you a mundane question before
I forget. Could you take a look at Cross-Examination
Exhibit 2, which is the tariff page? Could you just
authenticate it for me and verify that this is, in fact, the
tariff page that AT&T filed with the Pennsylvania Commission
to document the in-state connection fée?

A. (Kirchberger) Although this is the first time
I've actually looked at a tariff page for the in-state
connection fee in Pennsylvania, this appears to look like
the intrastate tariff; and sc I would say, subject to check
and verification, yes, I agree.

Q. And the page says that the billing of a charge
would commence March 1, 2003. Do you know if it’s currently

being billed in Pennsylvania?
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A. (Kirchberger}) I have no knowledge that it is
not being billed.

Q. Just so that I understand how it works,
basically, an AT&T long distance or toll customer pays $1.95
per line, per month; correct?

A. {(Nurse) Yes, but obviously there’s-.the caveat
on the third line down that the charge is applied if a
customer has $1.00 or more of AT&T billable charges on their
bill.

Q. Right.

A. (Nurse) That’s important, because if there were
a month where you made no phone calls or cone minute, your
bill might be 25 cents or zero. It’'s not going to look very
good.to a customer toc open up a bill and see a fee for no
usage.

Q. Right.

A. (Nurse) But that would be only as incorrect as
our getting a carrier charge in a month where we have no
usage. So the problem is we’re forced to mirror through the
bad price signals we get in the wholesale access market, and
it distorts the retail market.

Q. But assuming that a customer is using his or her
phone and has more than $1.00 worth of AT&T charges per
month, you charge the customer $1.95 per month, per line,

and Verizon charges you a carrier charge of 63 cents per
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line, per month, Verizon PA?

A, (Nurse) In Verizon PA, they charge us a carrier
charge of 63 cents. They put the support in the carrier
charge, they put other support into the traffic sensitive
rates, including the transport and switching.

Q. Just also so I understand how the $1.95 charge
works, it’s the same charge regardless of whether an ATE&T
customer is in Verizon PA territory or Sprint or Altel, I
mean, it’'s the same charge for the whole state of

Pennsylvania; correct?

A. (Kirchberger) Yes.

Q. Now, 1f you know, AT&T also --

A. (Nurse) We're required to have statewide rates.
Q. Right.

AT&T alsc charges the in-state connection fee in

other states, doesn’t it?

A. (Nurse) 1In some other states, ves.

A. (Kirchberger}) Certain other states it does,
yes.

Q. And the amount of the fee is not always the

same; it’'s not always $1.95. Some states it might be 55
cents or $1.35 or something; correct?
A, (Nurse) I know other states where it’s $1.95.
A. (Kirchberger} Yeah. My only knowledge is of

the other states where it’s $1.95. There may be variations
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in other states, but I am not personally aware of them.

MS. PAIVA: Actually, I'm going to mark another
exhibit then.

(Pause.)

MS. PAIVA: For the record, I've asked to be marked
as Verizon Cross Exhibit 3 a packeﬁ of print-outs from
AT&T's web site, which are basically the same as the print-
out that we marked as Exhibit 1. Exhibit 1 was the print-
out for Pennsylvania. This packet that we’ve marked as
Verizon Exhibit 3 has the same information for a numbex of
other states. I just wanted to ask the witnesses to see if
it refreshes their recollection regarding the amount of the
in-state connection fee in the other states.

JUDGE FORDHAM: It may be so marked.

{(Whereupon, the document was marked
ag Verizon Cross-Examination Exhibit
No. 3 for identification.)

WITNESS NURSE: It deoesn’'t refresh my recollection in
the other'states that they didn’t have it, but vyes, the fee
varies in various states as the AT&T home page shows.

BY MS. PATIVA:

Q. Do you have any reason to believe that what's
reflected in the AT&T home page would not be correct?

A. (Kirchberger) No. I accept these as print

screen copies of the AT&T web site, and I also accept the
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fact that the numbers and the fees are different in various
states.

Q. I'm going to move on to a different subject now.
I'm done with these exhibits.

A. (Nurse) I just note that the Virginia fee isn’t
in effect yet.

Q. Oh, it’s not in effect yet? Some of the print-
outs have a date where they say the fee will take eifect on
such-and-such a date; right?

A. (Nurse) Yes.

Q. Now I want to go back to your rebuttal
testimony, the first piece of testimony, to page 17.

MR. BARRBRER: Page 177

MS. PAIVA: BSeventeen.

BY MS. PAIVA:

Q. Let me know when you’'re there.

A. (Nurse) It looks like there’s a lot of
proprietary numbers on this page.

Q. I'm not actually going to say the numbers, so
let’s try not to say them. I just have a general question.

Are you ready?

A. (Nurse) Yes.

Q. On page 17, you have a tabkle, we're not going to
say the numbers, but generally depicting the fact that for

Verizon PA, the intrastate access minutes of use have been
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decliining; correct?

A. (Nurse) Rapidly.

Q. Did you investigate whether there has been any
increase in Verizon PA’‘s interstate minutes of use over the
same time period?

A, (Nurse} No, because we're talkiné about
intrastate access rates here.

Q. Now, turning to page 18, line 1 -- and again,
it’s a proprietary number, so let’s not say the number --
you talk about Verizon PA’s minutes exchanged with wireless
carriers, and you state that they have increased, and you
give a proprietary figure; correct?

A. (Nurse) An enormous proprietary figure.

Q. That figure does not distinguish whether the
wireless calls were local calls, interstate calls,
intrastate calls, it just gives a lump figure; correct?

4. (Nurse} Well, that's a good point that you
bring up, because what would be a local call or a toll call
for an intrastate carrier is not analogous to what would be
a local or a toll call for a wireline carrier, because the
wireless carriers have enormous MTA, metropolitan trading
area-wide, local call terminations. As we put in our
Exhibit No. 1, those calling areas that would be long
distance access termination for us would be a local call

termination for a wireless carrier.
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Q. Nonetheless, in the figure that you gave, some
of those calls are what would be local calls; 1f the
customer had picked up its wireline phone to make the call,
it would have been a local call?

A. (Nurse) Yes, but I don’t think you can put
forward the proposition that people are buying wireless
service and the surge in wireless usage that you’re seeing,
the enormous surge that you’re seeing here constitutes local
calling and people are using their cell phones for long
distance, because all the marketing -- I can guarantee you,
I can pick up the paper today or yesterday and there will be
a half-page ad from Verizon talking about Verizon wireless
and free long distance or regional long distance. A major
advantage that wireless carriers have is that they do not
pay access charges, they pay cost-based local call
termination for calls that we have to pay access rates for,
and the volumes shifting from the regulated intrastate
access charges moving over to FCC-regqulated local call
termination charges, you see those two costs driving
artificially an arbitrage opportunity, and the market is
reflecting that, because you don’'t see IXCs with big, free
LD packages, you see wireless carriers with big, LD
packages, including Verizon.

Q. Despite all of that, people do still use their

cell phones to make local calls, and your number does not
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break out what portion of the number reflects local calls;
correct?

A. (Nurse) Yes, and my concern is that you have an
artificial attraction to wireless service that’'s distorting
the market and is inefficient, because people may be picking
up more wireless service because of the distortions in the
long distance pricing that you can get over the wireless
service; and then because they already have the wireless
service, or they have a second or a third wireless phone in
their family, they then are also doing local calling over it
as well. So the distortions of access affect the wireless
market to the detriment of IXCs.

Q. I actually have a guestion for you about
everything -- something that was in everything you just
said. In all of that, vou’re talking about call terminaticn
rates, basically, reciprocal compensation; correct?

A. (Nurse) Yes. Cost-based rates in the
neighborhood of a fifth of a cent a minute.

Q. | And reciprocal compensaticon rates are reqguired
by law to be set at cost, as you just said, under the TELRIC
methodology; correct?

A. (Nurse) Yes.

Q. And reciprocal compensation rates don’t contain
any subsidies to support universal service, do they?

A. (Nurse) No, nor shculd they, because universal
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service should be supported through explicit mechanisms,
which the FCC has also established, and which the state
Commission here has established. That’‘s all we’re saying,
not that Verizon should eat this money or it should come out
of their hide or something, but that the implicit support in
access should continue to be moved, as we started in the
Global, and should be moved out of the access rates and then
put into an explicit mechanism, as the Commission has
directed, and then the long distance market will get cost-
based rates and competition there will be on merit, and then
competition between IXCs and cell carriers will be based on
merit and efficiency, not on regulatory arbitrage.

Q. You might actually then agree with me on the
next question. The wireless carrier is paying this
reciprocal compensation for call termination, and meanwhile,
the wireless customer, the end user, is paying a charge to
have a wireless phone. Now, there’s been some discussion
here that, you know, that the weighted average rate for

Verizon for wireline local service is in the neighborhood of

$13.00.

A (Nurse) I‘'m sorry; the --

Q. The weighted average residential rate for a
wireline, --

MR. BARBER: Local exchange.

Q. -- local service, local exchange service, is in
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the neighborhood of $13.007?

A. (Nurse) Yeah, $13.00 and change; and that'’s not
including the subscribe line charge and things like that,
but vyes.

Q. A wireless customer buys the right to use his or
her wireless phone and pays a fee. Generally, the fees for
wireless service, even just local packages, are much higher,
in the neighborhood of $30.00 or more; correct?

A. (Nurse) Well, there’s a whole panoply of
wireless pricing ranges, you know, depending on whether you
have a thousand minutes of long distance included with the
package or whether you’re on the pre-paid, you know, very
low usage, essentially disposable phone plans, but wireless
gservice is less efficient than wireline service and it does
have a mobility value component, and so wireless pricing is

usually higher than wireline pricing.
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Q. The wireless carriers, probably based on some of
the same issues that Mr. Kirchberger discussed before
regarding what the market will bear and competitive
pressures, but the wireless carriers determine their own
pricing in a way that would cover their own costs of
providing wireless service; correct?

A. (Nurse) Well, in the long run, all companies
have to cover their costs. I think Mr. Seidenberg said the
wireless carriers should consolidate because there is too
much competition in the wire line business.

Q. You mean the wireless business?

A. {Nurse) In the wireless business. There has
already been too much consolidation in the wire line
business, but yes, and the pricing action that you saw was
as wireless calls got to be cheap, because they enjoyed an
artificial regulatory arbitrage advantage on the MTA-wide
local call termination. When your access rates are a fifth
of a cent a minute, you don't necessarily have to charge in
minute increments, and there is a certain benefit to
customers at that point of not getting a call for 2 cents.

I mean, who wants to get a bill that has pages and
pages of 1 cent, 2 cent, 3 cent charges? The numbers got
relatively low and the wireless carriers started to package
their -- rather than charge on a permanent basis, they tend

to charge in blocks, and it saved just huge amounts of
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printing and a lot of clutter on customer bills.

I mean, the otheg big movement that you saw that is
similar here is you used to pay roaming charges on your
phone. You'd pay $5.00 for a roaming fee. That hit the end
user when he was out of his home area, but he didn't have
any control over that fee. He didn't really know he was
going to get charged in advance.

Then the wireless carrier started to absorb that fee
and push that fee back on the terminating carriers, and that
was a good thing. $So there has been good movement in the

wireless pricing arena, which makes their costs artificially

~lower than in the wire line area.

Q. Mr. Nurse, I think you're going way beyond what
is necessary to answer my question. I didn't want to be
rude. It's very interesting, but would you just try to
answer the questions?

MR. BARBER: I think you might need toc repeat the
gquestion.

MS. PAIVA: At this point I think in there somewhere
was an answer. Anyway, we‘ll-move to a different subject at
this point.

BY MS. PAIVA:

Q. Moving to page 21 of your rebuttal testimony, at
the bottom there you start talking about Verizon's Freedom

Package, which gives customers unlimited local calling,
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unlimited intrastate toll calling and unlimited interstate
long distance and some other things for $54.95 per month.

A, (Nurse) Yes.

Q. And on page 22, you conclude that the long
distance portion of the package is priced at $15.00, because
Verizon offers a local basic package that is priced at
$39.95. So, basically, the difference between the two is
$15.00; correct?

A. (Nurse) Yes.

Q. Are you saying that the $15.00 includes

intrastate toll and interstate long distance?

A, {Nurse) Except for the long distance component.

Q. I'm sorry. I didn't understand that last
answer.

A, (Nurse) Those are attached as exhibits.

MR. BARBER: Maybe I don't understand the question.
You're asking ~- I mean, the testimony indicates that long
distance calling is anywhere in the United States and
Canada, just to confirm that.

MS. PAIVA: And by that, he means all long distance
calling in state and out of state?

MR. BARBER: Intrastate and interstate.

WITNESS NURSE: This would be in Exhibit 4. Freedom
is $55.00, and that's long distance anywhere in the U.S. and

Canada. The local package is $39.95, and you get unlimited
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local and regional toll.

BY MS. PAIVA:

0. That's actually where I was going. The regional
toll part of the long distance calling is actually included
in the $39.95; correct?

A, {(Nurse) Right, depending on what Verizon
defines as regional toll, but usually that's something like
that the next tier out from EAS. It may be interLATA toll,
but that may or may not include intrastate interLATA.

Q. So regional toll is generally a term that
describes some in-state long distance calling, but maybe not
all in-state long distance calling?

A. (Nurse) Right.

Q. So some in-state long distance calling is
included in the $39.957

A. (Nurse) Yes.

Q. You talk about the Verizon Freedom Package, but
have you reviewed the local service/long distance, unlimited
long distance packages that other local carriers offer in
Pennsylvania?

A. (Nurse) I mean, at various times I looked at
various packages, but I don't spend full time studying them,
which is what it would take, I think.

Q. I just want to mark a few exhibits here and show

them to you.
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A. {Nurse) QOkay.

Q. I'm going to try to do a few at a time just to
save time.

MR. BARBER: These are other carriers?

MS. PAIVA: Right.

(Pause. )

MS. PAIVA: If we're ready, I'll just describe these
documents for the record.

JUDGE FQORDHAM: Yes.

MS. PAIVA: The first document that I've asked to be
marked Verizon Exhibit 4 is a printout from the MCI Web site
describing their The Neighborhood package.

JUDGE FORDHAM: It shall be so marked.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 4 for identification.)

MS. PAIVA: And it's a two-page document. The
document that I've asked to be marked Verizon Exhibit 5 is a
printout from the Z-Tel Web site. It's a two-page document
describing Z-Tel's local service packages.

JUDGE FORDHAM: It shall be so marked.

{Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 5 for identification.)

MS. PAIVA: The document that I ask to be marked as
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Verizon Exhibit 6 is a one-page document. It's a printout
from the Full Service Network Web site, and it describes
Full Service Network's lcocal calling packages.

JUDGE FORDHAM: It shall be so marked.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 6 for identification.)

MS. PAIVA: And the document that I've asked to be
marked as Verizon Exhibit 7 is a printout from the Cavalier
Telephone Company Web site. It's a three-page document
describing Cavalier's local telephone packages.

JUDGE FORDHAM: It shall be so markéed.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 7 for identification.)

BY MS. PAIVA:

Q. Let's start with Verizon Exhibit 4. That's the
MCI, The Neighborhood printout. This indicates that MCI
offers a package in Pennsylvania called The Neighborhood
Complete that includes unlimited long distance, unlimited
local, and unlimited toll and some other features for $49.99
per month; correct?

A. (Nurse) That's what the paper says. I mean,
I'm not standing here to authenticate MCI's charges or that

their Web site matches their tariff.
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MR. BARBER: Your Honor, I would just note, I mean,
MCI is going to have a witness here in this case. The other
carriers aren't. I mean, other than confirming that the
papers they've been handed say what the papers say, none of
these witnesses are pricing experts on MCI. They haven't
provided any testimony on MCI or Z-Tel or Full Service
Network or Cavalier's pricing plans, so they're noct going to
be able to do anything other than say, "The documents you've
handed me say what the documents say."

So to the extent that we're looking to move these
documents in through these gentlemen on the basis of some
general expertise they may have or the fact that they can
read the documents, I would certainly object.

MS. PAIVA: Well, actually, the guestion I was going

to ask him is not going to call for him to do all of that,

and if what Mr. Barber says is true, we may not need to move
for the documents to be entered, but I just wanted to ask
him basically if he looked into these plans when he made his
statements about Verizon's plans.

If the answer is no, the answer may be no.

MR. BARBER: I think you better go ahead and ask that
question, because I thought you may have already asked that
guestion.

JUDGE FORDHAM: She did, I believe, and I guess she

wanted to see whether they looked at these specific plans.
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I1'll allow that.

MR. BARBER: Okay.

JUDGE FORDHAM: But I'll wait to rule on your
objection. |

MR. BARBER: Very well, Your Honor. Thank you.

BY MS. PAIVA:

Q. Mr. Nurse, I take it from your answer that you
did not investigate the availability of MCI's The
Neighborhood plan for $49.99 a month when you made the
statements in your testimony about Verizon's plan?

A. (Nurse) No. I wouldn't agree with the
characterization in your guestion. When we made our
testimony and those statements, I'm familiar that these
UNE-P providers offer these types of services in these types
of sort of price points and various bundles.

They differ a little bit from package to package on
what they include, but they basically tend to cluster, and
that's not surprising. Being new entrants, they're price
takers in a competitive market. They have to take prices
from the market, and being the dominant provider in the
market, Verizon would tend to set the price in the market.
So that these packages line up with Verizon's packages is
completely to be expected.

0. 50 if I understand what you just said, you were

aware that MCI offered packages that included unlimited long
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distance and unliimited toll; just perhaps you might not have
been aware of the exact price?

A. (Nurse) No. I would say I was even aware of
the price. I mean, I see the ads for this as well, but I
note that these are very high end packages generally; I
mean, $50.00 packages. At that point, you can include a lot
of access in a $50.00 package.

0. But the same customer who is interested in this
$50.00 package would be the customer who be interested in
Verizon's $54.00 package; correct?

A, (Nurse) I didn't say that the market was
completely, you know, under Communist collapse or completely
ineffective here. I just said the market is distorted by
the access rates and that these package prices actually -- 1
mean, this kind of goes to cur point. We largely agree with
what Verizon is saying.

I wouldn't expect these package prices necessarily to
move that much if, for example, Verizon Pennsylvania moved
their intrastate rates to their interstate rates, because
just as we've proposed for Verizon that it would be neutral
and that the price reductions on access could be made up on
local, if you then put local and long distance back together
in a package, they would be offsetting, and as it would be
revenue neutral for your company, it would be revenue

neutral presumably in these packages, accounting for a

COMMONWEALTH REPORTING COMPANY (717) 761-7150




FORM 2

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

291
little elasticity --

Q. I think you're going beyond my question again.

Let's move on to the next exhibit, Exhibit 5, which
is the Z-Tel package also for $49.99 a month and also
including unlimited local long distance.

I want to ask you the same guestion. Did you
investigate the availability of Z-Tel's package at $49.99 in
Pennsylvania when you made your statements about Verizon's
Freedom Package?

A. (Nurse) Yes. I'm familiar that Z-Tel is also a
UNE-P provider and that they have similar plans to the other
UNE-P providers and similar packages.

One advantage, of course, of these UNE-P providers is
that they avoid --

Q. I think you're going beyond my gquestion again,
Mr. Nurse.

A, (Nurse) They avoid access on one end,

MS. PAIVA: Your Honor, could we try to ask hiﬁ to
stop when he has answered the question and not go on with a
speech or we're going to be here all day?

JUDGE FORDHAM: Mr. Nurse, would you just answer the
gquestion? Thank you.

BY M3. PAIVA:

Q. Mr. Nurse, moving on to Exhibit 6, which is the

Full Service Network list of plans, down at the bottom they
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have listed a plan for $49.95, including unlimited voice
calling anywhere in the USA, plus all of their local calling
features.

Did you investigate the availability of Full Service
Network's local package when you made your statements about
Vaerizon's Freedom Package?

A, (Nurse) It's generally available, a UNE-P
provider, Full Service Network has similar packages and
similar pricing.

Q. So you're generally familiar that Full Service
Network offers this kind of package in Pennsylvania®?

A. {Nurse) Yes.

Q. And 1'd ask you the same question about Exhibit
7, which is --

A. {Nurse) My answer would be thé same.

Q. But just for the record, let's do the guestion
and answer.

A. (Nurse) For the record, my answer would be the
same.

Q. Cavalier's package, local calling plus unlimited
long distance, and I think you would find that on page 2 of
the exhibit in this case, their unlimited basic package for
$49.95, unlimited local calling, unlimited domestic long

distance.

The same gquestion. Did you investigate Cavalier's
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package when you made your statements about Verizon's

Freedom Package?
A. (Nurse) Yes.

Q. And yvou're generally aware that Cavalier is a

.provider that offers the same type of package in

Pennsylvania?
A, (Nurse) Yes, usually through UNE-L, but also
UNE-P.
MR, BARBER: You might have to explain the UNE-L
acronym. I'm not sure --
WITNESS NURSE: UNE loop.
MS. PAIVA: I was going to just move for the
admission of these things at the end.
MR. BARBER: Actually, in light of my witness'
testimony, I'm probably not going to have an objection.
MS. PAIVA: We suspected that.
JUDGE FORDHAM: They are so admitted.
{Whereupon, the documents marked as
Verizon Cross-Examination Exhibits
Nos. 4 through 7 were received in
evidence.)
BY MS., PAIVA:
Q. One last topic for you guys. AT&T offers local
service to business customers in Pennsylvania; correct?

A. (Kirchberger) Yes, they do.
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Q. I think we kind of touched on this before.
Where the local service customer is AT&T's customer, if the
customer receives a long distance call, I guess AT&T would
be paid the access; correct?

A. (Nurse) Yes.

A. (Kirchberger) Yes. If an IXC delivers a long
distance call to an AT&T local customer, whether that be
served by an AT&T switch or through UNE-P, then AT&T would
collect the terminating access.

Q. I suspect that generally these AT&T customers
also have AT&T as their long distance carrier; right?

A. {Nurse) I think there is a high correlation.
It's not necessarily a requirement, but it can vary by
packages. I think some of the packages you have to buy
both, and I think on some it's ala carte.

0. If, in the unlikely event, another long distance

r

carrier serves AT&T's local customer --

A. (Nurse) I couldn't agree with the premise that

it's unlikely.

Q. You think that just wouldn't happen?
A. {Nurse) Oh, it does happen.
Q. Okay. Then in the situation where it's an AT&T

local customer, but some other company serves that
customer's long distance service, then when that customer

places a long distance call, AT&T is paid the access;
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correct?

A. (Nurse) Yes. For example, if the third largest
long distance company in the country, Verizon, were that
customer's long distance carrier, when Verizon -- Or was
carrying that long distance call to that AT&T local
customer, when they terminated that call to us, AT&T, the
local company, would charge Verizon, the long distance
company, access.

Q. That's exactly what I was getting at. Actually,
that's helpful. Thanks.

AT&T has intrastate access charges itself then,

deoesn't it?

A. ({Nurse) Yes.

Q. Do you know whether those charges are tariffed?
A. (Nurse) Yes.

Q. So there is a tariff filed with the Pennsylvania

Commission documenting AT&T s intrastate access charges?

A, {Nurse) Yes.

MS. PAIVA: I'd like to mark one last exhibit. I
guess this one would be 8. For the record, the document
that I've asked to be marked as Verizon Cross Exhibit 8 is a
three-page document. It's actually excerpts from AT&T's
tariff PA PUC No. 17. 1It's the first page, Original Sheet
1

, and then two other pages, Original Sheet 2 and First

Revised Sheet 23 cancelling Original Sheet 23.
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JUDGE FORDHAM: It shall be so marked.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 8 for identification.)

BY MS. PAIVA:

Q. Mr. Nurse, is this the Pennsylvania tariff
documenting AT&T's intrastate access charges? Or Mr.
Kirchberger, whichever.

A. {Nurse) It's pieces of it.

Q. Pieces of it. I do have the whole document
here. Do you need to see the whole document or is this good
enough?

A. (Nurse) I'll try to answer your question if it
relates to the piece, but I don't know what your gquestion
is.

Q.- My question is: turning to the third page,
Section 15.2 is entitled, "Switching Charges." 1Is this
AT&T's local switching charge for intrastate access?

A. (Nurse) Well, I don't have the other sections.
The concern I have is that Section 15 is titled, "The
Digital Link Serwvice Plan," and so it would seem that 15.1
and 15.2 subtend under the digital link header. So it's the
switching charge for the digital link AT&T plan, which is
configured -- you know, there are UNE-P customers. There

are UNE-L customers. There are -- there may be a leftover
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resale customer, and then digital link, which is provisioned
off T-1's.

Q. All right. I may pull out the rest of the
tariff if we have to, but let me ask you first for what kind
of customer would the charges in 15.2 here be relevant?

A. (Nurse) Digital link is a very large business
customer target product to customers who have their own PBXs
and have a T-1 or typically multiple T-1's from the customer
prem directly to the --

MR. BARBER: You can't speak in jargon. Customer
premise?

WITNESS NURSE: I'm sorry. It would be a very large
customer, usually national customers, and there would be
usually an access facility purchased cut of the IXC's long
distance access tariff, federal tariff, a T-1, a 24-channel
circuit that would connect the customers private branch
exchange, the customer's little switch, if you will, located
on his property at his office building, say, to the AT&T
switch location.

BY MS5. PAIVA:

Q. Is that mostly the kind of customer AT&T has in
Pennsylvania or do you have ¢other kinds of customers, too?

A. (Nurse) We'd like to have a lot more customers.
With proper UNE-P rates, we could have a lot of them.

Q. But I'm just asking today is that mostly the
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kind of customer you have or do you have others?

A. (Nurse) Well, it depends on whether you count
by -- and I don't have the numbers right off the top of my
head, but it depends on whether you count by revenue, by
number of customers, by number of lines. These tend to be
very large customers, maybe illustratively a 500-line
customer or a thousand-line customer.

A. (Kirchberger) Better described by enterprise
customers. I think Verizon uses the same definition. But
to try to just clarify an answer, you asked what type of
customer would pay this charge. I assume the customer would
be an interexchange carrier terminating traffic, not an end-
user customer,

Not being an access pricing expert, I cannot explain
in detail exactly how these charges line up. We do have an
access pricing witness later on that may or may not be able

to help you with the detail on this tariff.

Q. Is that Mr. Oyefusi?
A. (Kirchberger) Yes.
Q. Actually, I think that Mr. Nurse was closer to

answering the question I intended to ask, although you're
correct. I guess the customer would be the one paying the
access, but I was asking what type of AT&T customer, and I
think he answered --

A. {Kirchberger) I'm only trying to answer the
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guestion that you asked, and that would be the interexchange
carrier would be the customer.

0. I have the rest of the tariff here. I didn't
see another local switching charge in here, but I'm happy to
hand this up there toc you to see if there is some other
local switching charge in here that I should be asking about
instead if you want to take a minute to look at it.

" A. {Nurse) 1'd be happy to take it as a record
request, but I can guarantee you that we're not giving the
IXCs a free ride on UNE-P customers and charging them a zero
rate, although if we are, that may be an opportunity for us

to back bill them.

Q. Well, actually, that is a good idea. How about
this? 1I'll make a hearing request for any other intrastate
local switching rate that would be applicable in
Pennsylvania.

MR. BARBER: Just the local switching rate or carrier
access charge?

MS. PAIVA: Well, there are many pages of charges for
transit. I wasn't going to get into that. So there is a
local switching. Do you have a carrier charge?

MR. BARBER: Just for local switching, carrier access
local switching, understanding that we don't charge a
connection charge -- or we don't charge a carrier charge.

MS. PAIVA: Hang on a second.
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{ Pause.)

MS. PAIVA: Actually, it might be more helpful if you
could also calculate the traffic sensitive per minute rate
comparable to what you do for Verizon. 1I'm assuming it's
mostly the local switching:; right?

MR. BARBER: Can we go off the record, Your Honor?

JUDGE FORDHAM: Yes. We're off the record.

{Discussion off the record.)

JUDGE FORDHAM: We're back on the reccrd.

Ms. Paiva.

MS. PAIVA: To clarify our off-the-record discussions
of the data request, AT&T is going to give us, first, any
tariff references to any other local switching.charges
intrastate access that would be applicable in Pennsylvania;
and, second, a calculation done on an apples to apples basis
with the calculations they did for Verizon of the effective
rate per minute of access.

Did that capture it?

MR. BARBER: We'll take that, Your Honor.

JUDGE FORDHAM: Thank you.

BY MS. PAIVA:

Q. Then just to finish up with the document that we
marked as Exhibit 8, which I understand may not be
everything, but for the customers that it applies to, under

Section 15.2, AT&T would charge originating switching of
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1.7 cents per minute; correct?
A. (Nurse) Well, that's rounded up.

Q. Rounded up. 1.66867

A. {Nurse) That's what it says.

0. And the same figure for terminating switching;
correct?

A. {Nurse) Yeah. I note both of those are price

decreases apparently from the marginal D.

Q. Okay. Sc you believe that based on the fact
that this sheet was issued June 30th to be effective July
1st, 2003, that they were decreased at that time?

A {Nurse) That's what my recollection of the
tariff decoder ring would say, and I like rates moving in
that direction.

0. Do you have any knowledge of what they were

before they were decreased?

A. {Nurse) Higher.

Q. But vou don't know the number?

A. {Nurse) No, I don't.

0. Just to put it in context, this local switching

charge would be comparable to Verizon's local switching
charge of .9 of a cent per minute today. That's what
Verizon charges for local switching.

A. {Nurse; Yes.

Q. And AT&T charges 1.6686 cents per minute.
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A. (Nurse) For the digital link product.

MS. PAIVA: I think that's all I have, but let me
just find my notes under all these exhibits and make sure.

{ Pause. )

MS. PAIVA: Yes. That's it. I'm finished with my
cross. Thank you.

JUDGE FORDHAM: Thank vyou.

MS. PAIVA: I would alsc like to move Exhibits 1
through 8. You may have ruled on a couple of them already,
but I'll just move them all into the record at this point.

JUDGE FORDHAM: Yes. Four, 5, 6 and 7 have already
been entered. Are there any objections to Verizon Cross-
Examination Exhibit 1, which is the page from the AT&T Web
site?

MR. BARBER: We have no objection to any of the
remaining exhibits, Your Honor, 1 through 8.

JUDGE FORDHAM: Verizon Cross-Exam Exhibits 1, 2, 3
and 8 are hereby admitted.

{Whereupon, the documents marked as
Verizon Cross-Examination Exhibits
Nos. 1, 2, 3 and 8 were received in
evidence.)

JUDGE FORDHAM: Before we go to the next cross-
examination, I neglected at the beginning of the hearing to

have counsel enter their appearance. 50 we would do so now
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starting with Mr. Barber?

MR. BARBER: Good morning, Your Honor; Robert Barber
for AT&T Communications of Pennsylvania, LLC.

MS. CONOVER: Julia Conover for Verizon Pennsylvania
and Verizon North.

MS. PAIVA: Suzan Paiva for Verizon Pennsylvania and
Verizon North.

MR. SPARKS: Shaun Sparks for the Office of Consumer
Advocate.

MR. MICKENS: Kenneth L. Mickens for the Office of
Trial Staff.

MS. JONES: Good morning, Your Honor; Angela Jones
for the Office of Small Business advocate.

MR. CHESKIS: Joel Cheskis for the 0Office of Consumer

- Advocate.

MS. ARMSTRONG: Patricia Armstrong on behalf of Rural
Telgphone Company Coalition.

MS. SMITH: Kristin Smith on behalf of Qwest
Communication.

MR. POVILAITIS: John Povilaitis for Qwest
Communication Corporation.

MS., MISTURAK-GINGRICH: Kathleen Misturak-Gingrich
for MCI WorldCom Network Services.

MS. PAINTER: Michelle Painter for MCI WorldCom

Network Services.
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JUDGE FORDHAM: Thank you. The next cross-
examination will be for Mr. Mickens for OTS.

MR. BARBER: Your Honor, would it be an appropriat
time for a short break?

JUDGE FORDHAM: Yes. Let's take ten minutes.

MR. BARBER: Thank you, Your Honor.

(Recess. )

JUDGE FORDHAM: We're back on the record.

Mr. Mickens.

MR. MICKENS: Thank you, Your Honor.

CROSS-EXAMINATION
BY MR. MICKENS:

Q. Mr. Nurse, Mr. Kirchberger, my name is Ken

304

e

Mickens. I represent the Office of Trial Staff. I think

I've seen Mr. Nurse before in a couple of proceedings.
A. (Nurse) Good to see you again.
Q. Good to see you. I don't believe I've
encountered Mr. Kirchberger before.

I have a couple of guestions from your surrebuttal

testimony. At page 1, roughly lines 28 through 31 and over

to the top of page 2, you state that OTS Witness Mr. Kuba
position on access charges relies upon anachronistic and
anti-competitive concepts of residential local exchange

pricing and loop cost allocation.
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Is that you, Mr. Nurse?

A. (Nurse} Yes.

Q. It sounds like your language. You would agree
with me that Mr. Kubas did not refer to the appropriate
price for local exchange service, would you not?

A. (Nurse) 1I'm sorry?

0. You would agree with me that Mr. Kubas did not
testify with regard to the appropriate price for local
exchange service?

A, (Nurse) I think his testimony about the price
of local exchange service was that it should remain the
same. It should remain at its current rate.

Q. That the local exchange service should remain
the same?

A, (Nurse) That the repricing that the carrier
charges for the former GTE and the former Bell Atlantic
areas should be merged or averaged out to a carrier charge
that is approximately double the Verizon PA or former Bell
Atlantic current carrier charge.

Q. All right. And this term "residential local
exchange pricing," can you define what you mean by that?

A. (Nurse) Oh, I'm sorry. It straddles the page.
The residual in residual local exchange goes to the
traditional rate base/rate of return, and I'm a recovering

rate of return regulator, and there was nothing wrong with
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that at the time. But they would go through and essentially
pick a number for local rates and then push the other costs
onto traditionally access or before divestiture onto long
distance and very much ontc vertical features, and you see
that in a lot of alternative regulation plans or sort of
Chapter 30 like plans. But often vertical features, Call
Waiting, Caller ID are put into a different basket or bucket
and the LEC may have pricing flexibility on that but not on
the basic local exchange rate.

So that's this residual idea that you would take the
local service costs 0of the loop and you would spread them
jurisdictionally 25 percent interstate and 75 intrastate and
then you would further spread.them onto vertical services
and access services and long distance services.

Q. Let me stop you there. I appreciate that
historical perspective. What you're saying then is that it
relates to your feeling that some of these decisions that
were mentioned by Mr. Kubas that date from 1996 and 1997,
Commission decisions here in Pennsylwvania that date from
1996 aﬁd 1997, you refer to them as ancient, is that
correct, as ancient history?

A, (Nurse) I think they've been replaced by more
current and on-point Commission decisicns that feollowed
those. Those decisions that he cited initiated before the

passage of the Telecom Act, although the Orders came out
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afterwards, but I think the more relevant decisions are the
Global drder and the RTCC Order.

Q. Alsc, vou refer to the concept of joint and
shared costs vou associate with these ancient decisions from
1996 and 1997, the inference being that more recent
decisions move away from this concept of joint or shared
costs; is that correct?

A, {Kirchberger) Yes. Judge Schnierle in his RD
dated June 30, 1998, in the generic investigation of
intrastate access charge reform on page 53 said, "On the
other hand, the loop as a joint cost theory simply will not
work in a competitive environment because it fails to
recognize thé physical and financial reality that most of
the cost of providing a telephone network is incurred in
simply providing basic service.

"If society wants to replace the monopoly regulation
of local telephone service with open competition (as it has
indicated by the enactment of Chapter 30 and the
Telecommunications Act of 1996) then it must be prepared to
allow prices for local telephone service to be more
reflective of reality."”

That coupled with the glcbal decision and coupled
with this Commission's recent Order in the Sprint RTCC case
just last month points to the fact that implicit subsidies

should be replaced by explicit charges.
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Q. All right. Let me ask you a question. What was
the date on that Order by Judge Schnierle?

A. (Kirchberger ) Let me repeat the date; June 30,
1998, and this was the precedent to the Global Order.

Q. That's interesting. Decisions by the Commission
in 1996 and 1997 are ancient, but a Recommended Decision by
a Administrative Law Judge in 1998 is apparently very
topical and very appropriate and very contemporary. Is that
what you're saying?

MR. BARBER: I need to interpose an objection to the
way the testimony is being mischaracterized here. What was
being described as anachronistic was the theories that were
being espoused not only by the 0TS witness, but by other
witnesses for residual loop pricing and loop allocation.

It was anachronistic thecories that are being espoused, not
ancient decisions that were being derided.

S0 if we can just be accurate in terms of the way the
testimony is being characterized, I'd appreciate it.

MR. MICKENS: Your Honcr, 1 believe I was being
accurate. Mr. Kirchberger guoted from a Recommended
Decision by an Administrative Law Judge obviously in support
of the general testimony that some of these ideas that Mr.
Kubas had been referring to were old and ancient form 1996
and '97.

My follow-up question simply said, you know, a year
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later, apparently these mattérs are now contemporary and a
Recommended Decision from 1998 is apparently -- you Kknow, we
can cite that and refer to it. It's not old and
anachronistic. That's all.

WITNESS NURSE: The sea change that you're ignoring
was the péssage of the Telecommunications Act, which
fundamentally changed the landscape, that fundamentally
changed the national policy of protected monopoly LECs
having implicit subsidies and achieving universal service
through intra-company subsidies and from access subsidies to
local, expressly changed and explicitly reqguired support to
be implicit.

Judge Schnierle recognized that. Society made a
change in the passage of the Telecommunications Act and
moved to a competitive local market and that there were
certain changes that would be necessary in access and local
pricing to do that.

His Recommended Decision in '98 was adopted by the
Commission in the global in '99 and then taken further with
the rural companies in the RTCC/Sprint settlement.

BY MR. MICKENS:

Q. All right. So any decision from the Commission
after 1998 then has the possibility of being considered
contemporary?

A. (Nurse) I mean, I wouldn't say that
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universally. You have to look at what it is that they're
addressing. I mean, if they're addressing service
reliability or a safety issue, electrons still flow the same
way and cable clearance would need to be the same in 1950
as, you know, 2003. So you have to look at the subject
matter that you're talking about.

But if you're talking about access rates which had
implicit support in them for local service instead of
universal service before and after the passage of the
Telecommunications Act, yes, the Commission has treated
those differently. That's why they created a Universal
Service Fund after the Act.

Q. Gentlemen, you would agree with me that the
Commission has determined that the carrier common line
charge -- has defined what the carrier common line charge is
designed to be?

A. (Nurse} Just to get the terminology right, the
carrier common line charge was the charge before the global
that was converted to the carrier charge after the global?

Q. That'slcorrect. Now it's referred to the CC or
carrier charge.

A, (Nurse) Right. Okay. I'm sorry. Could you
restate your gquestion?

Q. Would you agree with me that the Commission has

defined what that CC charge is designed to recover?
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A, (Nurse) My recollection in the global was that
Verizon had a cap before the gleobal. It's not a proprietary
number, I don't think.

JUDGE FORDHAM: Just a minute. Let's go off the
record.

(Discussion off the record.)

JUDGE FORDHAM: We're back on the record.

WITNESS NURSE: So Verizon, for example, had a I
believe it was a $44 million carrier common line charge,
which was a fix amount that it was seeking to recover on a
per minute basis. That's always kind of a 1lit bit difficult
to do unless you know exactly how minutes there are.

The Global Order converted that to a line charge, to
a flat fee.

BY MR. MICKENS:

Q. Are you familiar at all with the Commission
decision which was entered April 10, 2003 involving North
Pittsburgh Telephone Company?

A, {(Nurse) I don't believe so.

A. (Kirchberger) I'm not.

MR. MICKENS: Your Honor, may I approach the
witnesses?

JUDGE FORDHAM: Yes. Would you give us the docket
number for that?

MR. MICKENS: Yes. Your Honor, this is an Order by
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the Commission involving a neutral rebalancing proposal that
was approved by the Commission, and the docket number is
R-00038087.

JUDGE FORDHAM: Thank you.

{ Pause. )

MR. MICKENS: Your Honor, ; have a copy for the
witnesses. I'm going to ask them to look at this and read
into the record --

WITNESS NURSE: Do you have a second copy?

MR. MICKENS: Nc. I just have the one copy.

BY MR. MICKENS:-

Q. Page No. 2, Footnote No. 4, I would just.ask
vou, once you review the document, to read that into the
record.

(Pause.)

A, (Nurse) The footnote reads, "The common carrier
line charge compensates the company for use of its local
loops by interexchange carries in the origination and
termination of long distance calls."

There is no common carrier line charge at issue in
this docket.

Q. I understand. You agree that it is a definition
0f what the CC charge is designed to do?

A, (Nurse) Neo. I agree that it's a collogquial,

historical reference to what it was. When the common
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carrier line charge was created, when you had access rates
created in the '80s nearly 20 years ago, the notions of loop
allocation were common in monopoly regulation, and I think
this is that sort of description of it. I don't think it's
a Commission finding that going forward loops should be

allocated to IXCs.

Q. Okay. So you think that the Commission still
can't get out of that ancient anachronistic approach toward
the carrier common line charge, and even though we're now in
the year 2003, after the Telecommunications Act and after
1998, what you're saying apparently is that the Commission
still has not gotten the message?

A. (Nurse) No, no. I think the RTCC Order is
guite clear that the Commission has gotten the message, but
I think --

Q. So you --

A. {Nurse) If I could finish my answer. I think
the public parties didn't get the message. The Commission
was guite clear, and they said that the subsidy should be
moved from access rates because it was distorting
competition in the long distance market and it was hampering
local entry and that they needed to go through a process, a
difficult process of moving hundreds of millions of dollars,
and how could you reduce access rates in a reasonable way,

increase local rates in a reasonable way, which they did,
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including raising the local price cap above 16, up to $18.00
even, work in the Universal Service Fund to do this.

So it's a complicated process that involves multiple
yvears and multiple steps, but the Commissicon has made clear

their objective is to make implicit subsidies explicit.

Q. All right. But they still have this language --

A, (Kirchberger) Could I just finish that answer,
because --

Q. Just a --

A, (Kirchberge;) Because --

JUDGE FORDHAM: Mr. Mickens and then --

WITNESS KIRCHBERGER: Since --

JUDGE FORDHAM: No; Mr. Mickens.

WITNESS KIRCHBERGER: 0Oh, okay.

BY MR. MICKENS:

Q. So even though they've understood this change,
what you seem to be saying is that in Commission Orders, in
recent Commission Orders, they still are subject to using
language which is dated. So that even terms that are
defined in recent Orders may, in fact, rely upon old
thinking. So that we should be careful about our
interpretation of what language is coming out of Commission
Orders. Is that what you're saying?

A, (Nurse) No. There are so many predicates in

the question that I couldn't agree with. The carrier common
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line charge is just a subsidy. There is no direct cost
associated with it. It essentially is a historical legacy
that essentially was built into LEC revenue reguirements
when they had revenue requirements, and as they moved
towards Chapter 30 plans, it was histeorically there.

The Commission has recognized that the difference
between access costs and access rates constitutes a subsidy.
It's recognized explicitly distortion, and it said even in
the RTCC Order, it expressly said this was not their final
word on it, that they're moving. This is a long program.
They started in the global. They went further in the RTCC
Order, and they said they have to go furéher still. It's a
big, difficult transition to completely restructure local
rates, access rate, which will restructure necessarily long
distance rates.

Q. And perhaps as a result of this proceeding we
can move even further and heopefully the language will be
updated.

A. (Nurse) I think the only question in this
proceeding is how far we move.

Q. We'll see.

MR. MICKENS: That's all I have for these witnesses,
Your Honor. Thank you.

JUDGE FORDHAM: Thank you. Mr. Sparks.

MR. SPARKS: Thank you, Your Honor.
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JUDGE FORDHAM: You're welcome.

MR. SPARKS: Your Honor, the first line of the cross-
examination of the OCA invelves proprietary information. So
I would request that we go on the proprietary record.

JUDGE FORDHAM: Okay. We're on the proprietary

record at this tTime.

(Whereupon, the fcllowing pages 317 through 319 were

sealed and bound separately.)
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BY MR. SPARKS:
Q. When a Verizon customer with AT&T as their toll
carrier, when they make a toll call, doesn't that call

travel over the Verizon loop?

A. (Nurse) Yes.

Q. And --

A. (Nurse) Or two loops.

0. If an AT&T call is coming into a Verizon local

service customer, does that call go over the Verizon loop as
well?

A. (Nurse) Yes.

MR. SPARKS: Thank you. I have nothing further.

JUDGE FORDHAM: Thank you. Does anyone else have
cross-examination for these witnesses?

{(No response. )

JUDGE FORDHAM: Any redirect?

MR. BARBER: A few guestions, Your Honor.

REDIRECT EXAMINATION

BY MR. BARBER:

0. Just on the last peint Mr. Sparks was
addressing, when a call from a wireless carrier goes to a
Verizon local exchange customer, does that call go over the
Verizon loop?

A, (Nurse) A wireless to a wire line call will

cnly go over one loop.
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Q. But if it's being terminated at a Verizon local

exchange customer, does that go over that Verizon --

A, (Nurse) Yes, That minute of use would go over
the loop.
Q. And a message from an Internet service provider,

would that go over the Verizon loop?

A. (Nurse) Yes.

Q. Just a couple questions related to a couple
questions from Ms. Paiva. Turning to ~-

A {Nurse) I think that should be a message to an
Internet service provider.

Q. I'm sorry. Turning to Verizon Cross-Examination
Exhibits 1 and 2 dealing with the in-state connection fee a
charge that is assessed only in Verizon Pennsylvania's

service territory?

A. (Nurse) No.
A. (Kirchberger) No.
Q. One at a time. I'm glad I got the right answer

from both of you.

A, (Nurse) I forget the section, but the Telecom
Act requires long distance prices to be set on a statewide
average basis. If we were looking -- and that's driven for
equity. If we were going by efficiency, then long distance
pricing would reflect the access prices of the respective

LECs, but that would make long distance pricing very
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expensive in LECs who have high access prices.
We have to set postal rates, as they used say,
statewide rates at retail even though we have radically
different access rates, and this rate is applied statewide

also.

Q. So it's also fair to say that this rate reflects

AT&T's access experience across the state; would that be

correct?
A, (Nurse) Yes, Verizon and Verizon companies.
Q. And as I believe Verizon has noted in its

testimony in this case, the rates that AT&T experiences in
non-vVerizon Pennsylvania local exchange territories are
gsubstantially higher than what we experience in Verizon
Pennsylvania service territory; correct?

A, (Kirchberger) That's correct.

Q. There was some confusion at least in my mind
about when Ms. Paiva was describing regicnal toll calls
versus interstate long distance calling.

Would it be fair to say that regional toll calling is
generally what is known as intralATA toll calling?

A. {Nurse) Yes.

0. As opposed to interstate long distance, which
would generally be considered to be interLATA toll calling?

A. (Nurse) There are three gradations. There is

intralATA, and then there is interLATA, which is between
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LATAs. That could include Philadelphia to Pittsburgh.
And then there would be also interLATA that is interstate,
which might be Philly +to0 New York.

Q. I guess to further complicate the matter,
oftentimes when a company may be referring to regional toll
calling, it can also use the term local toll calling
somewhat interchangeably with that?

A. {Nurse) Yeah; aﬁd I think you see that in the
Verizon Exhibits 4, 5, 6 and 7. When you go down and look
at what they call their generically intraLATA calling, they
have some regional calling and local toll, and I think
that's recognized and different customers might have heard
it a different way, and you want to try to put a term to a
customer so that he recognizes it whether it's technically
correct or not.

Q. And, finally, turning to Verizon Exhibit 8, and
I know we're going to be providing some additional data to
the extent we've got it, but would it be fair to say looking
at the third page of that exhibit, would that indicate that

AT&T has attempted to match Verizon's intrastate access rate

gtructure?
A, (Nurse) Not necessarily the structure.
Q. In what way would this indicate that the

structure has not been matched?

A. (Nurse) Well, the switching rate is higher, but
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Q. I'm talking about the structure as opposed to --

A. (Kirchberger) There is no carrier charge on
this page. That's one obvious difference.

Q. AT&T doesn't assess a carrier charge?

A. (Nurse) Right. So you don't have the same
number of rate elements and vou don't necessarily have the
same number of rates, but you could have more or less
elements, higher or lower rates. The effective price could
be higher or lower in any combination. You have to run
through the analysis to see what that means.

Q. I mean, if you were to just look, for example,
at the one end, the originating switching charge there, does
that equate in any way to an access charge that is already
in the record, page 4 of your rebuttal testimony?

A. {Kirchbherger) Yes. It's similar to the one end

combined rate of somewhere near 1.8 cents, 1.79 cents or

whatever.
Q. For Verizon Pennsylvania?
A, {Kirchberger) For Verizon, yes.

MR. BARBER: That's all the guestions I have, Your
Honer. Thank you.

JUDGE FORDHAM: Thank you. Anything further?

MS. PAIVA: Yes. I do have a couple.

JUDGE FORDHAM: Ms. Paiva.
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RECROSS-EXAMINATION

BY MS. PAIVA:

Q. Mr. Barber asked you about the in-state
connection fee and the fact that you charge it all over
Pennsylvania, not just in Verizon Pennsylvania territory.

My question for you is: do you intend to reduce the
$1.95 in-state connection fee in light of the Commission's
approval of the RTCC settlement?

A. (Kirchberger) As I had indicated before, we
look at our total pricing packages. The in-state connection
fee is a portien of that. So as we evaluate this, we will
react appropriately. I cannot make pricing decisions from
the stand.

MR. BARBER: If I could note, despite -~ I think Ms.
Armstrong confirmed this on the record yesterday. Despite
the fact that the Commission issued its Order, wvarious
companies are not yet taking the action to implement that
Order, so we do not yet have the access reductions yet that
one would expect frcom that Order. So as yet, we haven't had
a pricing reaction.

WITNESS NURSE: And that Order also sets out changes
over multiple years, and sole discreticon I think ig a common
term in that Order for various ways a LEC can structure
that.

BY MS. PAIVA:
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Q. So you're waiting to see if they actually do
reduce their access charges and, if so, by how much?

A. (Nurse) That's a large component of it, and
then, of course, we're restricted to average pricing. It
would be more efficient to price each toll call relative to
its terminating and originating access and to charge a
really high toll rate for a customer who has a really high
access rate. That would send the right price signal to that
customer, but we're required to take those high prices and
average them out

So if one company changes their access rate, we can't
necessarily change our toll rate, because we have to deal
with average toll and average access over the state.

Q. Actually, you're touching on my next gquestion.

I think I understood what you just said and you said before
in response to Mr. Barber that AT&T comes up with $1.95
basically by averaging what it's paying for access over the
entire state; correct?

A. (Nurse) I think it comes up with $1.95 in
Pennsylvania by looking at access rate. That fee is
different in different states.

Q. So for Pennsylvania, in Verizon Pennsylvania
territory, you're paying a carrier charge of 63 cents. The
in-state connection fee of $1.95 is higher because,

basically, customers in Verizon Pennsylvania territory are
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being charged, 1 guess, to recoup the higher access in the
other states.

A. (Nurse) That's the federal law. That's not my
choice. Congress required us to average our toll rates, and
before divestiture, we had toll customers, long distance
customers statewide. It would have been much more
advantageous if we had been a start-up company who then had
a large -- say we got like approval to offer long distance
and we could offer it and market it just in, say, the
Verizon PA territory or the --

Q. I think you're going beyond my gquestion again.
The answer was yes; right?

A, (Nurse) The answer is that our access rates are
statewide. Our toll customers are statewide. If we had a
different geographic footprint, a geographic footprint like
yours, we could have had a different connection fee, because
we would have faced different access costs.

Q. But the answer to my question was yes? Do you
recall the question?

A. (Nurse) Your gquestion is --

Q. My guestion was: AT&T customers located in
Verizon Pennsylvania territory are basically paying a higher
in-state connection fee in order to recover the money that
AT&T is paying in the rural carrier's territory?

A, (Nurse) Yeah. There's averaging going on
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there, just like there's averaging in your settlement.
Q. So, yes?
A. (Nurse) Yes. Yes, we average the access rate.
MS. PAIVA: That's it. Thank you.
MR. BARBER: I have no further questions, Your Honor.
I'm afraid to ask any.
JUDGE FORDHAM: Thank you. We have the statements,
AT&T Statement 1.0 and AT&T Statement 1.1. Are there any
objections to the admission?
(No response.)
JUDGE FORDHAM: Hearing none, they're both admitted.
{Whereupon, the documents marked as
AT&T Statements Nos. 1.0 and 1.1 and
Exhibits Nos. K-N 1 through 8 were
received in evidence.)
JUDGE FORDHAM: Thank you, gentlemen.
(Witnesses excused.)
MR. POVILAITIS: Your Honor, while we're changing
witnesses, could we have a clarification that the responses
to the periodic in-hearing data requests that are being made
will be served electronically on all parties?
JUDGE FORDHAM: OQOkay.
MR. POVILAITIS: I just wanted to mention that before
the record closes. We appreciate that.

JUDGE FQRDHAM: We have talked about on-the-record
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data requests, and we're asking that they be served
electronically so we don't have a lag in the time period
that they're received.

MR. POVILAITIS: Thank you, Your Honor.

JUDGE FORDHAM: Thank you, Mr. Povilaitis.

MS. JONES: Your Honor, I'm assuming that Exhibits
K-N 1 through 8 are also admitted.

MR. BARBER: Yes, to the extent they were part of --

JUDGE FORDHAM: Yes. They are part of the statement.
Thank you very much.

MR. BARBER: AT&T would call Dr. 0Ola Oyefusi.

Whereupon,

OLA A. OYEFUSI

having been duly sworn, testified as follows:

JUDGE FORDHAM: Would you state your name and
business address for the record, please?

THE WITNESS: Ola A. Oyefusi, 3033 Chain Bridge Road,
Qakton, Virginia.

JUDGE FORDHAM: Thank you. You may proceed, Mr.
Barber.

MR. BARBER: Thank you, Your Honor.

DIRECT EXAMINATION
BY MR. BARBER;:
Q. Dr. Oyefusi, do you have before you a document

entitled "Rebuttal Testimony of Dr. Ola A. Oyefusi on Behalf
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of AT&T Communicaticns of Pennsylvania, LLC," identified as
AT&T Statement 2.0 and dated July 18, 20037

A. I do.

0. And is that a document that consists of 12 pages
of written questions and answers, as well as four exhibits
labeled OAO Rebuttal Exhibits 1 through 47?

A. Yes.

(Whereupon, the documents were marked
as AT&T Statement No. 2.0 and
Exhibits Nos. 1 through 4 for
identification.)

BY MR. BARBER:

Q. And was this document prepared by you or under
your direct supervision?

A, Yes, it was.

Q. Do you have any corrections, additions or other
modifications to make to this document?

A. Yes, I do. On page 7, Footnote 7, after "vZ
Response to AT&T III-1," strike everything after that.

Q. So for Footnecte 7, page 7, the footnote would

just read, "VZ Response to AT&T III-1."?

A, That is correct.

Q. Da you have any other changes?

A. Yes. On page 8 --

Q. One of these will be a proprietary number, I
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believe, a percentage.
a. Yes, but I will be -- there is a number on line
19. Strike the "8" and insert "7." I will nct say the
number that precedes it.
Q. So on line 19, the proprietary figure, the

second digit would be a "7" rather than an "8"7?

A. That's correct.
Q. Any other changes?
A, Yes. On line 20 of the same page, page 8,

strike one zero after the decimal point. So that number

should read ".000144."

Q. Subject to those -- are there any other changes?
A. No.
0. Subject to those modifications to AT&T Statement

2.0, if I were to ask you the guestions that are set forth
in AT&T 2.0 today, would your answers remain the same?

A. Yes, they would be.

MR. BARBER: With that, Your Honor, I would move for
the admission of AT&T Statement 2.0 subject to cross-
examination and would make Dr. Oyefusi available for cross-
examination.

JUDGE FORDHAM: Thank you. Verizon, Ms. Paiva.

MS. PAIVA: Yes. Thank you, Your Honor.

CROSS-EXAMINATION

BY MS. PAIVA;
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Q. Good morning, Dr. Oyefusi.
A. Good morning, Ms. Paiva.
Q. I just have a few questions for you.

In your testimony generally, you attempt to calculate
the cost to Verizon of providing access service using

unbundled network element or UNE rates; correct?

A. Did you say a cost to Verizon?

Q. Yes:; Verizon's cost of access.

A. Okay.

Q. Is that correct?

A. Yes.

0. UNE rates are the prices that are charged to

companies that want to use part of Verizon's network to
provide local telephone service; correct?

A. UNE rates are the cost of unbundled network
elements which are elements that are derived from the same
network that use access.

Q. And unbundled network elements are used to
provide local service, competing local service using
Verizon's network; correct?

A. Yes. Unbundled network elements are used to --
some of the unbundled network elements -- there are several
of them. Some are used to provide local exchange service by
competitive local exchange carriers, and there are elements

within the unbundled network elements that are also similar
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to elements that are used to provide access service.

Q. The prices for unbundled network elements, which
are what you use here, those are set under specific FCC
rules known as the TELRIC rules; correct?

A. When you say they are set, what do you mean?

Q. The prices that are set for unbundled network
elements, they're set by the Commission. The Commission is
required to follow these rules, the FCC rules known as
TELRIC; correct?

A. Well, yveah. The unbundled network elements, the
cost of unbundled network elements were calculated using the

TELRIC costing system.

Q. And TELRIC is based on an FCC regulation;
correct?
A. TELRIC is based on a costing methodology which

preceded the FCC regulation.

0. But is memorialized in and required by the FCC
regulations?
A, The FCC requires certain rules to be followed

when calculating the costs, but the FCC did not invent the
costing methodology that actually underlied the TELRIC.

0. I understand, but the FCC requires TELRIC to be
used for unbundled network elements?

A, That's correct.

Q. Generally, the TELRIC -- I mean, I may be being
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too general here, but the TELRIC rate for a network element
is based on what it would cost a hypothetical network to
provide the element using the most efficient technoclogy
currently available and the lowest cost network
configuration; right?

A. Could you repeat that again?

MR. BARBER: Are you quoting from a particular FCC
document?

MS. PAIVA: No. I was paraphrasing the rules. If he
can't answer the gquestion, that's fine. Let me ask it again
and see if he can answer it.

BY MS. PAIVA:

0. Generally, do you understand the TELRIC standard
to be that the price is set based on what it would cost a
hypothetical network to provide the element using the most
efficient technology currently available and the lowest cost
network configuration?

A. That is one of the rules that are supposed to be
followed when you're calculating those costs, and there's
others, tco.

MS. PAIVA: Your Honor, may 1 approach the witness?

JUDGE FORDHAM: Yes, you may.

MS. PAIVA: I have two FCC Orders. These are cited
in our testimony, so I was not going to mark them as

exhibits, but I have extra copies.
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{ Pause. )

JUDGE FORDHAM: Ms. Paiva, for the record, could you
explain which Orders you jusf were referring to?

MS. PAIVA: Yes, Your Honor, I will.

JUDGE FORDHAM: Thank you.

MS. PAIVA: Your Honor, I've put before Dr. Oyefusi
excerpts from two FCC Orders, which I'm not going to have
marked as exhibits, because they are FCC Orders and they're
cited in our testimony, but for the record, I'll just
describe what I've put in front of him,.

I've noted on the top the common name for these
Orders, which in our brief we note the common name so it's
easy to match it up.

The first one is commonly known as the Access Reform
Order, and it's more formal title is "In the Matter of
Access Charge Reform," the FCC's First Report and Order
issued May 16, 1997, This is just an excerpt from the
Order, not the entire Order.

The second one is commonly referred to as the CALLS
Order, C-A-L-L-S. This is also just an excerpt, and it's
also more formally known as as the "In the Matter of Access
Charge Reform." It's the FCC's Sixth Report and Order
issued May 31, 2000.

BY MS. PATIVA:

0. Dr. Oyefusi, I have just excerpted parts of this
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Order. Have you read these two Orders or are you familiar
with them?

A. At some point in time; I might have -- 1 have
read them.

0. In the CALLS Order, if you turn to the third
page of my excerpt that I gave you up there, this is in
paragraph 164 of the CALLS Order, and if you look at the
language that I underlined for you, would you agree with me
that the FCC says, "UNEs and access charges are subject to
different pricing standards"?

MR. BARBER: Do you want him to read the full
sentence?

MS. PAIVA: If he wants to read the full sentence, he
can. There are a couple more words.

THE WITNESS: I'm trying to read the whole paragraph.

{Pause. )

THE WITNESS: Okay. The FCC is saying here that they
have chosen this policy, their policy, to treat UNEs and
access differently. Why they have chosen to do that is a
public policy decision. What they are not saying here is
that the network that carries the UNE or local connectivity
calls is different technically from the network that carries
access, and there is one Order that, if yvou go back to the
series of the Orders that the FCC has issued over the years,

there is, I believe, the Remand Order when the FCC was
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talking about whether special access should be priced as
UNE.

The FCC in that Order also admitted that because of
the Universal Service concern, that was the only reason why
the FCC did not allow special access to be priced by UNE,

Sc there is a public policy concern in play here,
which is the universal service. They wanted to continue to
retain the Universal Service Fund or the contribution to the
Universal Service Fund, and that was the only reason why
they could justify treating UNEs and access differently; and
the same thing applies here, I believe.

BY MS. PAIVA:

Q. So as a public policy matter, the FCC decided
for the reasons that you just stated to treat UNEs and

access separately for pricing reasons or for pricing

purposes?
Al Yes.
Q. If you could turn then to the Access Reform

Order, to the third page of the package that I copied for
vyou, and it's paragraph 199, I've underlined some language
here. "We disagree with those commentors that argue that
the Local Competition Order requires us immediately to
prescribe rate levels for access elements based on long-run
incremental cost.

"The Local Ccmpetition Order addressed inter alia the
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pricing of unbundled network elements. While unbundled
network elements may be used to provide interstate access
services, their availability at TELRIC-based prices does not
compel adoption of similar rates for access services.'

Is this just another manifestation of the FCC's
policy decision that you described?

A. I would emphasize one word here, "immediately,
which tells me that the FCC has not closed the door here.
The FCC is saying that at the time that we're writing this
Order, that we're not ready to price access at UNE.

That dcesn't mean that the FCC is not going to move
in that direction or do not intend to move in that
direction.

0. Right. But today, sitting here today, the FCC
does not price interstate access at UNE rates under the
TELRIC methodology, does it?

A. Today, the FCC does not price interstate access
at UNE, but the FCC over the years after this Order was
issued has taken significant steps towards that direction.

Q. And that's been basically through industry
settlements; correct?

A. It was through a proceeding, and the industry
saettlement came in between, but the FCC issued an Order and
adopted the industry settlement.

Q. In your testimony when you're using particular
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UNE rates to do your calculaticons, those are Verizon PA's
UNE rates under the Commission's Tentative Order; correct?

A. Well, I did a couple calculations. I did one
using the current Verizon PA UNE rates and I did another
calculation using the results of Verizon PA's compliance
filing to the Commission's Tentative Order.

0. But you do understand that the compliance filing
to the Tentative Order has not yet been accepted? They're
not yet final rates; correct?

Ao They're not final rates, but the Commission made
some definitive decision in that Order and remanded whatever
was still -- I mean regarding inputs. The Commission
adopted some inputs in that Order and asked Verizon to file
compliance using those inputs.

Q. And Verizon filed the compliance using the
inputs, but now the Commission has still entertained
comments on the inputs and is at some point is going to
issue a Final Order on the inputs? |

A, Yeah. The Commission has not issued a Final
Order.

Q. Now, you say, I guess it's fair to say, that
AT&T believes that it's appropriate to evaluate Verizon's
costs of providing access based on UNE rates; right?

A. The access cost study uses the TSLRIC costing

methodology. UNEs use the TELRIC costing methodology. They
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are both based on forward-loocking incremental cost
methodology. So you are making a distinction without a
difference here.

Q. Then my next question is dees AT&T also bel;eve
that the cost of providing access for all Pennsylvania ILECs
should be based on TELRIC?

A, Do we believe that all LECs should base their
costing methodology on TELRIC? We believe all LECs should
base their costing methodology on forward-looking
incremental cost.

So when you apply that costing methodology to a total
gservice, you will be dealing with a TSLRIC cost study.

When you apply it to elements, you will be dealing with
TELRIC. BSo, regardless, depending on what you apply it to,
whether you are applying it to calculate the other pieces of
the network, you will be dealing with TELRIC, but they are
still the same costing methodology; and if you're using the
same network, the answer should be the same.

Q. So, just to be clear, if you were trying to
figure out the costs of providing access for one of the
rural companies or for Sprint or for Alltel, in theory, you
believe that TELRIC would be the proper standard for any of
those companies to determine the cost of access?

A, I believe the forward-looking incremental cost

would be the proper standard. So whether yvou decide to use
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that costing methodology to calculate elements, then you'd
be dealing with TELRIC. If you're using that forward-
looking incremental cost to calculate the cost of the
service for that rural company, you'd be dealing with
TSLRIC. You have a TSLRIC cost study instead of a TELRIC
cost study.

Sc the difference is that in one study, you are
calculating the cost of pieces cof the network.

0. Right.

A, In the other study, you are calculating the cost
of a service:; and if you take your local exchange service,
for example, there are pieces of the network that make up
the local exchange service. So if you want to know the
different pieces, you have to calculate and use the TELRIC.
If you just want to calculate the total cost of the service,
you use your TSLRIC.

Q. So I think what you're saying then is even
Verizon's costs should be evaluate using the TSLRIC study,
but you just don't agree with the inputs that we used in ouxr
TSLRIC study?

A, I believe that if you put the same inputs that
you used for your TELRIC study in your TSLRIC study, you

will get the right answer for access.
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MS. PAIVA: I have nothing further.
Thank you, Dr. Oyefusi.
JUDGE FORDHAM: Thank you.
Does any other party have any cross for this witness?
(No response.)
JUDGE FORDHAM: Any redirect, Mr. Barber?
MR. BARBER: No, Your Honor.
JUDGE FORDHAM: Thank you.
THE WITNESS: Thank you.
(Witness excused.)
JUDGE FORDHAM: We have AT&T Statement 2.0, with
Exhibits 1 through 4. Are there any objections to the
admission?
(No response.)
JUDGE FORDHAM: Hearing none, the statement and the
exhibits are admitted without objection.
(Whereupon, the documents marked
as AT&T Statement No. 2.0 and
Exhibite 1 through 4
were received in evidence.)
JUDGE FORDHAM: Next we have MCI's case.
MS. PAINTER: Yes. Thank you, Your Honor. MCI calls
Dr. Michael Pelcovits to the stand.
JUDGE FORDHAM: Please raise your right hand.

Whereupon,
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MICHAEL D. PELCOVITS
having been duly gworn, testified as follows:

JUDGE FORDHAM: You may be seated.

THE WITNESS: Thank vyou.

JUDGE FORDHAM: Would you state your name and
business address for the record, please?

THE WITNESS: My name is Michael Pelcovits. My
business address is 1155 Connecticut Avenue, N.W.,
Washington, D.C., 20036.

JUDGE FORDHAM: Thank vyou.

You may proceed, Ms. Painter.

MS. PAINTER: Thank you, Your Honor.

DIRECT EXAMINATION

BY MS. PAINTER:

Q. Dr. Pelcovits, do you have before you what has
been marked MCI WorldCom Network Services Statement 1.0,
which is your rebuttal testimony?

(Whereupon, the document was
marked as MCI Statement No. 1.0
for identification.)

THE WITNESS: I do.

BY MS. PAINTER:

Q. And was this prepared by you or under your
direct supervision?

A, Yes.
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Q. Do you have any corrections to the testimony?

A, I do. On page 13, Table 3, the first row of the
table which gives the local switching rates, I have a
correction for the second column of data. Instead of
0.17085, the correct rate is 0.2431, and as a result of
that, the percentage shown in the right-most column, instead
of 546.4 is changed to 384.0 percent.

Q. Do you have any other corrections or
modifications to your testimony?

A I do not.

Q. Is the information contalined in this statement,

with that correction, true and correct to the best of your

knowledge?
A. Yes.
. If I were to ask you the same questions today,

would your answers be the same?
A. Yes.
Q. Do you also have before you what has been marked
MCI WorldCom Network Services, Inc. Statement 1.1, which‘is
your surrebuttal testimony?
(Whereupon, the document was
marked as MCI Statement No. 1.1
for identification.)
THE WITNESS: I do.

BY MS. PAINTER:
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Q. Was this prepared by you or under your direct
supervision?
A. Yes.

Q Do you have any corrections to this statement?

A. I do not.

Q Is the information contained therein true and
correct to the best of your information and belief?

A. Yes,

Q. If I were to ask you the same questions today,
would your answers be the same?

Al Yes.

MS. PAINTER: Thank you.

Your Honor, with that, I would move for the admission

of MCI WorldCeom Network Services, Inc. Statements 1.0 and

JUDGE FORDHAM: Thank you.

Verizon, Ms. Conover.

MS. CONOVER: Yes.

CROSS -EXAMINATION

BY MS. CONOVER:

Q. Gocod morning, Dr. Pelcovits. My name is Julia
Conover. I’'m the attorney for Verizon. I have a few
questions for you.

First, a very general qguestion. Would you agree in

general that the longer a loop is, the higher is the cost
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for that loop, all things being equal?

A. All things being equal, yes, I would agree.

Q. And generally, rural loops have higher costs
than urban loops?

A. In addition to, or do you mean because of the
length?

Q. I think it's primarily -- wouldn’'t you agree
that they have higher costs primarily attributable to the
longer lengths?

A, Well, T don't know if it’s primarily attributed
to longer lengths. There’s probably two key factors. One
is the length of the loop and the other is the density, and
density has a big effect also. So for both of those
reasons, generally rural loops are more costly than urban
loops.

Q. Thank you for that clarification.

On page 32 of your testimony you state --

MS. PAINTER: This i1s Statement 1.0°?

MS. CONOVER: I'm sorry; ves, it is.

BY MS. CONOVER:

Q. Your direct testimony. Most of my questions are
about your direct testimony. I should mention that.

You state, "Long distance carriers" -- this is on
line 11 or so. '"Long distance carriers have nc feasible

alternatives to reach most local telephone customers in
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Pennsylvania except by using switched access." Do you see
that statement?

A. I do.

Q. First of all, does MCI serve local customers in
Verizon Pennsylvania territory?

A Yes.

Q. Do you know approximately how many? I don’t
want to get into anything proprietary, but just order of
magnitude, approximately how many?

A. No, I don't.

Q. Would you expect that it would be in the
hundreds of thousands?

A. I think that’s probably correct.

Q. Am I correct that most of these customers are
gerved using the UNE Platform, or UNE-PB?

A. If we’'re talking about residential customers, I
would say vyes.

Q. But business customers would be served in other
ways?

Al Yes.

Q. And how would they be served?

A, Business customers might -- most likely, the
larger business customers are mostly served, at least to the
best of my knowledge, using special access, which is

essentially the local exchange carrier’s loops, with proper
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electronics to enable the higher capacity for the larger

customers.

Q. To set aside the larger customers who are served
in that way, would it be fair to say that for those
customers MCI is not paying switched access charges, by
definition?

A. MCI would not being paying switched access on
the originating end where MCI is providing local service
using UNE-P; they would still be paying switched access on
the terminating end of calls that terminate to Verizon local
customers.

0. Does MCI serve any local customers in the
Verizon North territory?

A. I don‘t know.

Q. ﬁould it be fair to say that if it does, they
would be very few?

A. I just don’t know the answer.

Q. You really don’t know.

Are you familiar with the FCC local competition
report, generally, the most recent one that has been issued
by the FCC?

A. Do you mean the Triennial Review Report or --

Q. No. I'm sorry. I'm not going to ask you a
question about that. I mean, essentially there's a report

that’s periodically issued by the FCC on data on local
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telephone competition.

A, Yes, I am familiar with that.

Q. Would you accept, subject to check, or would you
verify that as of 12/31/2002, the FCC reports that there are
1.5 million CLEC lines in the state of Pennsylvania?

A. That sounds about right. I haven’'t looked at it
recently.

Q. Okay. Thank you.

A, Of course -- I thought you’d follow up. I just
wanted to add that that’s CLECs serving both with unbundled
loops, UNE Platform and their own facilities.

Q. Correct. Would it be your recollection that
about 600,000 of those are being served via UNEs?

A. That’'s about right. 1It's starting to level off,
I mean, I think it’'s -- since you mentioned the report, the
report has been providing and collecting data for about two
years now, and there was a big acceleration of CLEC
penetration into Pennsylvania. Within the first 18 months
of the report, it’s about a 170 percent increase in CLEC
lines, and it’s leveling off; in the last 18 months it’'s
about a 25 percent increase. So it’s gone from 14 percent
to 15 percent to 16 percent; it‘s really leveled off.

Q. But it ﬁas continued to increase over time;
isn‘t that correct?

A. It hag increased by a smaller amount and there’s
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still -- the vast majority of customers are served by the
incumbent LEC, in this case Verizon, for much of the state.

Q. Would you expect tha; most of those 1.5 million
CLEC linegs would be in the Verizon, particularly the Verizon
?ennsylvania territory?

A, I would expect that as a matter of just
Verizon's share of the total state, in terms of the total
number of lines served by Verizon; yes, I would expect that.

Q. Getting back to MCI serving customers using the
UNE Platform, am I correct that under current FCC rules,
when MCI or any CLEC serves a customer via UNE-P, it
receives access charge payments from the long distance

carriers, just like the local companies do?

A, That’s correct, under current law and
regulation.
Q. So just to illustrate, so we‘re all talking

about the same thing, i1f an MCI local customer makes a long
distance call, MCI would receive originating access from the
long distance carrier, whoever that may be?

A. That’s correct.

Q. Now, in general, is it generally the case that
MCI local customers would use MCI long distance service?

A, I believe they do in the vast majority of cases.

Q. In fact, in The Neighborhood plan, is that

essentially a requirement?
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A. I believe to get The Neighborhood rate,
including long distance service, it is, but I am not 100

percent certain.

Q. But you did agree that, in the vast majority of

cases, the MCI local customers would use MCI toll service?

A. Yes.

Q. So when that MCI local customer places a call
using MCI toll service, there may be -- I guess I’'ll ask
you. Is there in fact a payment made between the
affiliates?

A. I don't know for sure.

Q. But essentially, it‘s a wash as between those
companies?

A. Just like a Verizon-to-Verizon, yes.

Q. Yes; absolutely.

A. It’'s either -- it’s cone pocket to another.

Q. Now, 1f the MCI local customer receives a call,
MCI collects terminating access charges from the long
distance carrier that’s used by the caller?

A. Used by the party placing the call; correct.

Q. Correct. So if AT&T carries that call, for
example, and it terminates on an MCI local customer, MCI
would collect terminating access from AT&T; is that correct?

A, That's correct.

0. And if Verizon Long Distance -~ the same thing;
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if Verizon Long Distance carries the call, MCI collects that
from Verizon Long Distance?

A. Right. In all cases, the access charges are
going to the customer’s selected local exchange carrier.

Q. So I guess that’'s a roundabout way of saying
that by getting a local customer, MCI can in fact avoid the
payment of access charges?

A. MCI can, and any carrier, once they get the
local customer, they get the access revenue, but that’'s not
the same thing as saying that the local carrier maintains an
ability and a market power over the long distance providers,
which is the point of the question and answer on page 32,
which is to say if you’re defining the market properly, the
market is really defined in terms of the individual customer
and the local provider to that customer and whether that
local provider can set prices above cost for switched
access, which both conceptually and empirically we know that
they do.

Q. But just to summarize, by acquiring the local
customey, MCI not only avoids paying access charges, but
then would actually receive terminating access from other
long distance carriers?

A. Yes, I would agree; that is absolutely correct.
And as long as you have the -- if you were to have a

perfectly competitive local market, I would say that you
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probably would not have too much concern about switched
access charges on the originating end. You have a serious
terminating access problem regardless.

Q. Just to clarify -- and you probably know where
I'm going on this -- the access charges are collected at the
rate that 1s in the MCI local tariff, that MCI sets for
switched access?

A. In the MCI either intrastate or interstate
switched access tariff, depending on the nature of the call
being handled.

Q. Now, I understand it’'s your testimony in this
case that switched access rates are properly set at TELRIC;
is that correct?

A. I believe I said it should be a forward-looking
economic cost, and yes, I did say TELRIC, and I also
discussed that there are nuance differences between
different measures of forward-looking cost.

MS. CONOVER: We’'d like to mark at this time a
document that I believe is Verizon Cross-Examination
Exhibit 9, I think.

JUDGE FORDHAM: Nine.

(Whereupon, the document was marked
as Verizon Cross-Examination Exhibit
No. 9 for identification.)

BY MS. CONOVER:
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Q. Verizon Cross-Examination Exhibit No. 9 is a
document that I pulled from the MCI local web site and what
is, I believe, the MCImetro access transmission local tariff
and, in particular, the switched access portion of that
variff.

Do you see that? Do you have that in front of you at

this time?

A. I see this in front of me, yes.

Q. Are you familiar with this tariff, Dr.
Pelcovits?

A. I am not familiar with it.

Q. Are you willing to accept, subject to check --
and we can certainly check later and you can verify -- that

this is in fact an accurate copy of MCImetro’s currently
effective switched access tariff?

A. Yes, I will accept it subject to check.

MS. PAINTER: And, Your Honor, I would like the
ability to go back and look in general at whether there are
other sections of the tariff that we would like to
supplement that we believe would be relevant.

JUDGE FORDEAM: Yes, you may.

MS. PAINTER: Thank you.

MS. CONOVER: We have no objection to that at all.

JUDGE FORDHAM: Thank you.

BY MS. CONOVER:
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Q. Would you turn then to what I believe, beginning
on Original Sheet No. 62, which is several pages back -- I'm
sorry; 65. I believe that’'s the section that begins to talk
about the tariffed rates for switched access that are
charged by MCImetro.

I don’'t completely understand these charges, Dr.
Pelcovits, so perhaps you can help me. Actually, turn to
page number 66, Original Sheet No. 66. This appears to have
per minute charges for originating use and terminating use.

Is that how you read that page?

A. This is under the Option 1, you're talking
about? ‘

Q. Correct. And there’s something similar under
Option 2.

A. Right.

Q. I was actually going to ask you if you

understand what the difference isg between Option 1 and
Qption 2.

A. I have not had enough time to review it to be
able to understand that difference.

0. But as I read this, under either option the rate
per minute of use for originating and for terminating is
about 3.8 cents per minute of use. Would that be accurate?

MS. PAINTER: 1I'm sorry; are you still on Optiocn 17?

BY MS. CONOVER:
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Q. Well, Option 1 is set out there, 3.8, so let’'s
start with Option 1. Would you agree that Option 1 appears
to be 3.8 cents per minute on originating and 3.8 cents per
minute on terminating?

A. Yeah, as best as I can tell from this --

Q. Aand again, Option 2, would you add, in fact, the
termination charge, the network charge, and the local

switching center charge?

A. Sure.

(Pause. )}

A. Okay. I have a rate of about .039.
Q. So it’s about 3.9 cents for Option 27
A. Right. They're very close.

0. -They’re very close. Now, Dr. Pelcovits, are

these rates set at MCI's TELRIC level-?

A. I don’'t know.
Q. You don’t know.
A, I would actually -- under current marketplace

conditions, I would not necessarily expect them to be. I
think the whole issue of, in this case, CLEC access charges
has been the subject of a proceeding at the FCC. I don't
know whether there’s been analogous proceedings in
Pennsylvania, but I think it just goes to the point, quite
frankly, that unless regulation forces switched access rates

down to TELRIC costs, they're not going to end up there, and

COMMONWEALTH REPORTING COMPANY (717) 761-7150




FORM 2

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

357

there is no marketplace pressure that causes them to end up
there, because, essentially, once a carrier is the local
provider to a customer, that carrier is not disciplined as
far as its switched access rates to the long distance
carriers. And that applies whether it‘s a CLEC or an ILEC.

Q. So, if I hear you correctly, what you appear to
be saying is that MCI is charging whatever the market can
bear for switched access rates?

A. I don't know, the term, "whatever the market can
bear" is very loaded. I would say that it‘s not fully
constrained by competition to set its access rates at TELRIC
costs, in the same way that Verizon isn’'t, or any ILEC,
because of the nature of the fact that the long distance
carrier does not have a choice of which local provider it's
going tec use to originate or terminate long distance calls,
once the customer, the end user, has selected the local
provider.

Q. But just tc make sure --

MS. CONOVER: And the next question will be on the
proprietary record, just one question and answer.

(Whereupon, the following pages 358 through 360 were
designated proprietary and were sealed and bound

separately.)
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JUDGE FORDHAM: We‘re off the proprietary record,
back on the public record.

BY MS. CONOVER:

Q. You would certainly agree that MCImetro’s tariff
rate is higher than the TELRIC rate that MCI is advocating
here for Verizon Pennsylvania and Verizon North?

A, Yes.

Q. I would think, based upon what you’ve said, that
you would agree that MCI has market power in the switched
access market, in the sense at least as for terminating
access, for those custemers that it has?

A. I would say that every CLEC has a certain degree
or market power over terminating access, and that would --
obviousgsly, there are different consequences of that and
different degrees of importance, depending on how big the
CLEC is and what the implication is of prices being above
cost for the state of competition in the long distance
market, which is really what I‘'ve tried to emphasize in my
testimony. So the fact that a CLEC has above-cost access
charges I do not believe causes significant competitive
problems in the long distance market and is unlikely to
cause those type of problems, as opposed to the case of
Verizon where I believe there are competitive problems
caused by the fact that the dominant local exchange carrier

is charging rates to long distance carriers that are far
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above cost.

Q. So if I can follow your logic, so long as
"competitive problems" aren’t being caused by a rate, that
it is okay to charge a rate significantly above cost for
access?

A, No, I wouldn’t say that. In fact, I believe
that the -- I know the way the FCC approached this, which
was to require CLECs to bring their switched access charges
much closer and eventually to transition them to the level
of the incumbent LEC access charges. I think that was a
good policy. Whether that’s necessary as a matter of
regulation in Pennsylvania, I can’t say, but I think
particularly on the terminating end, there is and I think
there will for some time be a problem of every local
exchange carrier having the ability to price terminating
access above cost; and that does cause problems.

Q. And so, agailn, just to be clear, if Verizon Long
Distance completes a call to one of MCI's lecal customers,
one of gseveral hundred thousand, Verizon Long Distance pays
a per minute charge of 3.8 cents per minute; is that
correct?

A. I didn’'t catch the last piece, the rate you said
in the question?

Q. Correct. A per minute charge of 3.8 cents.

A. Oh, per minute charge --
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Q. Yes.
A. -- of 3.8 cents. At least based on what I
understand of the tariff sitting here today, yes.
Q. Now, is MCI willing to commit to reduce its
intrastate access charge levels to the level that Verizon

reduces its access charge rates in this proceeding?

A. I can’'t say that they do make that commitment.
Q. You make several statements -- I‘11 refer to
page 14 and 15 of your testimony -- about the operation of

Verizon Pennsylvania’s price cap plan. Are you generally
familiar with the way the price cap plan operates? I mean

very generally.

L. You're talking about the interstate price cap
plan?

Q. The intrastate price cap plan.

A. Intrastate price cap plan. I am just generally

familiar with that.

Q. Are you familiar with the term the "price change
opportunity," or the PCO, and what that stands foxr?

A, I have seen that in the Global Order, ves.

Q. Am I correct that the PCO is essentially the
annual price cap mechanism which adjusts Verizon’s rates by
the rate of inflation, less a productivity offset of 2.93
percent? |

A, Yeah; that’'s my understanding.
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Q. Now, isn’t it true that the application of this
PCO has resulted in rate decreases for Verizon virtually
every year sgince its inception?

A. I don't know exactly, because I know in some
cases it’s credited to certain types of funds and so forth,
so I can't really say exactly how it’s been used every year.

Q. Okay. That'’'s a good clarification. But would

you agree that the rate of inflation has been less than the

offset since nineteen -- essentially 2.93 percent?
A Since when?
Q. Since 1994 when Verizon’s plan was approved.

A. Actually, I don’t know. I have to check what
the -- I know that that’s true very recently, but if vyou

take ten years’ worth of inflation, I don’t know.

Q. Certainly, recently it’s below that rate.

A, In the last few years, yes.

Q: Yeg.

A, I don’t know about 1%%4, though.

Q. Now, on page 15 of your testimony, you claim

that Verizon’s price cap plan has not generated any benefits
for intrastate access charge rates, and you specifically
cite the fact that access rates have not been reduced since
the Global Order in 1999.

A. Yes.

Q. I'm sorry; page 15 of your rebuttal.
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Did you actually look at the Global Order before you
prepared this testimony?
A. I did not, but the person working for me did.
Q. Then is it correct that the access charge
reductions adopted by the Commission in the Global Order
reflected the cumulative price change opportunities for a

four-year period from 1999, 2000, 2001 and 20027

A. I don't know.
Q. But that would be clear on the face of the
order. Would you be willing to accept that subject -- at

least hypothetically for purposes of this guestion?

MS. PAINTER: Your Honor, I would object. As Ms.
Conover just said, the order speaks for itself.

MS. CONOVER: Right, it does speak for itself, but I
would like him to accept that fact for purposes of my
follow-up question.

JUDGE FCRDHAM: Do you object that she’s going to ask
him a question regarding that?

MS. PAINTER: He can accept it for purposes of this
follow-up question. That would be fine.

JUDGE FORDHAM: Okay.

BY MS. CONOVER:

Q. If what I stated is correct, would you agree
that what the PUC essentially did was accelerate the PCO so

that productivity increases from this entire four-year
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period would all benefit interexchange carriers through

access charge reductions?

A. I'm sorry; would you mind restating the
guestion?
Q. Yes. If, in fact, the Global reductions

reflected the cumulative PCO, price change opportunity,
reductions for the four-year period from 1999 to 2002, would
you agree that what the PUC did was to accelerate the PCOs
so that the productivity increases from that entire four-
yvear period would all benefit the interexchange carriers

through carrier access charge reductions?

A. I mean, it’s very hypothetical, because I
haven’t --

Q. Correct.

a. -- seen how this is portrayed in the order. It
is certainly -- if, as you say, there has been some

productivity improvement built into the 63 cents, then there
has been some benefit from that. That doesn’t mean that
it's an effective reflection of all of the productivity
changes. The 2.9 percent is very, very low, and there is
also -- you know, there are give and takes in terms of the
number of minutes that you would have foreseen back in 1999
that are now lower, and yet there‘s a rate built into that
that’s built off, probably, higher minutes than you've

actually experienced.
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Q. But certainly, if that was the PUC’s intent,
based upon the price cap mechanism that they approved in
Pennsylvania, that the productivity improvements during
those four-year period would be reflected in access charge
reductions?

A. As you have explained it, that would be true
until 2002. We're now in 2003. We're setting rates that I
would expect would last at least another year, so it’'s still
not -- it’s not there yet.

Q. Okay. I accept that.

MS. CONOVER: I have no further questions of this
witness. I would like to move intc the record Verizon
Cross-Examination Exhibit No. 9. |

JUDGE FORDHAM: Are there any objections?

MS. PAINTER: I have no objectiocn, Your Honeor,
subject to the ability to supplement it upon further review
and inspection of the tariff.

JUDGE FORDHAM: Yes, that right is reserved. Verizon
Cross-Exam Exhibit 9 is entered into the record, and we note
that Ms. Painter can add other sections if, after she
reviews the tariff, they are needed to supplement the
sections that are in the record.

(Whereupon, the document marked
as Verizon Cross-Examination Exhibit

No. 9 was received in evidence.)
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JUDGE FORDHAM: Mr. Mickens.
MR. MICKENS: Thank you, Your Honor.

JUDGE FORDHAM: You're welcome.

CROSS -EXAMINATION

BY MR. MICKENS:

Q. Mr. Pelcovits, good afterncon.
A. Good afternoon, sir.
Q. I just have very brief cross-examination for you

this afternoon.

You believe that all the costs of the local loop
should be allocated to local service; is that correct?

A. I think what I‘ve hopefully tried to convey is
that I believe that the cost of the local loop shcould be
recovered directly from the customer rather than flowed
through an intermediary. Exactly what you mean by cost
allocation is far lesé important than what happens to the
rates.

Q. All right. Let me ask you a very general
hypothetical that I‘'ve askea one or two other witnesses.
Consider a CLEC that buys and resells access to the local
loop. Okay?

A. Just to make sure I understand you, sir, do you
mean buys a loop at UNE rates? Is that what you mean by
that?

Q. Yes.
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Okay.

and the CLEC plans to sell toll and premium

I understand.

Now, would vou agree with me that given that

fact, the CLEC has options in terms of recovering the cost

that it incurs to gain access to the local loop? That it

can either charge its customers directly for that cost, or

it could provide the access free to its customers, with the

understanding that they would purchase a certain amount of

those services, toll or premium services; is that correct?

A.

Well, I don't think they could -- if you say

with an understanding, then you’'re essentially saying

they’'re going to get that revenue from the customer --

I'm saying that the CLEC has the ability to

Q.
price that service so that it recovers its cost. Is that
accurate?

A. It really is driven vexry much by the market, and

it’s going to be constrained by the customer’s alternatives

either from the ILEC or other CLECs; and I don‘t think that

the CLEC would be able to charge a local rate that did not

recover the cost of the loop, assuming it had no conditions

that the customer buy other services from it. So I believe

that --

Q.

I'm not suggesting that they do that, I'm simply
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asking do you believe that it’s possible that they can price
that premium or toll service -- if they receive enough usage
from their customers, that they can price that so that they
do not have to separately charge that customer for access,
what it pays for access?

A. I don‘t know if they could, actually, quite
frankly. I think that they’re certainly not pricing that
way. Most of the -- you know, certainly the flagship
products and the most heavily marketed products of the
CLECs, as we saw earlier today, are bundles and certainly
are priced high enough to recover the cost of the UNEs.

Q. Has that happened in the past? Have the
circumstances ever occurred in the past where that would be
true?

A, Well, I believe there are some CLEC tariffs
which offer local service at reasconably similar terms to the
ILEC, in which case, if the ILEC local service is not
covering the full cost of the loop and other non-traffic
sensitive parts of the network, then the CLEC wouldn’‘t. But
again, I think that that’'s really the -- that’s not a very
sustainable type of pricing structure in the marketplace asg

competition grows.

Q. Referring to your surrebuttal statement, page
10, roughly lines 3 through 8 -- do you have that?
A. Page 10, sir?
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Q. Yes.
A, Yes.
Q. Lines 3 through 8, basically, you state that

"there is nothing to be gained by creating this mechanism"
-- and the mechanism you’re referring to is access charges
-- "that turns the long distance carriers into
intermediaries to collect some of the per-line costs from
customers. The additional steps required to compute the CC,
bill it to long distance carriers, and then have the long
distance carriers bill and collect it from their customers,
create transaction costs and have no offsetting benefits."
Isn't that your testimony?

A. Yes, sir, although you said access charges at
one point in the question, and specifically we're referring
to the CC here, the carrier charge.

Q. All right. I understand that correction.

Now, looking at Verizon here in Pennsylvania, you
would agree with me that Verizon owns the network or the

local loop?

A. Verizon owns the loops that it owns, and --
Q. Yeah; Verizon owns the loops that it owns.

A. Right.

Q. And under your theory, wouldn’'t it be more

efficient for the ILEC, or Verizon in this case, to simply

provide toll service themselves and not have to have MCI,
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Sprint, Qwest and AT&T pay for this access and do all these
other things to provide these services?

A. I think you got a lot of smiles in the room from
Verizon from that.

Q. I want you to look at your theory and bring it
to its natural conclusion. Wouldn’t you reach that
conclusion based upon your theory?

a. No, because T think we’re distinguishing between
-- I think it’s important to distinguish between traffic
sensitive switched access charges, like the local switching
charge. If that is actually based on and set at the actual
traffic sensitive cost, then those rates are properly
charged through the long distance carrier and then charged
to the customer. If we’re talking about the loop charge,
we're just, as I said, at best, creating some sort of an
indirect mechanism so that the customer sees that exact same
charge on a different bill, Jjust like the subscribexr line
charge, and there’s really no benefit to setting things up
that way, and all you’re doing, once you’re getting no
benefit out of it, is you’'re creating a cost. That’s very
different from saying let’s have a separate company provide
a service, whether it’'s long distance, whether it’'s
voicemail, regardless of what it is, that uses the telephone
network and pays for the use. If you’'re actually paying for

the use and creating another service and offering another
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service, then that provides benefit. Flowing the loop cost

through the intermediary just for the sake of labeling it as
something else and having it show up on another bill has no

benefits.

MR. MICKENS: Your Honor, that’s all I have for this
witness.

Thank you, Mr. Pelcovits.

THE WITNESS: You're welcome.

JUDGE FORDHAM: Thank you.

Any other parties have anything for this witness?

{No response.)

JUDGE FORDHAM: Ms. Painter, do you have any
redirect?

MS. PAINTER: Very briefly, Your Honor.

REDIRECT EXAMINATION

BY MS. PAINTER:

Q. Dr. Pelcovits, going back to something that Ms.
Conover asked you earlier about MCI avoiding paying access
if MCI, as a CLEC, has the local customer. Isn’t it true
that if MCI has the local customer, MCI can only aveid
paying access on the originating side?

A. That’s correct. I think I menticoned that, and
that’‘s -- it only avoids it on the originating side. When
it terminates a call to any local customer, cother than

another MCI local customer, it would still pay terminating
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access charges.

Q. Ms. Conover also asked you about the
productivity offset and Verizon flowing through some of the
reductions to access rates. Are you familiar with the fact
of whether Verizon has flowed through the 2002 reductions to
access rates?

A. No, I don’'t know about that.

MS. PAINTER: I have nothing further, Your Honor.

JUDGE FORDHAM: Thank you.

inything further, Ms. Conover?

MS. CONOVER: Nothing.

(Witness excused.)

JUDGE FORDHAM: We have Statement 1.0 from MCI and
Statement 1.1. Are there any objections to the admission of
these two statements?

(No response.)

JUDGE FORDHAM: They’'re admitted without objection.

(Whereupon, the documents marked
ags MCI Statements Noas. 1.0 and 1.1
were received in evidence.)

JUDGE FORDHAM: 1It’'s about 12:20. We have four more
witnesses to go. If we reduce the amount of time that we
have for lunch, instead of taking a full hour for lunch, I
believe that we can get through this. So we’ll leave now

and come back, let’s see, ten after 1:00. That’s about a

COMMONWEALTH REPORTING COMPANY (717) 761-7150




FORM 2

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

375

50-minute lunch.

MS. CONOVER: Your Honor, I think we can take a full
hour and have no problem finishing.

JUDGE FORDHAM: Ms. Jones?

MS. JONES: I will go on faith with Ms. Conover’s
estimation.

JUDGE FORDHAM: Okay; we'll take an hour for lunch.

(Whereupon, at 12:20 p.m., the hearing was adjourned,

to be reconvened at 1:20 p.m., this same day.)
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AFTERNOON SESSION

(1:23 p.m.)

JUDGE FORDHAM: We’'re back on the record.

At this time we have Qwest’s case.

Mr. Povilaitis.

MR. POVILAITIS: Thank you, Your Honor.

Your Honor, Qwest has previously distributed the
rebuttal testimony of Mr. Scott McIntyre identified as
Statement 1.0, and copies have been provided to the
reporter.

JUDGE FORDHAM: Thank you.

MS. CONOVER: Also, Your Hencr, attached te the
testimony is what has been labeled as Qwest Exhibit No. 1,
which are the attachments to Mr. McIntyre’'s testimony.

JUDGE FORDHAM: Thank you.

(Whereupon, the document was marked
as Qwest Statement No. 1.0 and
Exhibit No. 1 for identification.)
Whereupon,
SCOTT A. McINTYRE
having been duly sworn, testified as follows:
JUDGE FORDHAM: You may ke seated.
Would you state your name and business address for
the record, please?

THE WITNESS: My name 1is Scott A. McIntyre. My
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business address is 1600 Seventh Avenue, Seattle,
Washington, 98191.

JUDGE FORDHAM: Thank you.

Mr. Povilaitis.

MR. POVILAITIS: Thank you, Your Honor.

DIRECT EXAMINATION

BY MR. POVILAITIS:

Q. Mr. McIntyre, do you have before you the
documents that have been identified as Statement No. 1.0 and
Exhibit No. 1 on behalf of Qwest?

A, Yes, I do.

Q. Were these prepared by you or under your
direction and supervision?

A Yes.

Q. Are they true and correct to the best of your

knowledge, information and belief?

A, Yes.
Q. If the gquestions in the statement were posed to

you today, would your answers be as reflected in Statement

No. 1.07
A. With one correction I have, ves.
Q. Could you proceed to identify that correction?

Can you give me a page reference?
A. Page 14. The footnote at the bottom is

designated as "footnote 5," and that should be "footnote 4,"
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which is referenced above on line 2 of that page.

Q. Thank you.

MR. POVILAITIS: Your Honor, at this time I move the
admission of Qwest Statement 1.0 and the associated Exhibit
1, subject to cross-examination.

JUDGE FQORDHAM: Thank vyou.

Ms. Paiva.

MS. PAIVA: Thank you, Your Honor.

JUDGE FORDHAM: You're welcome.

CROSS-EXAMINATION

BY MS. PAIVA:

Q. Welcome to Pennsylvania, Mr. McIntyre.

A Thank you.

Q. You traveled a long way..

A Yes, and I actually saw rain today for the first
time in months, if you can believe that.

Q. We’ve gseen a lot of it this summer. I have a
few questions for you.

Part of Qwest is the former Regional Bell Operating
Company that used to be known as U.3. West; correct?

A, That’s correct.

Q. And in that capacity, Qwest operates as a local
exchange carrier in 14 states, I believe; right?

A, Yes.

Q. So as a local exchange carrier, you basically
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have operations similar to what Verizon Pennsylvania and
Verizon North do in Pennsylvania; right?

A. Yes.

Q. Qwest does not operate as an incumbent local
exchange carrier in Pennsylvania, does it?

A. No.

Q. But in those other 14 states, Qwest has
intrastate access charges just like the rates that are at

issue in this proceeding; right

A. Yes. Well, "just like." A similar function,
yes.

Q. A similar functiom but not the same numbers.

. Right.

Q. Now, another part of Qwest’s business also

operates as an interexchange carrier, or an IXC, like AT&T

and MCI do; correct?

A. Much smaller than these, but ves.

Q. Does Qwest offer leong distance service in
Pennsylvania?

A, Yes.

Q. So then would I be correct in understanding that

Qwest actually does pay some intrastate access charges in

Pennsylvania?
A, Yes.
Q. And just to be sure I understand Qwest’'s
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position in this case, Qwest believes that Verizon PA and
Verizon North should reduce their access rates, and you also
agree that the access reductions should be revenue neutral,
with an increase to basic local exchange rates; correct?

A. That’s correct.

Q. And your disagreement begins because you believe
that Verizon should be reducing its rates even farther than
what we have proposed?

A. Fundamentally true, for a lot of reasons I go
into in my testimony. I think it’s very important to
recognize that the FCC juggernaut of reducing aécess is
something that needs to be taken seriously, and to the
degree that rates are disparate from the FCC rates,
consumers face problems; and I believe the Commission should
recognize the problems faced by consumers and should
aggregsively move to reduce the differences between
intrastate and interstate switched access rates.

Q. And the interstate switched access rates are the
rates that are in the FCC’'s jurisdiction that are paid when
a call crosses state lines; right?

A, That’'s correct.

Q. Now, the FCC does not require cost studies,
studies of the cost of providing access or the cost of a
dial tone line, in order to set its interstate access rates,

does 1it?
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A. Well, not currently, but you have to understand
that switched access, which became a standard with
divestiture -- there were some switched access rates prior
to that, but they weren’t called that. But they were
established essentially at the time of divestiture. Until
*91, they were cost based, they were rate of return based.
In ‘91, then certain carriers, which included the Regional
Bell Operating Companies and GTE, were put under price cap
regulation. Since then, the price cap regulation, which
adjusts annually to the various rates, is not cost based,
but it started cost based. So there is some legacy there of
where they stafted, however, the annual adjustments do not
need to be cost justified at this time for those carriers
that are under price cap regulation.

Q. So, basically, they’ve been going down and
there’s noc longer been any cost justification for the
reductions?

. There is a.formula or there are formulas within
the FCC rules that dictate how price adjustments are done on
an annual basis, and cone factor, of which there are many,
one factor is productivity, which tends to drive improved.
productivity, tends to drive prices down, and productivity
is, in a sense, a cost factor. So I can‘t say that costs
don't come inte it. The FCC has anticipated that there will

be cost improvements, and that’s part of their price cap
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philosophy, but there’s not a direct cost study and there’s
not a direct correlation between some cost study and the
rate adjustment that’'s made on an annual basis.

Q. Now, going back to the 14 states where Qwest
operates as an ILEC, in those states, do Qwest’s intrastate
access rates mirror its interstate access rates in all of
those states?

A. "Mirror" is an interesting term. They are
closer in some respects in terms of structure, but the only
state we have that currently exactly mirrors the FCC's
structure and rates would be Nebraska. The other states
vary, some are close, some are farther away; it varies quite
a bit from state to state.

0. You understand that in this case, Verizon is
proposing to mirror its structure, its interstate structure;
coxrrect?

A. Yes, I understand that. I just point that out
because you need to -- there’s a lot of issues in access
reform, and you need to be sure you’‘re clarifying your terms
or it can get confusing.

Q. Yes. Thank you. Actually, that was all that I
had for you. Thank you.

JUDGE FORDHAM: Thank you.

Mr. Mickens.

MR. MICKENS: Thank ycu, Your Honor.
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JUDGE FORDHAM: You're welcome.
CROSS-EXAMINATION

BY MR. MICKENS:

Q. Cood afternoon, Mr. MclIntyre.
A. Good afternoon.
Q. My name is Ken Mickens. I represent the Office

of Trial Staff in this proceeding. I just have a couple of
gquestions for you.

You indicated to Ms. Paiva that Qwest operates as an
ILEC in certain states; i1s that correct?

A Yes.

Q. And in those states, you have what’s called a CC
rate; is that correct?

A, Typically, we refer to it as a CCL or a carrier
common line charge. I think that’s what you’re referring
to.

Yes.

A, Yes. In some states. Not all states. In some
it’s been eliminated.

Q. In some states. Could you identify the states
where that CCL rate is in effect?

A. To be honest, I can’'t --

Q. I know of three, and I just wanted you to verify
that. Colorado?

A. I bhelieve it’s there.
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Q. Arizona?

MR. POVILAITIS: Your Hconor, we can accept Mr.
Mickens’' designation of these states subject to check.

JUDGE FORDHAM: Thank you.

THE WITNESS: I‘m not sure. For example, in Arizona
we’'ve gone through a series of reductions annually, and I
haven’t kept track of exactly what rates were adjusted, so
I'm not sure what our current status is exactly there.

MR. MICKENS: All right. I heard Mr. Povilaitis -- I
have a copy of the tariffs from three states, Colorado,
Arizona and Iowa. If you’d like to see it, or if you’d just
like to accept subject to check that you do have CCL rates
in those states.

MR. POVILAITIS: We can accept that subject to check.

MR. MICKENS: Thank you.

BY MR. MICKENS:

Q. Mr. MclIntyre, are you transitioning -- if you
know, in those states where Qwest does currently have a CCL
rate, are you transitioning that rate down to zero at some
point? Is there a plan to do that?

A. Well, we have a variety of cases in various
states where we're dealing with the issue. Where we have
the opportunity, we certainly are presenting our case that
not only the carrier common line charge but all switched

access charges should be restructured to mirror the FCC rate
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structure and should be lowered on a revenue neutral basis
to those rates. So we’re making the exact same case in
every state where it comes up within our territory that
we’'re making here.

Q. Right. Specifically, though, I'm asking: 1is
there currently a plan to trim those CCL rates down to zero
at some point?

A. Well, again, it varies by state. As I
mentioned, --

Q. If you know.

A. Well, as I mentioned, Arizona, as part of an
agreement as a résult of the last rate case, we had an
agreement to step down the switched access rates in Arizona.
Whether they get all of the way to the FCC rates within the
time frame that the AFOR, alternative form of regulation, is
enacted, I'm not sure. It depends on gome other conditions
that happen in Arizona. That was stated as one of the goals
of the last rate case, was to end up mirroring the FCC rates
and structure, but there’s some timetable steps in there
that I‘'m not exactly sure of.

In New Mexico, we're currently in the process of a
gwitched access rate restructure. I was at a workshop there
last week, presenting this exact same case to the New Mexico
Commission, that they should follow the same guidelines. We

also have had discussions in Colorado. We accomplished this
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last year, to match the FCC rates, in Nebraska. We’ve had
discussions or there is a docket that'’s open, it was opened
a couple years ago, 1n Minnesota where these exact same
issues were at stake.

So there are a number of different dockets open or
starting to open in a variety of states, but they all have a
different structure. Some of them are going to be under the
form of a rate case, where we do it as part of an overall
rate case, some of them are specifically addressing switched
access restructure as an item onto its own, and some of them
fall under different categories. The Nebraska case was
under a universal service category of dockets. So it varies
on a state—by—étate basis.

Q. Al]l right. Thank vyou.

MR. MICKENS: That’s all I have, Your Honor.

JUDGE FORDHAM: Thank vyou.

- Does any other party have anything for this witness?

{(No response.)

JUDGE FORDHAM: Any redirect?

MR. POVILAITIS: No redirect, Your Honor.

JUDGE FORDHAM: Thank you.

We have the rebuttal testimony of Mr. McIntyre, which
is Qwest Statement No. 1.0, and the exhibit, Exhibit 1. Are
there any objections to the admission of these two

documents?
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(No response.)
JUDGE FORDHAM: Hearing none, the statement and the
exhibit are admitted without objection.
Thank you very much.

THE WITNESS: Thank you.

(Whereupon, the documents marked
as Qwest Statement No. 1.0 and
Exhibit No. 1 were received in
evidence.)

(Witness excused.)

JUDGE FORDHAM: Mr. Mickens.

MR. MICKENS: Thank you, Ycur Honor.

The Office of Trial Staff calls Joseph Kubas to the
stand.

Whereupon,
JOSEPH KUBAS
having been duly sworn, testified as follows:

JUDGE FORDHAM: You may be seated.

Would you state your name and business address for
the record, please?

THE WITNESS: My name is Joseph Kubas. My business
address is Pennsylvania Public Utility Commissicon, P.O. Box
3265, Harrisburg, PA, 17105.

JUDGE FORDHAM: Thank you.

My . Mickens.
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MR. MICKENS: Thank you, Your Honor.

DIRECT EXAMINATION

BY MR. MICKENS:

Q. Mr. Kubas, I have before me several documents,
0TS Statement No. 1, OTS Exhibit No. 1, and OTS Statement
No. 1-SR, and there are two versions, a proprietary version
and a non-proprietary version. Were these documents
prepared by you or under your direct supervision and
control?

(Whereupon, the documents were marked
ag OTS Statements Nos. 1 and 1-SR
and OTS Exhibit No. 1 for
identification.)

THE WITNESS: Yes.

BY MR. MICKENS:

Q. Mr. Kubas, are there any changes that need to be
made to your OTS Statement No. 1 and OTS Exhibit No. 1 at
this time?

A, Yes, there is.

Q. Have you already included those changes in a
revised document for the record?

A. Yes, I did. They were provided to the parties
vesterday in an envelope and marked "revised testimony."

Q. Would you identify at this time the reason for

the revisions that were made to your Statement No. 1 and
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your Exhibit No. 17?

A. Yes. Your Honor, based on Verizon's surrebuttal
testimony, OTS has decided not to pursue the imputation
issue described on pages 13 through 16 of OTS Statement No.
1. However, by not including this imputed revenue, my
recommendation to establish a carrier charge of $1.16 should
now be increased to $1.20 per line, per month. This change
in rate will keep the filing revenue neutral.

Now, this change is applicable to the following pages
on OTS Statement No. 1, which have already been changed in
the revised testimony but I wanted to go through them now.

JUDGE FORDHAM: Thank vyou.

THE WITNESS: The $1.20 should appear on page 10,
line 2; page 11, lines 11 and 1l6; page 18, lines 6, 8, 13
and 15; page 26, line 12.

This change also affects the proprietary revenue
amounts on page 18.

BY MR. MICKENS:

Q. The amounts that you have changed, are those
amounts proprietary?

A, Yes, they are.

JUDGE FORDHAM: We will go on the proprietary record
at this time.

(Whereupon, the foilowing page 350 was designated

proprietary and was sealed and bound separately.}
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BY MR. MICKENS:

Q. Please continue, Mr. Kubas.

A. Yes, continuing, this change also affects the
final revenue difference on page 20 of my direct testimony
where I change the word "reduction of $172,500" to an
"increase of $£38,000."

Then there is another correction, if you will, not
related to the imputation issue, but just a general
correction of the testimony. O©On page 21, line 5, change Ehe
word -- the original word was "coalition," and it should be
-- I'm sorry; the original word was "collation" and the
correct word is "coalition," c¢-o-a-l-i-t-i-o-n.

That’'s all that I have at this time.

Q. Mr. Kubas, with the changes that have been
identified for the record and already incorporated in your
OTS Statement No. 1, do you believe that the answers that
you have provided are correct to the best of your
understanding and belief?

A. Yes.

Q. And if I were to ask you the questions that are
indicated on any of your statements that have been
identified for the record today, would your answers be the
same?

A, Yes, they would.

MR. MICKENS: Your Honor, I‘ve given two coples of
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0TS Statement No. 1, OTS Exhibit No. 1, and OTS Statement
No. 1-SR, both the proprietary and non-proprietary versions,
to the court reporter, and I would ask that they be admitted
at this time, subject to cross-examination.

JUDGE FORDHAM: Thank you very much.
Verizon, Ms. Paiva.
CROSS-EXAMINATION

BY MS. PAIVA:

Q. Good afternoon, Mr. Kubas.
A. Good afternoon, Mg. Paiva.
Q. I have a few guestions for you.

In your testimony you discuss that you believe the
Commission has ruled that 74 percent of the cost of the
local loop should be recovered through local exchange rates;
correct?

VOICE: I don’t think your mike is on.

BY MS. PAIVA:

Q. Did you hear me, or do you want me to repeat the
question?
A. No, I heard the question --

JUDGE FORDHAM: Could you repeat it? I didn’t hear
it.

MS. PAIVA: I guess these microphcnes do make a
difference.

JUDGE FORDHAM: Yes.
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BY MS. PAIVA:

Q. In your testimony you discuss that you believe
the Commission has ruled that 74 percent of the cost of the
local loop should be recovered through local exchange rates;
correct?

A. Yes, that’s correct, as shown on page 6 of OTS
Statement 1.

Q. And so then you believe that 26 percent of the
cost should be recovered from other services; correct?

A. Yes, 26 percent from other services that also
use the local loop.

Q. Right. And a total of 10 percent should be
recovered from IXCs through the carrier charge?

A. Yes, that’'s correct, as shown on page 8, line
11.

Q. Now, when you’re saying 10 percent of the cost
of the loop, are you talking about just the cost of the
loop, or is it the cost of the.loop and the port?

| A. For the purposes of this, I just used the loop.

Q. But if you were going to do it in theory, should
it be just the loop or sheuld it be the loop and the port?.

A. No, you could add on additional cost for the
port, but for the purposes of my analysis here, I just did
the loop.

Q. And to estimate the cost of the loop, you use
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the UNE rates from the compliance filing to the Commission’s
tentative order; correct?

A, Yes; that’'s correct.

Q. But you do understand that that proceeding is
not yet final; correct?

A. That’'s correct.

. And you also understand that that proceeding
relates only to Verizcon Pennsylvania?

A. Yes; that is correct.

Q. In fact, the Commission has opened another
proceeding to set loop rates for Verizon North, but it
hasn’t really started vet; correct?

A. Yes; that’s right.

Q. Do you understand, either generally or from
reviewing Verizon’'s testimony, that UNE rates exclude
retail-related costs, don’'t they?

A. I really didn’'t address that, so I'm not sure

whether they do or not.

Q. So you don't know?
A. I don’t know.
0. Do you understand that UNE rates are averaged

together, the costs of business and residential loops?
Y. I didn’t really do that analysis, so I don't
know.

Q. You don‘t know.
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Now, assuming, just for the sake of the questioning,
your 10 percent number, that 10 percent of the cost of a
loop -- and we’ll just use the loop for the sake of the
questioning also -- 10 percent should be allocated to the
IXCs through the carrier charge and, although we don’t agree
with it, for the sake of the question let’s use your number
of $15.09 as the cost of a loop, that would mean that
Verizon PA‘s carrier charge should be about $1.51; correct?

A. Yes, that analysis is correct. As shown on OTS
Exhibit No. 1, Schedule 2, if the IXC carrier cﬁarge
recovered the full 10 percent, it would be about $1.50.

Q. That would be just the IXC portion of the
carrier charge, comparable to the 63 cents today?

A. Yes; that’s right.

Q. So then as the Commission has basically reduced
Verizon’s accegs rates and reduced its carrier charge to
what is 63 cents teday, the Commission has reduced Verizon
PA’'s carrier charge below what it should be under your
theory; correct?

JUDGE FORDHAM: Ms. Paiva, let’s go off the recofd a
minute.

(Discussion off the record.)

JUDGE FORDHAM: We're back on the record.

There was a question as to whether the information on

Schedule 2 that is listed as prcoprietary was a part of the
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record, but it seems that some of the figures that have
already been mentioned are already on the public record,
therefore, there’s no need to go onto the proprietary

record.

BY MS5. PAIVA:

Q. Do you want me to repeat the question for you?
Al Yes.
Q. Verizon PA’'s carrier charge today is 63 cents.

Basically, that’'s where it has gotten down to after the
Global Order and the reductions that have been made. So the
Commission has reduced Verizon PA‘s carrier charge below the
$1.51 that you say it should be under your theory; correct?

A. | Yes; that’s right.

Q. Also under your theory, Verizon North's carrier
charge should be at least $1.51; right?

A. I don’t know if I would just the word "at
least." I would say it could be a maximum of that high, the
number of $1.51, but I'm recommending $1.20.

Q. Verizon North’s current carrier charge is $8.64,
S0 -you would agree then that Verizon Nerth’s carrier charge
today should be reduced; right?

A. Yes. Verizon Nerth’s carrier charge should be
reduced.

Q. So I guess one of your disagreements with

Verizon's proposal is that you think we’re reducing Verizon
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North’s carrier charge too much?

A Yes; that’s right.

Q. And another disagreement is you think we should
be recouping the reduction by raising Verizon PA’s carrier
charge rather than by raising local rates?

A. Yes; that’'s right. If you raise a rate, it
generates revenue.

Q. Now, OTS was a party to the RTCC settlement that
was recently approved by the Commission; correct?

A. Yeg; that'’'s right.

Q. And in that settlement, the other ILECs in
Pennsylvania proposed basically to raise their residential,
or I guess residential and/or business local rates to offset
decreases to their access charges; correct?

A. Yes; that’s generally the premise of the RTCC
settlement.

0. From reviewing some of the documents -- which
actually, this is in our testimony in Exhibit DMB-2 to the
Berry/Wirl surrebuttal -- it seemed that the average rate
increase for the RTCC companies to their residential local
rates was $2.00, and the highest increase was $4.82. Does
that sound about right to you?

A. I don't recall the exact numbers, but that
sounds about right.

Q. And the ILECs that are in the RTCC settlement
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raised -- the highest increase to the weighted average
residential rate was up to $18.00, to make the rate $18.00;
correct?

A, Yes. I think one or two of the companies have a
rate that high.

Q. But the final residential rates were not all the
same. It ranged from a low of around $11.00 up to $18.00;
right?

A, I don't remember what the bottom number was, but
I believe the highest number in that settlement would be
$18.00.

0. And there was a range, they were not all the
same?

A, Yes; that’s right.

Q. Now, also in the RTCC settlement, the rural
ILECs all ended up with carrier charges, which I guess they
reduced to some extent, but it seemed at the end of the day
that there was a range of carrier charges, ranging from a
low of 72 cents to a high of about $10.00. Does that sound
right to you?

A No. That whole statement is incorrect.

0. What would you say? What was the range of
carrier charges at the end of the day for the RTCC
companies?

THE WITNESS: One moment, Your Honor. I‘m trying to
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find the numbers here.

JUDGE FORDEAM: Sure.

(Witness perusing document.)

THE WITNESS: If you turn to page 23 of my OTS
Statement No. 1, I basically state that 21 of the 30
companies in that RTCC settlement end up with a higher
carrier charge. The loyest final carrier charge, I believe,
was around $1.22 per month, per line, and I don’t recall
what the highest one was, but it was around .$13.00 per
month, per line. So that’s my answer.

BY MS. PAIVA:

0. But there was a range, they were not all the
same. The carrier charges at the end of the day ranged over
a range of prices; right?

A. That’'s correct; yes. Some went up and some went
down.

MS. PAIVA: I think actually that’s all that I have
for you. Thank you.

THE WITNESS: Thank you.

JUDGE FORDHAM: Thank vou.

Mr. Barber.

MR. BARBER: Thank you, Your Honor.

CROSS-EXAMINATION

BY MR. BARBER:

Q. Good afterncon, Mr. Kubas.
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A. Good afternoon, Mr. Barber.

Q. I guess just sort of completing the thought of
where Ms. Paiva was, on page 23 of your rebuttal testimony,
talking about how the RTCC/Sprint proposal may have affected
particular rates, would it be fair to say that to the extent
a pérticular company raised its carrier charge, the overall
net result for that company still was an overall reduction
in carrier access charges; correct?

A, Yes; that’s right. Those companies that have a
higher carrier charge reduced their switching rates or their
traffic sensitive rates, in other words, the revenue
switched from recovering it from a traffic sensitive

component to a non-traffic sensitive component called a

_carrier charge.

Q. In fact, the first step that each of the
parties, each of the ILECs that is a party to the
RTCC/Sprint access proposal, access settlement, was
permitted to do was a restructuring of their carrier access
charges to match interstate charges; correct?

A, No, I don‘t think that’s correct.

Q. That wasn’t something they were permitted to do
under the settlement?

A. No. It was just a reduction towards interstate
switched access rates, not all the companies went to

switched access. At least that’s my understanding of how it
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worked.

MR. BARBER: Your Honor, may I approach?

JUDGE FORDHAM: Yes, you may.

BY MR. BARBER:

Q. I want to show you --

MR. MICKENS: What are you showing him, Mr. Barber?

MR. BARBER: It’s the appendix to the RTCC/Sprint
order talking about the elements of the proposal that the
Commission adopted, and I was going to ask him to read the
first sentence in the first paragraph.

BY MR. BARBER:

Q. Just read it to yourself, and then you can give
me a signal here.

A. Okay.

(Witness perusing document.)

A. Well, it says just like I said. They can move
it towards or to -- see what it says on the third line --
closer to traffic sensitive --

Q. Exactly. Maybe we’'re in violent agreement here,
but what I'm trying to indicate is that the first step they
were permitted to do was a mirroring of their interstate
rates. They were permitted to do, not required to do -- was
a mirroring of their interstates rates; correct?

A. That's what they were permitted to do.

Q. And if they in fact exercised their discretion,
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and we’‘ve had it on the record several times, none of these
companies have done anything relative to the rate
structuring yet; is that correct?

A. Yes; that’s right. The RTCC settlement is not
finally approved.

Q. It’'s been approved. None of them have actually
filed any tariffs to implement it yet; correct?

A, I believe there’s a tentative order out for
comments, and that’s what the hold-up is.

Q. Is the order scheduled as a tentative order?

A. I think so.

MR. BARBER: I’'m learning something new every day in
this case, Your Honor.

JUDGE FORDHAM: Let’'s go off the record a minute.

(Discussion off the record.)

JUDGE FORDHAM: We'’re back on the record.

The document that we’re referring to was discussed at
the public meeting which was held on July 10 of 2003. The
order was entered on July 15 of 2003. One of the things
that I saw is in paragraph 7. 1I‘ve been tcld that that
relates to another issue, so the issue at hand is not
related to paragraph 7.

Ms. Armstrong made a comment off the record, I would
ask her to repeat it on the record, regarding whether she

believes thig is tentative or not.
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MS. ARMSTRONG: Your Honor, the comment that I made
off the record is that we believe it is a final entered
order as to the RTCC/Sprint joint settlement that was

addressed in that order. Perhaps the confusion has come in

that it was published in the Pennsylvania Bulletin, as was
the joint proposal, when it was first filed back on December

15, but to my knowledge no appeal or comments or anything

- else have been filed, and we view it as a final order.

JUDGE FORDHAM: And then Mr. Mickens made a response
to that.

Would you repeat that for the recorgdr?

MR. MICKENS: Your Honor, I‘m simply saying, if it

was published in the Pennsylvania Bulletin, there is a

comment period. OTS’s position is not that the order should
not be viewed as final. I was simply responding to the
statement by Mr. Kubas concerning his questioning of whether
there was a comment period still in effect; that’'s all.

JUDGE FORDHAM: I'm not sure that we -- I know we
don’'t have to stop at this point to find out. If we £ind
out that there is something else, that there is another
order forthcoming, then we will add that to the record, but
at this time we will assume that it is a final order.

MR. BARBER: Thank you, Your Honor.

BY MR. BARRBER:

Q. Based on that assumption, the proposal that the
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Commission adopted and approved here contemplates as a step
one, each of the signatory carriers, the independent
companies that were parties to this settlement, as an
initial step, were permitted to mirror interstate traffic
sensitive rates; correct?

A. Yes.

Q. And if they were to do so, for most of them that
would mean a reduction in traffic sensitive rates, their
interstate traffic sensitive rates; correct?

A. For most of them, but not all of them.

Q. and what that would mean, what the Commission
indicated in that case, is if, in fact, they reduced their
intrastate traffic sensitive to mirror their interstate
rates, that difference would then be carried over to the
carrier charge; correct?

A. Yes;.that's right.

Q. aAnd then each of these signatory companies was
required to reduce its access charges by a certain amount;
correct?

A. I think it’s clearer to say their carrier charge
by a certain amount at that point.

0. Well, the totality of their carrier access
charges are going to be reduced; correct?

A. Yes; that’s right. The overall access charges

would come down.
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Q. And I believe they have discretion as to which
element within their carrier access charges, whether traffic
gensitive or on the carrier charge, they’re permitted to
implement the reductions; correct?

A. Yes; that’'s right.

Q. And then those reductions will be offset with
increases in local exchange rates; correct?

A. Right.

Q. Let’s turn to your surrebuttal. Looking at page
2, one of your criticisms of the concept of eliminating the

carrier charge for Verizon completely is that it would, and

I'm looking at line 18, would provide -- (inaudible} single
out AT&T and MCI -- but it would allow AT&T to have
"unlimited free use of the local loop." ©Now, if the carrier

charge were eliminated, even under Verizon’s proposal, AT&T
would still be paying traffic sensitive rates for the
origination and termination of its toll traffic, correct, on
the Verizon network?

A. Right.

Q. And again, 1f it were the Verizon proposal that
were adopted, those would be traffic sensitive rates that
are set in excess of the cost of providing carrier access
service; correct?

a. I haven't made that determination.

Q. You understand that even Verizon admits that
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those rates would be in excess of their cost?

A. I understand that.

Q. So if we were to accept even their concept of
how the cost was done, their final traffic sensitive rates
would still be in excess of cost; right?

A. I haven't made that determination.

Q. You haven't made that determination. They made
that determination.

A. All right.

Q. Now, let’'s talk about -- you single out again
AT&T and MCI. Let'sg talk about some othexr folks that may be
involved here. Should wirelesgs carriers pay for the support
of the loop?

A. I haven’t made that determination either.

Q. You’ve got no opinion about whether wireless

carriers should provide support to the loop?

A, Not in this testimony, no.

Q. How about internet service providers?
AL No, I haven’t made that determination.
Q. DSL providers?

a. I haven’t made that determination.

Q. You have no opinien at all; OTS has no position
on whether they should provide support for the locop?
A. | Not in this testimony, no.

0. Not at all?
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MR. MICKENS: Your Honor, I think it has been asked
and answered.

JUDGE FORDHAM: Sustained.

BY MR. BARBER:

Q. Turning to page 5 to 6 of your surrebuttal,
you've got some criticism of AT&T's claim that the carrier
charge is a pure subsidy element, am I correct, basically

summarizing your testimony there, page 5 to 6 of your

surrebuttal?
A. Yes; page 5 to 6. That's on page 5, line 14.
Q. Now, are you denying that the carrier charge is

an implicit scurce of subsidy?

A. Yeah, I am, because I think it's a cost recovery
mechanism for local loop.

0. So it's not an implicit source of subsidy. How
does an implicit source of subsidy differ from a cost
recovery mechanism for the loop?

A, Well, implicit would be, for example, Verizon
North's charge. 1In that case, it's presently over $8.00.
Well, that includes implicit subsidies.

Q. So it's not the charge itself that's an implicit
subsidy; it's the level of the charge?

A. I don't understand the question.

Q. I mean when do you turn from an implicit source

*

of subsidy into an explicit source of subsidy, at what rate
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and what level?

A. Well, when you determine the cost, if I
understand your question correctly. Once a rate is above
cost, it provides explicit subsidies.

Q. S0 any rate above cost is an implicit source of

subsidy and any one at cost is an explicit source of

subsidy?

A, I think that's right, if I understand your
guestioning.

Q. S50 just as a general concept, carrier access

charges are not an implicit source of subsidy?

A. I haven't made that determination.
Q. Well, let me ask it this way. Does the
Commission -- do you understand whether the Commission

believes that carrier access charges are an implicit source
of subsidy?

A. Yes. They have made that statement before and
they believe that.

Q. And that was most recently in the RTCC/Sprint
Order; correct?

A. Yes, that's right.

Q. And basically equated carrier access charges
with an implicit form of subsidy?

A. Right.

MR. BARBER: That's all I have, Your Honor. Thank
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you.

JUDGE FORDHAM: Thank you. MCI.

MS. MISTURAK-GINGRICH: We have no gquestions for this
witness, Your Honor.

JUDGE FORDHAM: Thank you. Qwest?

MS. SMITH: We have no gquestions.

JUDGE FORDHAM: Thank you. Any other parties?

(No response. )

JUDGE FORDHAM: Let's go off the record a minute.

(Discussion off the record.)

JUDGE FORDHAM: We're back on the record.

We have the proprietary and non-proprietary testimony
of Mr. Kubas, which is 0TS Statement 1. We have the
exhibit, which is 0TS Exhibit No. 1, and the surrebuttal,
which is OTS Statement No. 1-SR.

Are there any objections to the admission of these
documents?

{No response.)

JUDGE FORDHAM: They are so admitted without
objection.

(Whereupon, the documents marked as
OTS Statements Nos. 1 and 1-SR and
Exhibit No. 1 were received in
evidence.)

JUDGE FORDHAM: Mr. Mickens?
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MR. MICKENS: Thank you, Your Honor. I have
redirect.

JUDGE FORDHAM: Oh, I'm sorry.

REDIRECT EXAMINATION

BY MR. MICKENS:

Q. Mr. Kubas, you were asked by Mr. Barber for AT&T
about the RTCC settlement mirroring the interstate rates.
Do you recall that question and answer with Mr. Barber?

A. Yes, I do.

Q. Are the interstate access rates of the RTCC

companies much higher than the interstate access rates of

Verizon?
A, I'm not sure. I'm not sure.
Q. Would you agree with me that they are higher?
A, Yes.

MR. MICKENS: That's all I have.

MR. BARBER: I'm not sure I understood that segquence
of questions.

JUDGE FORDHAM: Does anybody have anything further?

Ms. Paiva?

MS. PAIVA: Yes, Your Honor. I don't have any more
questions for Mr. Kubas, but just one more thing that
relates to his testimony. Abouﬁ a week ago, we had asked
the OTS a couple of discovery requests, and they provided us

the answers this morning. One of the things we asked for
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was a particular document, which they did not provide to us.

I don't know for a fact that we would actually want
to get anything in the record from the document, but we
would like to at least get it and review it. So I wanted to
just reserve the right, if necessary, to come back and ask
for something to be put on the record from that document.

MR. MICKENS: Your Honor, if I could respond?

JUDGE FORDHAM: Sure.

MR. MICKENS: Your Honor, the document that Verizon
asked us to supply to them was a cost study that was
prepared by Sprint that is proprietary to Sprint. We
indicated in our response to Verizon that because it was
proprietary to Sprint, we could not provide it to them, but
that they could obtain it from Sprint.

So I just wanted to clarify as to the circumstances.

MS. PAIVA: Actually, Your Honor, if you want to know
the whole story, when I served the discovery request a week
ago, I told OTS that we had already communicated with Sprint
and they had given 0TS permission to release the proprietary
document. They waited the entire time for discovery and
responded this morning saying that the document was
proprietary to Sprint.

So we're not entirely satisfied with their response,
but I -- I mean, it may be something that we won't want to

use. I just want to reserve the right.
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MR. MICKENS: Just in response to that, Your Honor, I
was told in an e-mail that Sprint did not have a problem,
but there are a lot of attorneys in here. If I don't have a
letter from Sprint informing me that it's okay to release a
proprietary document, it would not be a defense that a third
party told me in an e-mail that it was okay to release a
document that was proprietary to Sprint.

That's why we did not release the document. That's
why we responded the way that we did in the interrogatory
response today. Ms. Paiva is aware of that.

JUDGE FORDHAM: Okay. Ms. Benedek was here this
morning. I don't see her here this afternoon. I think that
if she were here, I would let her respond, but since she's
not here, I think we should get something from Sprint before
OTS releases it.

M&. PAIVA: Yes, Your Honor. I mean, had they let us
know they were going to take that position before the
hearings, I could have contacted Sprint before the hearings
and asked for the document, but at this point it was a
little too late.

MR. MICKENS: Your Honor, they ccould have-filed that
interrogatory on us at a much earlier time. Mr. Kubas'
testimony was filed in mid July. They could have asked that
question at a much earlier time and had the response at a

’

much earlier time.
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MS. PAIVA: Nevertheless, Your Honor, discovery
continues up until this point. In fact, we answered
interrogatories for Qwest that we gave right before the
hearing.

So, anyway, despite all this argument, the only
gquestion I had was can we reserve the right --

JUDGE FORDHAM: You can reserve the right, but we
need to contact Sprint's attorney also.

MS. PAIVA: Yes, and I will do that.

JUDGE FORDHAM: Okay. You may be excused from the
stand. Thank you.

THE WITNESS: Thank you, Your Honor.

(Witness excused.)

JUDGE FORDHAM: Now we're ready for OCA's case, Mr,
Sparks.

MR. CHESKIS: Thank you. This is Joel Cheskis frqm
the Office of Consumer Advocate.

JUDGE FORDHAM: ©Oh, I'm sorry. I'm sorry, Mr.
Cheskis.

MR. CHESKIS: Your Honor, the OCA would like to call
Mr. Dunkel to the stand.

JUDGE FORDHAM: Mr, Dunkel, I need to swear you in.
Please raise your right hand.

Whereupon,

WILLIAM DUNKEL
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having been duly sworn, testified as follows:

JUDGE FORDHAM: You may be seated. Would you state
your name and business address for the record, please?

THE WITNESS: Yes. My name is William Dunkel. My
business address is 8625 Farmington Cemetery Road, Pleasant
Plains, Illinois.

JUDGE FORDHAM: Thank you. Mr. Cheskis.

DIRECT EXAMINATION

BY MR. CHESKIS:

0. Mr. Dunkel, do you have before you your rebuttal
and surrebuttal testimonies filed on behalf of the Office of

Consumer Advocate on July 18, 2003 and August 4, 2003,

respectively?
A, Yesg, 1 do.
Q. And you rebuttal testimony consists of 68 pages

and Appendix A, which includes your qualifications, and
Schedules WDA-1 through WDA-6; is that correct?

A. That's correct.

Q. And your surrebuttal testimony consists of 19
pages and no appendices or attachments; is that correct?

A. That's correct.

MR, CHESKIS: Your Honor, the Office of Consumer
Advocate has previously distributed copies of these
statements to all the parties. I would like to have these

statements marked as OCA Statements No. 1 and 1-S for the
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record. I've also presented copies of each of these
statements to the court reporter for inclusion into the
official record.
JUDGE FORDHAM: Thank you. They shall be so marked.
{Whereupon, the decuments were marked
as OCA Statements Nos. 1 and 1-S
with attached exhibits for
identification.)
BY MR. CHESKIS:
Q. Mr. Dunkel, would you like to make any
corrections or clarifications to these documents?
A, Yes. I have a few minor corrections. On the
rebuttal testimony, page 22, on the first line with text, it

begins, "The residential dial tone line facility costs."

That should be "The residential flat rate local service

costs."
On page 24, line 3, at the end of the line, it says,
"1325(c)."” We should strike the "(c)." It's "1325."
Likewise, on line 9 where it says, "1325(c)," strike
the "{c)." It should just say "1325."

On Exhibit WDA-1, page 1, if you'll notice, across
the bottom there are two of these that have white boxes in
front of them. On the last one, which is called "Allocated
Cost,” put some dots inside the white box.

On the chart above it, the long column, the fourth
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column over that has an arrow pointing at it that says,
"Cost of Providing Local Exchange Service," put some dots in
that box as well.

That concludes my corrections. These make no change
in my overall views or recommendations.

MR. CHESKIS: Did everybody follow the dots issue?

MR. BARBER: We're making dets in one of the boxes to
differentiate it from the other undotted box.

MR. CHESKIS: Would you like a colored pencil to do
that?

( Laughter. )

BY MR. CHESKIS:

Q. The first column on WDA-1 has four bars in it.
A. Yes.
Q. Two of the bars are colored white. The second

of the two bars, the one farthest to the right that has an
arrow pointing to it should be differently colored. In this
situation, we are coloring it with dots as opposed to making
it completely white.

A. That's correct.

Q. On the bottom line where it says, "Allocated
Cost," the box next to it is white. That should be with
dots as well?

A. Yes.

Q. With those changes in mind, Mr. Dunkel, would
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yvour answers be the same if I were to ask you those
questions in these statements today?

A. Yes.

0. Is everything contained in Statements OCA 1 and
1-$ prepared by you or under your supervision?

A. Yes.

Q. And are these documents true and correct to the
best of vour knowledge, belief and understanding?

A. Yes.

MR. CHESKIS: Your Honor, subject to cross-
examination and timely motions, the OCA moves that OCA
Statements 1 and 1-S be admitted and the accompanying
appendices and schedules be admitted into the record.

1'd also like to at this point for the record comment
that the OCA supports the joint proposal of OCA and Verizon
as contained in the surrebuttal testimony of Debra Berry.

Mr. Dunkel is now available for cross-examination.

JUDGE FORDHAM: Thank you. Mr. Barber.

MR. BARBER: Thank you, Your Honor. I thought you
were going to start with Verizon.

CROSS-EXAMINATION

BY MR. BARBER:

Q. Good afternoon, Mr. Dunkel,
A, Good afternoon.
Q. Turning to page 12 of your surrebuttal,
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generally what you're dealing with here is a response to Mr.
Kirchberger and Mr. Nurse and the issues they raised about
wireless versus wire line; is that correct?

A. That's correct.

Q. As I see it, what you're indicating here is that
the basic issue is that the local calling areas of wireless
carriers and LECs are, as you put it, quote, "defined
differently," end quote. Do I have that right?

A, Yes, by the FCC.

Q. Now, by differently, you do mean that at least
here in Pennsylvania, the wireless local calling area is

larger than a LEC's local calling area; correct?

A. That's generally true, yes.

Q. As a matter of fact, substantially larger;
correct?

A. I can't get into that. A lot of LECs have large

local calling areas as well, but generally, I would say the
wireless local calling srea is larger, yes.

Q. Let's see if I can give you an example here;
and, once again, I'm not sure I have enough copies for
everygne.

MR. BARBER: I'll have this marked as AT&T Cross-
Examination Exhibit, I think, 3.

{Whereupon, the document was marked

as AT&T Cross-Examination Exhibit
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No. 3 for identification.)

BY MR. BARBER:

g. And what 1'l1l represent to you is that -- this
accounts for the fuzziness -- this is a blow-up of a portion
of the wireless MTA map that has already been admitted in
the record as an exhibit to Mr. Kirchberger and Mr. Nurse's
rebuttal testimony. I believe it might have been Exhibit 1
to their testimony. I could go back and check.

But what we tried to do here is just blow it up to
provide a little more amplification on the MTAs that are in
Pennsylvania.

Do you have this in front of you, sir?

A. Yes, I do.

Q. Have you ever taken a look at the FCC MTA
wireless -- or the wireless MTA map that the FCC
promulgates?

A, I'm generally familiar with it. I haven't

studied this particular section of it for any reason.

Q. Any reason to doubt that this is, at least in
terms of its amplification, a correct copy or correct
representation of the wireless MTAs for Pennsylvania?

A. I can't really tell what this is, actually.

MR. CHESKIS: Your Honor, I would request, if
possible, thaf Mr. Dunkel be shown the actual exhibit

attached te the Kirchberger/Nurse testimony so that it is
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more clear which are state boundaries and which are MTA
boundaries.

BY MR. BARBER:

Q. What I'd like you to look at in particular, you
can see on that map as you move to the northeast part of the
country, you see numbers 21 and 87

A. Yes; I see 21 and 9.

Q. Do you see how they roughly correlate to two

MTAs within the geographic boundaries of the State of

Pennsylvania?
2. 1'1l1l take your word for it.
Q. Well, would you accept subject to check that the

MTA labeled number 9 is also known as the Philadelphia MTA?

A, I don't have that name. It's certainly
possible.
Q. Would you also accept subject to check that

under the FCC rules, that MTA covers, as you can see
basically from the map, not only the States of Delaware and
part of the southern New Jersey, but extends all the way
into central Pennsylvania?

A, I can't tell that from this map.

Q. Well, just looking at the State of Pennsylwvania,
that MTA, just looking within the boundaries of
Pennsylvania, indicates it stretches from southeast

Pennsylvania into central Pennsylvania?
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A. I really can't -- we have the map in front of
us. It shows what it shows. I'm not going to try and match
up little towns off of this map. It's not that accurate.

Q. Would you accept subject to check that if you --
and we can check this through the FCC's own Web site -- that
the MTA No. 9, in fact, extends from southeast Pennsylvania
through central Pennsylvania?

A. The map shows what it shows.

Q. And the MTA No. 21 covers a large portion of
western Pennsylvania?

A. That certainly loocoks possible.

Q. Are you aware of any LEC in Pennsylvania that

has a local calling area as large as MTA No. 97

A, Probably not.

0. How about &s large as MTA-217

A. Probably not.

Q. In fact, it's more likely these extend through

intralATA boundaries in addition to state geographic
boundaries; correct?

A. Again, I'd have to see the boundary map to
determine that.

o. Now, when a wirelaess carrier terminates a call
within, for example, a call that originates in MTA-9 and
terminates in MTA-9, they are only paying reciprocal

compensation rates; correct?
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A, That's correct; and part of the reason for that
is in return, Verizon gets to terminate traffic into the
cellular carrier. It's a tradeoff of traffic. IXCs deon't
do that. IXCs don't give you termination rights on loops
they own, but the cellulars do. That's one reason they're
treated differently.

Q. And reciprocal compensaticn is priced lower than
carrier access charges; correct?

A. It's lower because it's payment in time., The
cellular companies call you, use yodr facilities to
terminate their calls. You call them and use their
facilities to terminate your calls. That's entirely
different. An IXC does not have any facilities that they
let you use to terminate their calls.

Q. Now, you indicate on page 12 again at line 6
that wireless carriers must pay originating access,
"wireless carriers must pay access charges on both the
originating and terminating end" for calls that extend
outside the MTA. Would you agree with that?

A. In the case of a wireless carrier, it would
normally be paid terminating. Usually the call would
originate on their cell phone in their system.

Q. I was going to say to whom would they be paying
originating access?

A, Technically, it would apply, but in the real
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world, they would very seldom pay originating.
Q. Now, turning to page 19 of your surrebuttal
testimony, specifically line 7, you describe how in

Verizon's interstate tariffs, there is no carrier charge;

correct?
A Yes, that's my understanding.
Q. Now, originally, Verizon at the interstate level

had an interstate carrier common line charge; correct?

A. Yes.

0. And the FCC in a series of Orders several years
back turned that carrier common line charge into what was
known as a PICC, a P-I-C-C, prescribed interexchange carrier
charge?

A. That's correct.

0. And the FCC as a result of those Orders is now
moving to eliminate that PICC and turn it into a subscriber
line charge; correct?

A. That's correct.

Q. So the reason there is no interstate carrier
charge is because the FCC has essentially moved to take that
original carrier common line charge and turn it into an end
user charge; correct?

A, I'd say that's essentially true, ves.

MR. BARBER: Thank you. I have nothing further, Your

Honor.
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JUDGE FORDHAM: Thank you. Verizon, Ms. Conover.
MS. CONQOVER: Thank you. Before I begin, Your Honor,

if I could just make a statement for the record. There was

MR. BARBER: I'm sorry. Your Honor, I would move the
admission of AT&T Cross-Examination Exhibit 3.

MR. CHESKIS: My only objection, Your Honor, is that,
first of all, I think this was already provided in the
Nurse/Kirchberger testimony, and, for that matter, it's much
more clear there than it is here. I would suggest that we
rely on that exhibit instead of this cross-examination
exhibit.

JUDGE FORDHAM: Do you have any objection to that?

MR. BARBER: Your Honor, to the extent that this is
an amplification of what's again already in the record, but
it's -- I have a hard time understanding how this is less
clear than what's already in the record given the fact that
it's a blowup of a very tiny map. It's very clear to me
it's Pennsylvania and where the boundaries of Pennsylvania
begin and end.

JUDGE FORDHAM: I don't think it's clear to all of
us.

MR. BARBER: Okay.

JUDGE FORDHAM: We can indicate that it was marked

and you do have it in the record and it was an
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amplification.

MR. BARBER: Very well, Your Honor. Thank vyou.

JUDGE FORDHAM: So yvour objection is sustained.

MR. CHESKIS: Thank you.

MS. CONOVER: Your Honor, my statement was going to
be about the extent of the discussion in Mr. Dunkel's
testimony that could be construed as legal argument and
legal interpretation. In many instances like this, I would
move to strike those provisions. However, today,‘given that
so many of the witnesses have given similar kinds of
testimony, I think what I'm going to do is make that
statement on the record and essentially reguest that, of
course, Your Honeor and the Commission would interpret the
statutes ultimately the way you believe it's appropriate.

So, with that, I'm not going to make such a motion,

but I did want to make that statement on the record.
JUDGE FORDHAM: Thank you. It is so noted.
CROSS-EXAMINATION

BY M5. CONOVER:

Q. Good afterncon. I have a few guestions to ask
you about the rural companies settlement that are fairly
general.

Are you familiar basically with the rural companies

settlement that was just approved by the Commission?

A. I did not file testimony on it., However, I did
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provide scme mathematical support to the office, yes.

Q. Okay. You're aware that the settlement
permitted local residential rates to go as high as $18.00
per month?

A. For those companies in the settlement, but they
are very different than Verizon. The average CCLC in those
companies was around $7.00, which is much different than
Verizon.

MR. CHESKIS: Your Honor, if I could just interject
here for a moment, I would just like to reiterate that Mr.
Dunkel has not provided any testimony on the RTCC settlement
and really I think was involved in that settlement in an
ancillary basis, and certainly Ms. Conover can continue with
her gquestions, but I would caution the witness from
speculating as to what the answers may be.

JUDGE FORDHAM: Thank you.

MS. CONOVER: That's fine. With that understanding
-- I do understand that, but I think I do have some relevant
questions for the record that relate to his rebuttal
testimony.

JUDGE FORDHAM: Okay. I'll allow some latitude.

MS. CONQVER: Thank vyou.

BY MS. CONOVER:

Q. In your opinion, is $18.00 a just and reasonable

rate for local residential rates?
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A. It depends on the costs of the company. For the
rural RTCC companies, their costs are much higher. 1In fact,
I have a schedule in my testimony. NECA publishes loop
costs, and what it shows is the loop costs of these rural
companies are higher than the Verizon lcop costs.

S0 it's what's a fair rate. Well, it depends what
the costs are.

Q. I appreciate that answer. So, essentially, what
you're saying is that the fairness, the just and
reasonableness of the rate has to be determined in
conjunction with looking at the underlying costs?

A. That's one of the major considerations. That's
not the only consideration, but if something is expensive --
a fair price for a diamond ring and a fair price for a glass
ring are two different things. There is a cost that's
different.

Q. Now, did you, in fact, examine any of the costs

that were submitted in connection with the RTCC settlement?

A. What I did --

Q. I'm not going to ask you details about that, by
the way.

A. No. 1If you look at my testimony, one of my

schedules actually has some RTCC costs. If you look at
Schedule 4, what we're showing here -- and this is public

information -- it is the actual loop costs of the RTCC
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companies compared with the Verizon company.

Q. Correct. Those are the NECA loop schedule.

A. Yes. And this gives you a uniform way to look
at the cost of loops, which is one of the biggest costs of a
company. What this shows is that rural companies have
higher costs than Verizon has.

Q. Do you know if the rural companies -- do you
know if they submitted any stand-alone cost studies?

A. I don't know.

0. When you looked at the PUC Order, did they refer

to any stand-alone cost studies that were submitted by the

A, I don't recall that wording, but the Order says
what it says.

Q. That's right. And, again, do you recall whether
or not the Order made any mention of any analysis of Section
1325 of the Code?

A Again, the Order says what it says. I don't
recall reading that, however.

Q. Did you make any analysis as to whether the
rates in the RTCC proposal complied with Section 1325 the
way yYou analyze it, the way you interpret it?

A, Ags you know, I did not file any -- testimony was
not filed in that case, so no such analysis was prepared.

Q. Okay. Now, am I correct or would you agree that

COMMONWEALTH REPQORTING COMPANY (717) 761-7150
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the PUC has never actually endorsed your methodology for
performing a stand-alone cost study?

A. No, I do not agree at all. If you look at 1996
case, we presented the method we've presented here. We
presented the arguments we've presented here. The Order of
the Judge and the Commission both adopted -- first of all,
they said 1325 does apply to a revenue neutral filing, which
was our position. It said the loop cost had to be
allocated. It could not all be placed on basic, which was
our position.

Q. But I'm not sure that that exactly answers my
guestion. Did they ever endorse your methodology for
performing a stand-alone cost study, that specific issue?

A. After reading my testimony, they said that 1325
applies and it prevented the increase that Verizon was
recommending, or, in that case, Bell.

Q. But they did not in their Order ever discuss the
methodology you used for performing a stand-alone cost
study, did they?

A. I don't know if they discussed the methodology,
but they adopted our position, our recommendations and
conclusions. It was a pretty thorough win right across the
board.

0. Okay. Well, I'm sure the Order will speak for

itself.
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A. It does, and I've guoted it extensively in my
testimony, because it was a win.

0. Are you aware of any PUC case since 1997 where
the PUC has actually agreed with your theory that the loop
is a shared or joint cost that should be allocated?

A, To the best of my knowledge, that was the last
revenue neutral Bell case that came in front of the
Commission. I've got plenty of gquotes in my testimony.

Q. Correct. I'm' Jjust asking if any of those have
been since I think it was January of 1997.

A. I'm not sure the issue has come up. This was
the last Bell revenue neutral proposal.

Q. Right. So the answer is no, you know of no

Order since then that has addressed that?

A, No. I don't think it has been addressed that I
know of.

Q. Okay.

A, But, again, the lawyers can bring up the Orders.

I don't have a file of all Pennsylvania Orders here.

Q. Absolutely.
A. Okay.
Q. And, again, 1 am asking you these questions

because you put so much in your testimony about the Orders.
Again, just one other guestion. You had referenced

to your Exhibit WDA-1. Do you have that in front of you?
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A, I can find it here. Yes, I have it.

Q. And just so we're using a similar terminology,
I'd like t0o use the term mark-up over cost to mean, for
example, if something cost $10.00 and the price is $20.00,
that that's essentially priced at a 100 percent mark-up.

Can you agree with that terminology?

A, Yes. If you could define which cost you're
using, that would be a big help.

Q. Fine. What I would like you to tell me is, and
I've actually done -- I think I've done the math, but if you
could calculate the mark-up for the vertical services in
excess of their TSLRIC. The number I came out with was
about a (proprietary number deleted) percent mark-up.

A, All right. If you look at page 2 of this
schedule, the contribution, which is the amount above direct
cost, the bottom of TSLRIC, is shown in the last column.

Q. Correct.

A, So for vertical services --

JUDGE FORDHAM: Just a minute. This is proprietary?

MS. CONOVER: The mark-up I'm not sure would be
proprietary.

JUDGE FORDHAM: OQOkay. I think --

MS. CONOVER: The underlying --

JUDGE FORDHAM: He's referring to page 2 of his

exhibit, and it seems that that is proprietary.
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MR. CHESKIS: I don't believe that this page is
marked. as proprietary.

THE WITNESS: Yes, it is. It's up in the seam. Look
up in the seam.

JUDGE FORDHAM: And then page 2 in your non-
proprietary is blank, and that's what he is referring to.

MR. CHESKIS: I couldn't see the proprietary marking
in the fold of the testimony.

MS. CONOVER: Actually, I think probably it's safer
to have the percentage be proprietary, because the number
that is, I believe, proprietary is the TSLRIC, and you might
be able to back into that through the percentage. So to be
on the safe side, if we could make this proprietary.

JUDGE FORDHAM: At this point, we're going on the
proprietary -- we're off the record.

(Discussion off the record.)

JUDGE FORDHAM: We're back on the record.

There was a number that was given that was
proprietary. That should be deleted from the transcript,
and now we're going on the proprietary record.

(Whereupon, the following page 433 was sealed and

bound separately.)
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BY MS. CONOVER:

Q. I do just have one other follow-up. This has to
do with the question about whether or not the Commission has
addressed 1325 or loop allocation.

My question is whether or not 1325 does apply to the
other telephone companies, other incumbent telephone
companies as well as Verizon, does it not?

A. I'm not aware of any wording in it that directs
it only to Verizon.

Q. So it would apply to other local telephone
companies then?

A, I would certainly expect so.

Q. Would you agree that there have been other
telephone company rate increases or rate changes since 1997
where this could have been addressed by the Commission?

A, I don't know. I'm only involved in those cases
I'm hired to be involved in. So what happens when I'm not
here is not really something I'm familiar with.

Q. OCkay. So you just don't know whether or not
that's true or not?

A. Right.

MS. CONOVER: Okay. Thank you. No further
guestions.

JUDGE FORDHAM: Thank you. At this point we have two

other parties that were interested in cross-examining
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Mr. Dunkel. I just want to see whether they're still
interested, MCI and Qwest.

MS. MISTURAK-GINGRICH: I have a single gquestion for
Mr. Dunkel. That's it.

JUDGE FORDHAM: And Qwest?

MR. POVILAITIS: Just a couple of questions.

JUDGE FORDHAM: Okay. Let's take a 153-minute break,
and we'll come back, and then I think we will be able to
finish for today.

{Recess. )
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JUDGE FORDHAM: We‘re back on the record.

MCI?

MS. MISTURAK-GINGRICH: Your Honor; I just have one
question, so I think I can project well enough.

CROSS-EXAMINATION

BY MS. MISTURAK-GINGRICH:

Q. Mr. Dunkel, I‘m Kathleen Misturak-Gingrich. I
represent MCI.

A. Hello.

Q. Just so I‘m clear on your testimony, in the
event that this Commission would determine that any access
charge reductions should be taken on a revenue neutral
basis, is it your position that you agree with Dr. Pelcovits
that those increases in other rates do not necessarily have
to be attributed to local residential service but they could
be taken in for example Verizon’s vertical services?

A. My testimony is they can’t be taken in local
services because of the 1325 regquirement. Vertical services
is a good example. A five percent increase in vertical
service would generate $24 million of revenue, and that
would not run afoul of the 1325 rule.

MS. MISTURAK-GINGRICH: Thank you.

That’s all I have, Your Honor.

JUDGE FORDHAM: Thank you. ©Owest? Mr. Povilaitis?

CROSS-EXAMINATION
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BY MR. POVILAITIS:

Q. Good afterncon, Mr. Dunkel.

A. Hello.

0. I‘m John Povilaitis, representing Qwest this
afternoon.

MR. BARBER: John, he can’t hear.

BY MR. POVILAITIS:

Q. Mr. Dunkel, do I correctly assume that you
assisted the Office of Consumer Advocate in what‘s been
described in the record on this case as the Verizon/Office

of Consumer Advocate proposal?

A, You mean the settlement?
Q. Yeg, the gettlement.
A. No. I was involved, occasionally they called

and asked what revenues would be produced by some certain
number. That was it. I did not participate in the other,
the overall concept.

Q. Just to clarify this, your prior response, was
that in reference to the rural company settlement proposal
that ‘s been discussed earlier today or the Verizon/OCa
proposal?

A. The Verizon/OCA.

MR. CHESKIS: The Verizon/OCA proposal that’s

discussed in Ms. Berry’s surrebuttal testimony in this

proceeding.
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BY MR. POVILAITIS:

Q. But do I assume that you’re familiar with the
terms of that proposal?

A. I've read it after it was filed. I actually
didn’t even see it before it was filed.

0. Do you have a copy of it at all?

A. No, I do not.

MR. POVILAITIS: At this point, Your Honor, we're
going to be mentioning proprietary numbers, so I request
that we go onto the proprietary record.

JUDGE FORDHAM: Okay. At this point, we‘re going on
the proprietary record.

(Whereupon, the following pages 439 through 442 were

sealed and bound separately.)
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JUDGE FORDHAM: Are there any other parties that
would like to cross-examine this witness?

(No response.)

JUDGE FORDHAM: If not, any redirect, Mr. Cheskis?

MR. CHESKIS: Yes. May I have a moment to confer
with the witness?

JUDGE FORDHAM: Sure.

(Discussion off the record.)

JUDGE FORDHAM: Back on the record.

You may proceed, Mr. Cheskis.

REDIRECT EXAMINATION

BY MR. CHESKIS:

Q. Mr. Dunkel, do you remember earlier questioning
by counsel for Verizon regarding allocation issues in
Section 13257

A. Yes.

Q. In your opinion, is it appropriate after the
implementation of the federal Telecommunications Act of 1996
to do that allocation?

A. Yes. In fact, that Act required the Commissions
to establish allocation rules if they didn‘t have them
already. Section 254(k) of the federal Act of 1996 says,
among other things, the Commission, meaning the FCC, with
respect to interstate services and the states with respect

to intrastate services shall establish any necessary cost

COMMONWEALTH REPORTING COMPANY (717) 761-7150




FORM 2

10

11

13

14

15

16

17

18

19

20

21

22

23

24

25

444
allocation rules, accounting safeguards and guidelines to
insure that the services included in the definition of
universal service bear no more than a reasonable share of
the joint and common costs of facilities used to provide

those services.

And universal services, that includes local services.
So they essentially require this Commission and the FCC to
establish allocation rules so that no more than a reasonable
share of the shared facility costs are recovered from local
service. It doesn‘t eliminate allocation. It requires it.
If you didn‘t do it before, you have to start doing it.

Q. And are you aware of what percentage of the loop
costs are recovered in the carrier charge for Verizon PA?

A. Yes. Using public numbers, NECO loop cost for
Verizon PA is $16.85 per line per month. The carrier common
line}charge is 63 cents. So right now, the IXCs get to use
the Verizon loops and pay for three percent of the loop
costs. That is a very, very reasonable rent for those
facilities.

If they didn’t subscribe to CC service and built
their own loops, they’d have to pay $16.85, assuming they
were as efficient as Verizon is. So basically instead of
building their own loops and paying a cost of $16.85, they

pay 63 cents and share the loops that the local customers

also use.
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They do not subsidize the local customers. If you
separated them from the local customers, it would cost them
$16.85 a month instead of 63 cents a month. They are very
much better off because of the local customers being there
and paying most of the loop costs.

Q. With regards to the questioning by Qwest and
well as some of it related to the questioning by MCI, can
you explain to me in your opinion the relationship between
lowering access rates and lowering local rates?

A. Well, first of all, I don‘t think there’s any
need to lower the Verizon access rates. What we need to do
in this case is combine the two companies, come out with an
average, weighted average to rate, and quit.

However, if you were going to lower the access
charges, you still cannot raise the local rates because of
1325 and because of TA-96 that require you have to have
reasonable rates, proper allocation, etcetera.

If you wanted to lower access rates, you could do it
by raising vertical service rates. Like we said, a five
percent increase gives you somewhere in the range of $20
million to $25 million additional money out of vertical
services and then you don‘t get into these problems.

0. I think you might have touched on this in some

of your answers, but is there a cost to Verizon of providing

the local loop?
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A. Yes. The theory that carrier common line
service is a no-cost service is incorrect. 1In order to
provide carrier common line service, Verizon has to have
loop facilities. They have to maintain them, put them in
the ground, replace them from time to time. If they break,
they have to fix them.

IXCs want to use those facilities but pay nothing, so
if it breaks, somebody calls, Verizon comes out and fixes
1t, AT&T starts using it again. That’s their theory.

They don‘t want a lower carrier common line charge,
they want free. So three percent to them is too much. Two
percent is too much. One percent i; too much. A tenth of a
percent is too much. They want to use the facilities, pay
zero. In the real world, that never happens. There is no
such thing as a free ride, but that’s what the companies are
asking for.

Q. Finally, I wanted to ask you a question
regarding Qwest’s cross-examination abeout the OCA/Verizon
joint proposal as discussed in Ms. Berry’s surrebuttal
testimony. I think we’ve made it clear on the record here
that you were involved in that settlement only on a very
limited and ancillary basis. .Can you provide any reason
otherwise as to what may be factors éoing into that
settlement, if that’s possible?

A. First of all, as far as this settlement knows, I
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don’t know because my only involvement is they would
occasionally call me and say, "Here’s a number, what revenue
would that produce?” I had no involvement in the concept of
it.

In general, settlements are settlements, that is,
people negotiate. They trade something for something else.
So a lot of times in settlements, a party will have traded
something that they didn’t really agree with in return for
something else. So settlements do not always follow the
principles that a certain party advocates or believes to be
true. But as far as this particular settlement, I wasn’t
involved in those negotiations.

MR. CHESKIS: I have no further redirect, Your Honor.

JUDGE FORDHAM: Thank you. Mr. Povilaitis?

MR. POVILAITIS: I do have a question.

JUDGE FORDHAM: Yes, go ahead.

MR. POVILAITIS: Mr. Dunkel, you were --

JUDGE FORDHAM: Come forward to the mic.

RECROSS-EXAMINATION

BY MR. POVILAITIS:

0. Mr. Dunkel, you’re just speaking to your general
understanding of settlements and how parties trade off their
litigation position elements --

A. Yes.

Q. -- relative to other gains. 1Is it part of your
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general understanding of how settlements are derived that
because you are in a settlement context, elements of the

settlement can be inconsistent with state law?

A. I couldn‘t speak to that.

Q. You don‘t have an opinion on it?

aA. I‘'m not an attorney. I have a lay opinion, yes.
Q. What is that lay opinion?

A. I would suspect that you could not be
inconsistent with state law.

MR. POVILAITIS: Okay.

MR. BARBER: I did have one question in light of --

JUDGE FORDHAM: Mr. Barber?

MR. BARBER: Thank you, Your Honor.

RECROSS~EXAMINATION

BY MR. BARBER:

Q. Mr. Dunkel, did I hear you -- I know you were
indicating that in your opinion, is it Section 254 of the
federal Act you were referring to, 254(k)?

A. Yes.

0. It’s your opinion that 254 (k) required the state
to engage in loop alleocation; is that correct?

A, It says, establish allocation rules, and that
pertains to the joint and common costs that facilities use
to provide services. The loop is used to provide local

service.
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Q. I know you were mentioning the state. Did I
also hear you say that in your opinion, 254 (k) required the
FCC to engage in loop allocation as well?

A, To establish allocation rules, yes. They don’t
deal with local service, however. That’s one difference.

0. But if they are engaged in allocation rules and
engaged in loop allocation, they would be allocating, under
your interpretation of 254(k), some portion of interstate

charges to support of the loop, correct?

A. That doesn’t make sense. They don’t deal with
universal services. The universal services are local
services because they’re virtually all tariffed under state
tariffs.

Q. There’s no portion of the loop under your
interpretation that would be allocated to interstate
services?

A. Twenty-five percent is according to the FCC
requirements.

Q. Okay. And is that consistent with your
understanding of 254 (k)?

A. That’s an allocation of a loop.

Q. Okay. And how does the FCC recover that
allocation of the loop?

A. A combination of services, mostly in the carrier

common line charge -- I‘m sorry, mostly in the SLC or the
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EULC.

Q. The subscriber line charge, correct?

A. Yes.

Q- Which is an end user charge, correct?

A. Yes.

MR. BARBER: Thank you. Nothing further.

JUDGE FORDHAM: Anything further from any other
counsel?

(No response.)

JUDGE FORDHAM: We have OCA Statement No. 1 with
Exhibits 1 through 6 and OCA Statement 1-S. Are there any
objections to the admission of any of these documents?

MR. CHESKIS: Your Honor, there’s also an Appendix A
to OCA Statement No. 1.

JUDGE FORDHAM: Thank you. So in addition to the
documents I mentioned, there’s an Appendix A. Are there any
objections to any of these documents?

(No response.)

JUDGE FORDHAM: Hearing none, OCA Statement No. 1,
the appendix and the six exhibits attached thereto and OCA
Statement No. 1-S are admitted without objection.

(Whereupon, the documents marked as
OCA Statements Nos. 1 and 1-S with
attached exhibits and appendix were

received in evidence.)
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JUDGE FORDHAM: Thank you very much.

(Witness excused.)

JUDGE FORDHAM: Mr. Cheskis?

MR. CHESKIS: Your Honor, while we’re changing
witnesses here, I did want to note that I had a brief
conversation with you off the record earlier today about
this.

There was OCA Cross—-Examination Exhibit No. 2 that
was admitted intoc the record yesterday during the
presentation of Debra Berry and Michael Wirl on behalf of
Verizon. That cross-examination exhibit involved documents
related to the Bentleyville proceeding as had been discussed
in the Verizon testimony.

We had not included in that cross-examination exhibit
copies of the Public Utility Commission’s order addressing
that case, and just to make the record more complete, we
would like to now include the copy of that order as OCA
Cross-Examination Exhibit No. 7.

I originally did not include it because it is a
public order and didn’t see a need to do that, but I am now
making the request that that get included as the cross-
examination exhibit.

JUDGE FORDHAM: Thank you.

MR. CHESKIS: And if there’s no objection to that,

I‘11 provide the court reporter and Your Honor and all
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counsel of record with copies of that.
JUDGE FORDHAM: Thank vou.
MR. MICKENS: What number is this?
MR. CHESKIS: Seven.
{(Whereupon, the document was marked
as OCA Cross-Examination Exhibit
No. 7 for identification.)
JUDGE FORDHAM: Are there any objections to the
admission of this document?
(No response.)
JUDGE FORDHAM: OCA Cross-Examination Exhibit 7 is
admitted without objection.
(Whereupon, the document marked as
OCA Cross-Examination Exhibit No. 7
was received in evidence.)
JUDGE FORDHAM: Thank you, Mr. Cheskis.
MR. CHESKIS: Thank you.
JUDGE FORDHAM: Ms. Jdnes?
MS. JONES: Yes. Thank you, Your Honor. QOSBA calls
Mr. Allen Buckalew to the stand.
Whereupon,
ALLEN G. BUCKALEW
having been duly sworn, testified as follows:
JUDGE FORDHAM: Would you state your name and

business address for the record, please?
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THE WITNESS: Yes. My name is Allen G. Buckalew. My
business address is 1601 North Kent Street, Suite 1104,
Arlington, Virginia, 22209.

JUDGE FORDHAM: Thank you. You may proceed, Ms.
Jones.

MS. JONES: Thank you, Your Honor.

DIRECT EXAMINATICN

BY MS. JCONES:

0. Mr. Buckalew, do you have before you what has
been previously marked as Revised OSBA Statement No. 1?

(Whereupon, the document was marked
as Revised OSBA Statement No. 1
for identification.)

A. Yes, I do.

0. And is that purported to be your testimony in
this case?

A, Yes, it is.

Q. And does it consist of 17 pages in question and
answer format?

A. Yes, it dces.

MS. JONES: Your Honor, let the record indicate that
we have provided two copies to the court reporter, one
proprietary, one non-proprietary, and we have distributed
copies as of this morning to all parties of record.

The reason i1t has been marked "revised" is that
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Verizon in their Statement 2.0 changed their designation on
some things that were non-proprietary to proprietary, which
we had cited, so then we had to reflect that in our
testimony, and that meant that our testimony now became
proprietary and non-proprietary.

JUDGE FORDHAM: Thank you very much.

BY MS. JONES:

0. Mr. Buckalew, with that explanation, do you have

any other corrections to the testimony?

A. No, I do not.

Q. And is this testimony true and correct to your
belief?

Aa. Yes, it is.

Q. And if I asked you the questions that are
contained herein, would your answers be the same?

A. Yes, they would.

MS. JONES: Your Honor, with that, we move to admit
Revised OSBA Statement No. 1 to the record subject to any
motions by the other parties.

JUDGE FORDHAM: Thank you.

MS. JONES: And Mr. Buckalew is available for cross.:

JUDGE FORDHAM: Thank you. Mr. Barber?

MR. BARBER: Just very briefly, Your Honor, thank

you.

CROSS-EXAMINATION
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BY MR. BARBER:

Q. Good afterncon, Mr. Buckalew. I‘m Bok Barber
from AT&T. Turning to page 13 of your testimony, I’'m
looking at the question and answer that begins at line seven
and extends through line 13. You‘re talking about how toll
users require the use of loop facilities to complete calls.

Are you aware of any instance in which a toll
customer is basically receiving stand-alone long distance
service without also receiving local exchange service?

A. No. I wouldn’t expect that there’s many
customers that have only toll service and not local service
and that in fact is the point, that in fact this is a shared
facility used by all these services and should be paid by
all the services.

Q. The point is, when a customer is approaching his
local exchange company for service, he’s doing so or she is
doing so as an initial matter to obtain local service from
that company, correct?

A, I think what they’re doing is they’re obtaining
service to provide them with calling throughout the world,
local calls, toll calls, toll calls within their state, toll
calls within the United States, toll calls across the world.
They’'re buying a service. They’re not just buying a local
service. They’re buying something much, much greater than

that and I doubt if anybody really would think about buying
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it simply in terms of, I’m only going to call local service.

We often used to think about the old lady in tennis
shoes that only did that, but even she had to call her sons
that lived in another state once in a while.

People use the telephone to call for different
things, and in fact the system has been designed for toll
service as well as local service.

You can go as far back as the turn of the century
when in fact we had two different systems. We had a local
system and we had a toll system.

Both systems merged to one, and the standards merged,
the standards, for example, with respect to how telephone
poles were laid out. The local required less telephone
poles per mile than the toll to keep the resistance down.

Now we have one standard and the leocop is used for
many different things. I mean, it would be like saying that
we’re only going to use it for local services now. What
happens to DSL? Now we can split the loop and a loop is
used by DSL, so DSL will pick up a portion of that.

0. I didn‘t hear the last part of that. DSL should
pay a portion of that?

A. Yes, they should.

Q. And how much should that portion be?

A. I think that’s up for the Commission to

determine. I think that the problem is that we’ve got a
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cost that is used by all these services and Commissions have
to make a determination, just as Mr. Dunkel said that the
FCC has chosen 25 percent based on a number of court
proceedings and history.

They have not chosen to say zero and assign it all
back to the local exchange. Twenty-five percent is assigned
to interstate. A portion of the local loop ought to be paid
by the local customer for local exchange service. A portion
ought to be paid for DSL, and a portion for toll service
within the state.

Q. How much of a proportion --

A. Exactly what that proportion is can vary, but
it’s the Commission’s determination for that proportion.
It’s not -- because it is a common cost, it’s not something
that there’s magic that says 50 percent here and 50 percent
there.

I in the past have always stuck with the 50 percent
for local and 50 percent for toll, splitting the toll into
25 for interstate as the FCC has done and 25 percent for
intrastate. Certainly the bargain that they’re getting here
for $1.20 is significantly less than that amount that we
assign.

Q. How much of a proportion does DSL contribute to
the loop now?

A. It depends. If you lock at SBC’s territory,
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they actually recommend --

Q. Let’s look at Pennsylvania.

A. Well, I don’t know about Pennsylvania, and I‘'m
answering your question --

Q. Well, you say you don’t know the answer for
Pennsylvania, how much DSL contributes to the loop?

A, That wasn’‘t your question. You said, how much
was DSL contributing --

0. Let me rephrase the question, then. How much

does DSL contribute to the loop in Verizon Pennsylvania‘s

territory?
A. I have no idea.
0. Let‘s posit a situation in Verizon

Pennsylvania’s service territory. Now, you’re talking about
DSL in particular. DSL is an always-on connection, correct?

A. It can be, yes.

Q. A customer can turn on DSL and leave it running
24 hours a day, correct?

A. Correct.

Q. And one of the joys of DSL is at the same time
they have that on for 24 hours a day, they can alsc be
making voice calls, correct?

A. Correct.

Q. So they’ve put their computer on the DSL

connection for 24 hours a day and then intermittently during
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the course of the day over the same loop, they’re making
volce calls, correct?
A. Correct.

0. And how should that be allocated under those

circumstances?

A. Well, I was trying to give you an example.
SBC --

Q. I just gave you an example. How would it be

allocated under those circumstances?

MS. JONES: Your Honor, I would appreciate it if Mr.
Barber would let the witness answer his questions before he
asks another question.

MR. BARBER: I provided the example and asked him how
it should be allocated under those circumstances in Verizon
Pennsylvania’s territory.

JUDGE FORDHAM: If you know, Mr. Buckalew.

THE WITNESS: Well, I think the only reason I know is
because I know what other companies have recommended, and I
think it’s a reasonable allocation. SBC’s territory, they
have recommended that it be split 50/50, 50 percent to local
and 50 percent to DSL.

BY MR. BARBER:

Q. Who’s "they"?

A, SBC.

Q. They recommended, SBC recommended?
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A. Yes, in fact they did, in Connecticut.

Q. Do you have a cite for that?

A. No, but I can get it for you.

MR. BARBER: 1’'d make a data request for the
particular cite for that recommendation.

That’s all I have, Your Honor.

JUDGE FORDHAM: Ms. Conover?

MS. CONOVER: Yes. Thank you.

CROSS~-EXAMINATION

BY MS. CONOVER:

0. Mr. Buckalew, again, just to pick up a little
bit from the last questions Mr. Barber has asked, you
testified, and I would refer you to page 16, but you’ve
testified similarly elsewhere, that local loops are not
customer specific facilities such as gas lateral or an
electric drop. Do you see where you say that?

A. Yes.

Q. Okay. So now, would you agree that the cost of
a customer specific facility like a gas lateral or an
electric drop would need to be recovered directly from end
users?

A. A lot of those charges in fact are. Those that
are shared are shared among the customers, but a number of
electric drops and gas drops that are dedicated specifically

to the customer are paid for by the customer.
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Q. Okay, directly by the customer. And wouldn’t
you agree with me that a loop is in fact dedicated to a
specific end user?

A, No. Loops are fungible. I mean, you might have
a loop that goes to you as a specific end user today. That
loop could in fact be bridged to other customers. That loop

could be split so it could be used for other services like

DSL.

Q. Well, but I’m not sure that that answers my
question. Once it’s assigned -- that’s true, and one
customer can disconnect and it can go to the other -- but

once it’s assigned to that customer, then that customer is
the only customexr that uses that loop, isn’t that correct,
that uses it as an end user, that uses that loop?

A. Well, there are many customers that access
that --

Q. Could you --

A. No.

0. Could you ~-

A. I‘'m answering your question. The answer is no.

Q. And who else would use that loop --

A. Other customers --
Q. -~ as an end user?
A. Other customers trying to call that customer

would use that loop. 1In fact, if you make that argument,
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you could say that in fact --

0. Well, okay, let --

A. ~- the entire network is constructed that way
where once we had it dedicated to that customer I could say,
well, I have a dedicated switch, so maybe the customer ought
to pick up the switch too because we’re only buying the
switch today. We’re not going to buy another one for years
anyway, or the transport.

I mean, you could make the same argument through the
entire network. The loop is simply a piece of that entire
network.

0. Let me see if we can decide on specific,
undisputed physical facts, and that is that once a loop is
assigned to a specific customer, that loop from the switch
to the specific end user stays assigned to that specific
customer, to that specific end user; is that correct?

A. That it can stay assigned to that customer, yes.

0. Okay. Now, I think where we disagree -- I don’t
know if we disagree, but would you agree that generally the
telephone company must be able to fully recover the cost of
its loops from its customers?

A. Yes.

Q. Okay. Now, I’d like to just hypothesize that
you have a user, an end user that only makes local calls.

And I don‘t know that that’s that farfetched these
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days. There are certainly people who decide they’re only
going to use their computer, do IMs, whatever, and only make
their toll calls on their cell phone, and so they only make
local calls and only receive local calls on their basic
phone. Do we have that hypothetical?

A. I have that hypothetical in mind, yes.

Q. Given that.hypothetical, would you agree that
for that customer, the telephone company should be able to
collect charges that recover the full cost of that loop from
that customer?

a. No, because we don’t design loops that way. We
don’t assign usage to loops that way. We don’t --

Q. Well,_how else would that --

A. Excuse me, I'm ncet finished --

Q. -- telephone company récover those costs if not
through that customer?

A. Well, you would design a loop differently if it
was only for that specific usage, but it’s not. It was
designed for toll usage. It was designed for local usage.
And because that customer is not making any toll calls, yvou
just have a facility that was designed wrong.

Q. You’‘re testifying here on behalf of the Office
of Small Business Advocate; is that correct?

A. That ‘s correct.

Q. Are you familiar with Dr. Stanford Levin?
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A, No.

Q. Are you aware that Dr. Levin has testified on
behalf of the OSBA in other cases?

A. Since I’m not aware of him, I guess I would be
not aware that he testified.

Q. Okay. Would you accept subject to check, and I
do have the testimony here, that Dr. Levin has testified in
other cases, in at least one other case that I'm aware of,
that it is not appropriate to allocate loop costs to other
services and that all of the loop can only be considered
part of the cost of providing local service?

MS8. JONES: Your Honor, the witness has testified
that he does not know Dr. Levin. He is unaware of the
testimony. Counsel can show him the testimony. He can only
say yes, that’s what it says. To the extent that that’s
what it says, that‘s what he can say.

MS. CONOVER: But I think it’s relevant for the
Commission to know that the OSBA has taken a dramatically
different position on this very issue, and that’s the
sole reason --

MS. JONES: Your Honor, Your Honer, at this point,
counsel is testifying as opposed to asking questions.

MS. CONOVER: No, I was responding to the objection,
Your Honor.

JUDGE FORDHAM: And what proceeding was this in?
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MS. CONOVER: The one that I have is the proceeding
that was the formal investigation to examine and establish
updated universal services principles and policies for
telecommunications services to the Commonwealth. It was at
Docket I-00940035.

JUDGE FORDHAM: And when was the testimony?

MS. CONOVER: The testimony that I have here is dated
in February 15, 1996.

JUDGE FORDHAM: Ms. Jones, do you have any objection
to her showing this to the witness?

MS. JONES: I don‘t have any objection to her showing
it to the witness. I do have an objection, however, as to
how Verizon is planning to use this testimony through this
witness who has already testified he is not aware of Dr.
Levin, he does not know what Dr. Levin has previously
stated.

I‘d also like to note that the testimony is in 1996.
We are now in 2003. Previous witnesses have testified that
that constitutes a change in the rules that we are playing
in the telecommunications market.

MS. CONOVER: Your Honor, all that is argument that
certainly should be made in the brief. We have one witness
from the OSBA that’s presented as a party, and I believe I’'m
entitled to show that as a party, this party has taken an

inconsistent position in another proceeding. And that’s
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what I‘m about to do.

JUDGE FORDHAM: Could you address, because we had
considerable testimony this morning about whether things
prior to 1996 should be considered and that’s the argument
that Ms. Jones is saying, there are other parties who have
changed based on opinions that have been handed down after
199s6.

MS. CONOVER: That is an argument that has been made.
However, I believe what certainly is Verizon’s position and
I believe others would support is that the position that the
loop should be allocated is one that has been abandoned,
that it is essentially old news, that it is something that’s
anachronistic.

And in fact, we believe Dr. Levin on behalf of the
OSBA was part of the vanguard that essentially established
that that was an improper economic principle. And that’s
certainly what we would argue in the brief.

For purposes of today, I just want to establish the
fact that Dr. Levin on behalf of the OSBA gave different
testimony in a case involving universal service where this
very issue was litigated fairly extensively.

JUDGE FORDHAM: Ms. Jones, do you have a reply to
that?

MS. JONES: I really do not think that counsel has

addressed the fact that this testimony is in 1996, not in
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2000, not in 2003.

MS. CONOVER: I think that if that’s the case, then
many other pieces of testimony that have been presented in
the record would be expunged. All I‘m doing is essentially
presenting this as an admission of a party, which is OSBA,
in a prior statement put on the record.

And certainly Ms. Jones is free to argue its
relevance later, as we will argue the relevance of some of
the older pieces of Commission orders that have been
presented.

JUDGE FORDHAM: But in the other --

MS. CONOVER: And if the oldness of testimony or
Commission orders is a basis for objecting to them, then I
think there’s been a whole lot of ebjectionable testimony in
this record.

MS. JONES: Your Honor, this is publiec. This is a
public order, I‘m assuming. She can -- counsel is very
likely to cite it in a brief. However, to use this witness
to authenticate it I think is improper.

MS. CONOVER: It is testimony in a public record, and
I was --

MS. JONES: It’s not this witness’ testimony. It is
not his testimony. BHe does not know of the testimony. I
think it’s very improper for her to try to authenticate it

through this witness.
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MS. CONOVER: Well, let me ask if OSBA -- OSBA was
the party that presented this testimony. Would OSBA
stipulate to the authenticity of it, or at least certainly
would give them the opportunity to check, but it is
testimony that was submitted by OSBA in a docket in this
Commission.

And I believe that I’m entitled to show that the
position that OSBA took previously on the same issue is very
different. They can make whatever argument that they want
about it.

JUDGE FORDHAM: Let’s go off the record a minute.

{(Discussion off the record.)

JUDGE FORDHAM: We’re back on the record.

MS. JONES: Your Honor, at this point, OSBA is
willing to state that this was testimony at the specific
docket that OSBA’s witness did sponsor. Any more than that,
we would arque in brief.

JUDGE FORDHAM: Thank you. You may continue, Ms.
Conover.

MS. CONOVER: 1I’m going to show this to the witness.

MS. JONES: Your Honor, why is she showing it to the
witness?

MS. CONOVER: Well, I’d be happy to read the relevant
sections if you want me to do that. I was going to ask the

witness to.
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MS. JONES: What does this witness have to do with
that testimony?

MS. CONOVER: This is testimony presented by the OSBA
in a previous case that is different from the testimony that
he’s presented here, so I‘'m presenting this as a --

MS. JONES: But you’re not impeaching that witness.

MS. CONOVER: It’s not -- I think I am. He’s the
representative --

MS. JONES: No, you’re not. This is not inconsistent
with this witness.

MS. CONOVER: Yes, it is inconsistent.

MS. JONES: No, it’s not.

MR. BARBER: Your Honor --

JUDGE FORDHAM: Let‘s go off the record again.

(Discussion off the record.)

JUDGE FORDHAM: We’re back on the record. We had a
discussion regarding the testimony that was previously
submitted in aﬁother proceeding. The witness was different,
and we had a number of the parties weighing in on either
side. At this point, I would have Ms. Jones indicate what
her preference is.

MS. JONES: Your Honor, we do not take exception to
Verizon and/or any other party citing the testimony of Dr.
Levin in the universal service investigation, however we do

want the latitude to be able to cite the recommended
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decision and the Commission opinion and order from the same
docket, and also want the latitude to argue any arguments
within the context of those documents.

JUDGE FORDHAM: Thank you. And I believe you
mentioned something about the appendix.

MS. JONES: Yes. We do not want the entirety of Dr.
Levin’s testimony submitted into the record. I believe
thexe are appendices that are attached to that. We would
not want those appendices attached, just the guestion and
answer.

MS. CONOVER: I have no objection to that. I will
prepare as an exhibit the testimony of Dr. Stanford Levin,
removing the appendices, and I will mark that, circulate
that to the parties and mark that as Verizon Cross-
Examination Exhibit No. --

JUDGE FORDHAM: Ten.

{(Whereupon, the document was marked
as Verizon OCA Cross-Examination
Exhibit No. 10 for identification.)
MS. CONOVER: -- 10. And I apologize, I do not have
copies, but I will distribute copies to you and to the court
reporter and to all the parties.
JUDGE FORDHAM: Thank you.
MS. CONOVER: And you’ll be glad to know I have no

further questions. Could I move this into the record, then?
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JUDGE FORDHAM: Do you have any objection? I mean,
the other people have not seen it. Ms. Jones is the only
one that has reviewed it at this point, but I assume --

MR. MICKENS: That‘s part of the problem, Your Honor,
that while perhaps some of the other parties were raising
issues about this, I‘m certainly not familiar with the
testimony --

MS. CONOVER: Okay, perhaps you can look at it --

MR. MICKENS: 1I'm sorry, I'm still speaking -- I'm
not familiar with the testimony and, you know, I’'m not
knowledgeable enough at this point to comment on whether I
have a problem with it.

JUDGE FORDHAM: Well, what I will allow is, I’11l hold
this without admitting it. The motion has been made. Ana
if I receive any objections, I“1l rule on those objections.

MR. MICKENS: Thank you, Your Honor.

JUDGE FORDHAM: You’‘re welcome.

MS. CONOVER: Thank you.

JUDGE FORDHAM: MCI?

CROSS-EXAMINATION

BY MS. MISTURAK-GINGRICH:

Q. Good afternoon, Mr. Buckalew. I‘m Kathleen
Misturak-Gingrich from MCI.

A. Good afternoon.

Q. I have just a few short questions for you.
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A, So did the last one.

(Laughter.)

Q. I don’t think they were really directed to you.
On page seven of your testimony as well as on page 13, you
reference that the loop was designed to provide quality toll
service. Isn’t in fact the loop designed primarily for
purposes of providing local service to the end user customer
and the fact that long distance traffic is transported over
it is purely incidental to the existence of the loop in the
first instance to serve that customer for local service?

A. No, absolutely, totally wrong. In fact, you
could -- 1if you ever read the book that AT&T commissioned
called "Telephone" by Brooks, it goes through the entire
history of the system, the loops, and how they were
designed.

And in fact, the loop was designed to benefit toll.
It has to be. If it didn’t have the type of resistance and
the quality that it has today, we couldn’t make toll calls
across the country.

There was a time when we had two different systems
and the local system was simply a single wire, using the
ground as a return because you—can do that for local calls.
You don‘t need two wires. You absolutely need two wires for

making a toll call.

Q. And the history of this is, I‘m sorry, what?
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A. A good source of it is a book called "Telephone"

by Brooks that AT&T had commissioned back before

divestiture.

Q. So following up on Verizon’s gquestions, then,
what happened -- you testified, I believe, and you can
correct me if I’m wrong -- that it is not possible to your

knowledge for a customer to have the end user loop for only
long distance services and not for local services; isn’‘t
that correct?

(No response.)

Q. You don‘t know any single customer that doesn’t
have local service across the loop but has only long
distance service across it?

A. Well, I don’t know any single customer that buys
it simply for local service. That’s a true statement. Your
guestion said, was it possible. Of course it’s possible. I
mean, it’s possible that somebody can use the loop for only
making local calls and never desires to make a toll call.

But again, that’s a function of loops designed in
mass quantities for the entire market, which includes the
toll market, and not just simply for the local exchange

market.

Q. And in the situation in which the end user
customer elects not to have any toll service whatsoever but

only takes local service, you’ve testified that you are
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cognizant of the fact that those circumstances exist, but
the contrary circumstance doesn’t exist to your knowledge;
isn‘t that true?

(No response.)

Q. In other words, you know of circumstances where
a customer has only local service utilizing the loop but not
a single circumstance that you can cite to where they only
have long distance using the loop?

A. Actually, I think you totally mischaracterized
everything I said. What I said is, I‘m not aware of any
customer that has bought service to only buy local service
or to only buy toll service. They buy it for a number of
services.

I‘'m not personally aware of any customer that has
bought it only for local service or only for toll service.
Now, there are in fact ways of doing that. There are
customers that have toll restrictions put on because they
can’t pay their toll bills and they make too many toll calls
and so they’re restricted from making toll calls, but that’s
a different kind of argument. That’s more of a welfare type
argument.

MS. MISTURAK-GINGRICH: Okay. I don’t believe that’s
what you testified to before, but I‘m not going to argue
that with you.

(Pause.)
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BY MS. MISTURAK-GINGRICH:

Q. In the circumstance where a customer would
choose only to have local service, is it your testimony then
that it’s a more efficient utilization to construct a loop
that only contains one wire?

A. No. Again, what you’re not hearing in the
question is that loops are designed en masse. They’re
designed in terms of making them most efficient to the most
number of customers.

They‘re not designed for one single customer that
wants to have local exchange service. That would be
inefficient.

Q. I‘'m sorry, I didn’t hear what you said at the

end.

A. That would be inefficient, to design it for one
customer, for one usage.

MS. MISTURAK-GINGRICH: I have noe further questions
for this witness.

JUDGE FORDHAM: Mr. Povilaitis?

MR. POVILAITIS: No questions, Youxr Honor.

JUDGE FORDHAM: Does anyone else have any questions
for this witness?

(No response.)

JUDGE FORDHAM: Any redirect?

MS. JONES: I think sc¢, Your Heonor. I need to confer
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with my witness.

JUDGE FORDHAM: Okay. We’ll take five minutes.

(Recess.)

JUDGE FORDHAM: We’re back on the record.

Ms. Jones?

MS. JONES: Yes. Thank you, Your Honor. Just a few
redirect.

REDIRECT EXAMINATION

BY MS. JONES:

0. Mr. Buckalew, several parties, Verizon and I
believe MCI asked you questions, hypothetical scenarios
about the lcocop and local uses of the loop as compared to
toll uses of the loop. Do you remember those exchanges?

A, Yes.

s

0. And those exchanges to my recollection had to do
with the expectation of the caller making calls. Is that
your recollection?

A. Yes. It was all in relationship to parties
calling out in terms of a customexr that would only want to
call out. I think the other side of that argument is that
people call in, too.

So even though they may only make local calls, they
probably -- they can still receive toll calls. They can
receive a call from across the state, across the country or

across the world.
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Q. And Mr. Buckalew, would a business, particularly
a small business customer, be concerned about calls in?

A. Oh, absolutely. I mean, a small business
customer wants as many calls from wherever he can get it to
increase his business.

MS. JONES: Thank you. That’s all, Your Honor.

JUDGE FORDHAM: Thank you. Anything else from any of
the other counsel?

MR. BARBER: No, Your Honor.

MS. CONOVER: No, Your Honor.

JUDGE FORDHAM: We have the testimony of Mr. Buckalew
on behalf of the Office of Small Business Advocate, Revised
OSBA Statement No. 1. Any objection to the admission of
this document?

(No response.)

JUDGE FORDHAM: Hearing none, it’s so admitted.

(Whereupon, the document marked as
Revised OSBA Statement No. 1 was
received in evidence.)

JUDGE FORDHAM: Thank you very much.

(Witness excused.)

JUDGE FORDHAM: This concludes the testimony. There
are some outstanding data requests. We agreed this morning
that they would be transmitted electronically so that we

could conclude and close the record by September 3rd.
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We have previously drafted the schedule so that the
record would close on September 3rd. Main briefs would be
due September 16th and reply briefs due September 26th. Is
there anything else in this matter?

MR. BARBER: Could we go off the record briefly?

JUDGE FORDHAM: Yes.

(Discussion off the record.)

JUDGE FORDHAM: Back on the record.

The parties and the Judge have .agreed to a revision
of the schedule. The record will still close on September
3rd, however the main briefs will be due on Thursday,
September 18th and the reply briefs due on Monday, September
29th.

I indicated we have a couple of outstanding data
requests, then we have one exhibit, Verizon Cross-
Examination Exhibit 10, which will be distributed and if
anyone has any objections, you can let me know by e-mail and
I‘1l make a decision on that.

I believe those are the only outstanding matters.

Can anyone else think of anything else that’s outstanding?

MS. JONES: Your Honor, when can we anticipate the
written decisien for the motion to strike?

JUDGE FORDHAM: It should be out by Thursday.

MS. JONES: Thank you, Your Honor.

JUDGE FORDHAM: You’re welcome.
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MR. POVILAITIS: Your Honor, in connection with the
very first in-hearing data request that was made, the notion
was that we’d get responses by Friday of this week. Is that
generally true of all the in-hearing data regquests? Because
we are closing shortly.

JUDGE FORDHAM: Right. Does anyone have any problems
with that? I know that there were various data requests,
and I don’t know whether you’ve had an opportunity to start
working on those.

MR. BARBER: We were hit with ours today, Your Honor,
so clearly we haven’t had that chance yet. Hopefully we can
have them out by Friday.

MR. POVILAITIS: Counsel can work that out if there’s

a problem.

JUDGE FORDHAM: Okay. If there is a problem with
having it out prior to Friday, would you let us know by
e-mail, everyone know by e-mail and we can deal with that.

Anything further?

(No response.)

JUDGE FORDHAM: If not, at this time, the hearing is
adjourned. As I indicated, there are some outstanding data
requests so the record will not officially close until the
third of September. Thank you very much.

(Whereupon, at 4:20, the proceedings were

concluded.)
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