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INTRODUCTION

Please state your name.

My nameis Susan M. Badwin.

Areyou the same Susan Baldwin who filed testimony on August 13, 20037?
Yes.

What isthe purpose of your testimony at thistime?

The Washington Attorney General Public Counse Section (“Public Counsd”) asked meto
reply to the direct testimony filed on August 13, 2003 by other partiesin this proceeding.

After reviewing the direct testimony filed by othersin this proceeding, do you continue
to recommend that the Washington Utilitiesand Transportation Commission (*WUTC”
or “Commission”) deny Qwest’s petition to classify its business exchange servicesin

Washington as competitive?

Yes. Staff isthe only party that supports Qwest’s petition. As| demonstrate below, athough
Staff contends that effective competition exigts for the services that Qwest’ s petition
encompasses, * Staff fails to provide any convincing evidence in support of this generd

assation.

! Direct Testi mony of ThomasL. Wilson, Jr. (Staff), at 2.

PUBLIC COUNSEL 1lof 24
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Staff’s analysis lacks a detailed examination of the relevant geographic and product markets.

Q:

What isyour understanding of Staff’s definition of the relevant market for this
proceeding?
Mr. Wilson states that:
The rdlevant market is Qwest’ s statewide service territory, defined at the
exchange levd. It isthe market for smal, medium, and large-sized basic

bus ness exchange tedlecommunications services, including private branch
exchange (PBX) and certain centrex-type services?

Although Mr. Wilson refers to the exchange leve, he indicates that the relevant market is
Qwedt’s statewide service territory, which | understand to mean that he concurs with Qwest
that the entire state condtitutes a single geographic market. | disagree with Staff’ s excessively
broad definition of the relevant market which blends diverse geographic and product markets
into asingle market. Furthermore, as| discuss beow, Staff’ s analyssfails to include a detailed
examination of the relevant geographic and product markets. Instead, Staff and Qwest define
their market by default to encompass dl business local exchange services that have not yet been
competitively classified.

Why do you disagree with the definition of a single statewide geogr aphic market?

As| demondrate in detall in my direct testimony, and as shown by other evidence in this
proceeding, the diversity of suppliers and the level of competition vary subgtantialy throughout
the state® | will explain further by way of two contrasting examples of products that firms may

21d., at 15.

3 See, for example, Baldwin Direct (Public Counsel) at 37-39, exhibits SMB-2C, SMB-3C, SMB-4C,SMB-10C, SMB-
13C, SMB-14C, SMB-15C, SMB-16C; Exhibit DLT-5C. There are not any CLECs offering servicein Elk. Wilson Direct
(Staff), at 4. In five exchanges, thereisonly asingle CLEC; in two exchanges, there are only two CLECs offering
service; and in three exchanges, there are only three CLECs present. Staff response to PC —10.

PUBLIC COUNSEL 20f 24
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use to operate their businesses. Businesses in Castle Rock and Spokane, athough located in
two very different communities, have comparable access to certain basic items such as persona
computers, telephone equipment, and ink cartridges because the geographic market for these
productsisbroad. In sharp contrast, abusinessin Castle Rock cannot access the same variety
and quantity of suppliers of loca telecommunications services as can those businesses that are
located in Spokane. As Exhibit DLT-5C shows, the number of CLECs offering servicein
Cadlle Rock is sgnificantly less than the number of CLECs offering service in Spokane. Other
than closing down one' s shop in Castle Rock and relocating to Spokane, one cannot substitute
the supply of local telecommunications services from outside of the “home” exchange. Because
abusiness cannot substitute the loca service that is offered esewhere in the state for Qwest’s
service, it isingppropriate to define Qwest’ s entire statewide service territory asasingle
geographic market.

Does Staff justify its proposed definition of a product market?

No. Asthe previous quote from Mr. Wilson' s testimony shows, Staff supports Qwest’s
merging of the business line, Centrex, and PBX sarvices as a single product, but Staff does not
provide any andysisin support of this excessvely broad product market. Staff also does not
address the impact of Qwest’s petition on small businesses, which are most captive and thus
most vulnerable to the consequences of gpproving Qwest’s petition.

Doesthe Federal Communications Commission (“FCC”), in itsrecent Triennial
Review Order, provide any guidance on the definition of markets?

Yes. Among other things, the FCC reected the use of the entire Sate as a geographic market,
gating:

PUBLIC COUNSEL 30f 24
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State commissions have discretion to
determine the contours of each market,
but they may not define the market as
encompassing the entire state. Rather,
state commissions must define each market
on a granular level, and 1in doing so
they must take 1iInto consideration the
locations of

customers actually being served if any)
by competitors , 1s37 the variation 1iIn
factors affecting competitors” ability to
serve each group of customers, isss and
competitors” ability to targetisss and serve
specific markets economically and
efficiently wusing currently available
technologies - *

The FCC dso addressed product market definition in the Triennid Review Order:

124 _ Based on the record before us,
It i1s reasonable to distinguish these

three classes of customers - mass market,
small and medium enterprise, and large
enterprise - for several vreasons_. These

classes can differ significantly based on
the services purchased, the costs of
providing service, and the revenues
generated - Because of these differences,
for certain network elements the
determination whether 1impairment exists may
differ depending upon the customer class a
competing carrier seeks to serve._

*1n the Matter of Review of the Section 251 Unbundli ng Obligations of Incumbent Local Exchange Carriers, Notice of
Proposed Rulemaking, Report and Order on Remand and Further Notice of Proposed Rulemaking, FCC 03-36, CC
Docket No. 01-338 , released August 21, 2003 (“FCC Triennial Review Order”), 1495, footnotes omitted.
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127 . Mass market customers consist of
residential customers and very small
business customers - as=> Mass market customers
typically purchase ordinary switched voice
service (Plain 0ld Telephone Service or
POTS) and a few vertical features. Some
customers also purchase additional [lines
andZor high speed data services.
Although the cost of serving each
customer is low relative to the other
customer classes, the Ilow levels of
revenue that customers tend to generate
create tight profit margins in serving
them_ The tight profit margins, and the
price sensitivity of these customers,
force service providers to keep per
customer costs at a minimum- Profits in
serving these customers are very sensitive
to administrative, marketing, advertising,
and customer care costs- These customers
usually resist signing term contracts -

128 _. Small and medium enterprises are
willing to pay higher prices for
telecommunications services than the mass
market - W@ndeed, they are often required
to do so under business tariffs_. Because
their ability to do business may depend

on their telecommunications networks, they
are typically very sensitive to reliability
and quality of service 1issues.- These
customers buy larger packages of services
than do mass market -customers,

and are willing to sign term contracts -
These packages may include POTS, data,
call routing, and customized billing,
among other services. Although serving

PUBLIC COUNSEL 50f 24
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Q:

these customers 1is more costly than mass
market customers, the facts that

enterprise customers generate higher

revenues , and

are more sensitive to the quality of
service, generally allow for higher profit
margins - The higher profit margins and
greater emphasis on quality of service can
provide a greater incentive to competing
carriers to provision their own

facilities, and the higher revenues make
It easier to

cover the fixed costs of installing such
facilities .

129 _ Large enterprises demand
extensive , sophisticated packages of
services - Reliability of service 1is
essential to these customers, and they
often expect guarantees of service

quality - The services they might purchase
include an 1internal voice and data
network , local , long

distance , and international POTS service

to one or multiple locations, provisioning
and maintenance of a data network such as
ATM, frame relay or X_-25, and
customized billing.-. The 1large revenues
these customers generate, and their need
for reliable service and specialized
equipment to serve them, provide a large
incentive to suppliers to build their own
facilities where possible, and carry these
customers’ traffic over their own

networks —

Why do the FCC’ s definition and discussion of markets have any applicability to this

PUBLIC COUNSEL 6 of 24
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proceeding?

Thereis substantia overlap between the analysis of Qwest’s petition to classfy certain locdl
services as competitive and the analyss of whether CLECs areimpaired in their provison of
locd sarvicesif they lack accessto certain unbundled network dements. In the upcoming
impairment proceeding, the Commission will examine the local market structure based on the
FCC'sdetailed guidance. In this proceeding, Qwest and Staff suggest that the Commission
forego the type of careful, detailed analysis of the local market that the FCC' s recent order
requires and indtead rely on generd assertions that effective competition exigsin ill-defined
markets. The Commission should take into account the rigorous roadmap that the FCC
recently set forth rather than accept Qwest’ s superficialy supported petition.

Findly, this proceeding and the imminent impairment proceeding will occur during overlapping
time frames. Unless the Commission gpplies an andysisto Qwest’ s petition that is of smilar
detail to thet required in the impairment proceeding, the Commission will risk ending up with
factudly inconggtent findings in the two related proceedings.

Staff’sanalysis of Qwest’s market share does not support a finding of effective competition.

Q:

Mr. Wilson provides atablewith data that purport to demonstrate that Qwest hasa
75.5 percent market share. Please comment.

It appears that Mr.Wilson double-counts Qwest’s PBX and Centrex lines. Histable showsa
total of 708,887 Qwest lines, which consst of 520,635 linesfor “basic business’ and an
implied total of 188,252 for Centrex and PBX lines (i.e,, the difference between 708,887 lines
and 520,635 lines).> Confidentia Exhibit SVIB-11C provides the subtotals of business

® Wilson Direct (Staff), at 14.

PUBLIC COUNSEL 7 of 24
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exchange access lines, PBX flat rate trunks, and PBX measured trunks, which, when summed

with the total Qwest lines associated with Centrex services yidd atotal number of 520,635.° In

other words, Qwest seeks the classification of atotal of 520,635 business lines as competitive.”
By contrast, Mr. Wilson' s table implies that Quest seeks the reclassfication of 708,887 lines.

Q: What isthe consequence of this apparent double-counting by Staff?

A: Were Staff to eiminate the gpparent double- counting, Qwest’s market share, as computed by
Staff, would decline to 69 percent.? However, correcting Staff’ s apparent mathematical
mistake does not correct the fundamentd flaw in Staff’ s overly smplistic depiction of the loca
telecommunications market. By relying on datewide aver age estimates of the incumbent’s
market share, Staff does not prove the existence of effective competition in relevant geographic
and product markets. As| demonstrated earlier, the Sate is not the relevant geographic
market, and therefore statewide average estimates are ultimately meaningless in an assessment
of Qwest’s market power. Furthermore, as | discussin more detail below, the inconsistencies
and ambiguitiesin the Staff- aggregated data suggest that Staff’ s calculation may incorporate
unreliadble data. If the data upon which Staff relies are incorrect, Staff’ s market share calculation
will beincorrect aswell.

Q: What estimate of CLEC-served linesdoesMr. Wilson provide?

A: Mr. Wilson estimates that CLECs serve 230,049 retail linesin Qwest’s serving territory in

6 Qwest response to PC 8-39, confidential attachment B.

" 1n confidential attachment A to the response to PC 8-39, Qwest provides the numbers of lines associated with each
separate category of business services (e.g., flat business line, business utility line, business custom choice, etc.
Confidential attachment B to the response to PC 8-39 provides subtotal s for the following three product categories:
basic business exchange; Centrex services; and PBX trunks.

8 Staff contends that there are 230,049 CLEC-served lines. Using this assumption, the total number of lines statewide
would be 750,684 (i.e., the sum of 230,049 CLEC retail lines and 520,635 Qwest retail lines). 520,635 divided by 750,684
equals 69 percent.

PUBLIC COUNSEL 8of 24
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Washington.®

Q: Areyou ableto verify Staff's market share estimate?

A: No. Itisimpossble for meto verify Staff’s estimate because only Staff was permitted access to
the underlying source data that CLECs provided. As| discuss below, in its aggregation, Staff
may have double-counted CLEC lines. Mr. Wilson's estimate gpparently relieson his
aggregation of data provided by CLECs Inconsstencies in the data suggest some inaccuracies
or ambiguities™

Q: Please describe your under standing of the CLEC data shown in exhibit TLW C-4, page
1 and the data shown in exhibit TLW C-5, and why these data may differ.

A: The data shown in TLW-C4 corresponds with the data provided on August 10 that represents
the “cleaned up” verson of the busness line data that Staff originaly provided on August 6.
However, in the summary table on page 14 of histestimony, Mr. Wilson rdlies on the data
included in exhibit TLW-C5, which include substantialy higher numbers for CLEC-served lines.
One gpparent cause of the difference between the two different sets of numbersisthat some
CLECsdid not report at the wire center level, but rather only reported at the exchange level.
Although Staff relies on exhibit TLW-C5, Staff does not explain fully the causes of the
differences, nor its methodology for “rolling up” to the exchange leve.

Q: Arethereexamples of the types of discrepanciesthat you identified in Staff’s data?

A: Yes. Compare, for example, the very different CLEC totas shown in exhibit TLW-C4 and
TLW-CS5 for Aberdeen and Sesttle, which | shown in Confidential Exhibit SMB-22RC. In

% Wilson Direct (Staff), at 14.

10 See, for exampl e, the aggregated business report shown in TLW C-4, page 1 and compare the “ computed” total
with the reported total for Auburn, Bellevue, Des Moines Total, Kent Total, Renton, and Seattle Total wherethe
“computed” total isthe sum of the numbers shown for resale, UNE-P, UNE-L and CLEC-owned.

PUBLIC COUNSEL 9of 24
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exhibit TLW-5C, Staff notes that the data include the basic business data “rolled up” to the
exchange level. Apparently, where carriers may not have reported data a the wire center leve,
these numbers perhaps are omitted from exhibit TLW-4C and are included in exhibit TLW-C5,
which may explain, in part, the large discrepancy between the exchange- specific totals shown in
these two exhibits. However, in the instance of Aberdeen, which has asingle wire center, it is
not clear why the number of CLEC loops dmost doubled between exhibit TLW-C4 and exhibit
TLW-C5. Furthermore, it isimpossible for me to determine whether Staff over-adjusted when
it “rolled up” exchanges.

Please elaborate on your concernsabout the*rolling up” process.

By way of example, as Confidentid Exhibit SMB-22RC shows, within exhibit TLC-4C, the
reported total for Seettle exceeds the “computed” total by 25 percent. In other words, the total
CLEC lines shown for the Sesttle exchange in this Staff exhibit exceeds by 25 percent the sum
of the lines shown separately for resdle, UNE-P, UNE-L and CLEC-owned. Becausethis
exhibit aso includes wire center numbers, the difference between the reported and computed
total may be attributable to the fact that some CLECs only reported at the exchange level.
Isthetotal number of CLEC linesfor Segitlein TLW-C5 identical to thetotal number
reported in TLW-C4?

No. As Confidentid Exhibit SMIB-22RC shows, the gap between the various CLEC totals
shown for Sesttle increases further within exhibit TLW-C5. The totd reported CLEC lines
shown in exhibit TLW-CS5 for the Segttle exchange exceed the total reported CLEC lines
shown in TLW-CA4 by 47 percent. Other than indicating that Staff “rolled up” exchanges, Staff
does not explain this substantial differences. Finaly, if one compares the reported totd of
CLEC linesfor the Seaitle exchange, as shown in exhibit TLW-C5 with the computed tota of

PUBLIC COUNSEL 100of 24
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CLEC lines for Sesttle based on the data shown in TLW-C4, the Staff’ s find number for
Sesttle istwice the origind computed total. Because these two numbers differ by such a
subgtantia amount, Staff may have over-adjusted when it “rolled up” to the exchange levd, i.e.,
it may have adjusted once within its caculaionsin TLW-C4 and then again within its
cdculaionsin TLW-5C.

Have you compar ed the different representations of the total numbersof CLEC lines
for other exchanges?

Yes. | compare four different categories of representations of total CLEC lines within each
exchange in Confidentid Exhibit SVIB-22RC: (1) computed CLEC total based on the data
included in TLW-4C; (2) reported CLEC total as shown in TLW-4C; (3) computed CLEC
total based on the dataincluded in TLW-5C; and (4) reported CLEC tota as shown in TLW-
4C. Inthisexhibit, | identify those exchanges where the numbers differ by severd thousand
lines or by at lest 200 percent between the highest total shown for an exchange and the lowest
tota shown for an exchange.

How do you compute an estimate of total CLEC lines?

Unlike Staff, | am not relying on Staff’ s aggregated report as the source of information for
CLEC-served linesthat are based on the use of resale, UNE-P, and UNE-L because: (1)
Staff’s methodology for “cleaning up” the dataand “rolling up” to the exchange leve is
ambiguous, and (2) | have assumed that because Qwest bills its wholesde cusomers for the use
of itsfacilities, Qwest has correctly reported its wholesale data in this proceeding. Qwest
indicates that CLECs serve 104,019 lines, using Qwest’s wholesale facilities™

M Reynolds Direct (revised) (Qwest), at 13.
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Because CLECs are the only source of information about the lines that they provide over their
own fadilities, | rely on Staff’ s aggregation of CLEC-reported, CLEC-owned lines. Adding the
number of CLEC-owned lines provided by Staff to the 104,019 wholesale-based CLEC lines
yieds atota number of CLEC-served linesthat is substantialy less than the 230,049 lines that
Mr. Wilson estimates, as Exhibit SVIB-23RC shows.

In your direct testimony, you compute Qwest’s market share, using Qwest’s number of
615,000 for all businesslines, which include digital lines. Have you computed any
other estimates of Qwest’ sretail market share?

Yes. In Confidentia Exhibit SMIB-23RC, | compute Qwest’ s retail market share using two
different assumptions about the rlevant number for Qwest’sretail lines and based on two
different sources of information for CLEC-owned lines. The four different calculations
correspond with the following: (1) 615,000 Qwest retail lines and Staff’s August 6" report; (2)
615,000 Qwest retail lines and Staff’s August 10™ report; (3) 520,635 Qwest retail lines and
Staff's August 6™ report; and (4) 520,635 Qwest retail lines and Staff’s August 10" report. In
al four instances, the source for the Qwest-served retall lines and for the CLEC-served
wholesde-based lines are Qwest testimony and exhibits. The higher Qwest retail number of
615,000 includes digitd lines and the lower Quest retail number of 520,635 excludes digital
lines. Inits petition, Qwest excludes digital switched business sarvice™ However, the numbers
that Staff reports for CLEC-owned lines may include digitd lines. For this reason, | *bound”
my market estimates by using the two different Qwest estimates of its retail lines.

Mr. Williamson contends that Qwest may be “ under stating its competitors market

sharein basic business exchange services by excluding unbundled loops typically

12 Reynolds Direct (Qwest), at 4.
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associated with digital services."®* Do you agree?

No. Asl understand histestimony, a customer that presently subscribesto Qwest’s analog
service and then migrates to a CLEC s digital serviceis subgtituting the CLEC s digitd service
for Qwest’ sandog offering. Mr. Williamson's assertion is gpparently that wholesde- based
digital services are subdtitutes for analog services. | disagree with hisandyss. Customers that
migrate from an analog service to adigital service sdlect from among the CLEC sdigitd
offeringsand Qwest’ s digital offerings. Therefore, it would be ingppropriate to include CLEC's
unbundled loops associated with digital services and at the same to exclude Qwest’ sdigitd
loops.

Have you compared the product totalsfor CLEC-owned lines, as provided by Staff in

thetwo versions of itsreport?

Yes. | include atablein Confidential Exhibit SMIB-23RC that compares Staff’ s estimates
separately for businessling, PBX trunk, and Centrex, based on the two different Staff reports.
The August 10" estimate of PBX trunks differs significantly from that provided in the August 6"

report.

Please comment on theresults of your calculations.

All four of my estimates of Qwest’'s market share, as shown in Confidential Exhibit SMB-
23RC, demondtrate that Qwest dominates the local market, even when viewed on a statewide
average bass. Theleve of competitive activity varies among the exchanges.

Please explain how Confidential Exhibit SM B-23RC compareswith Confidential
Exhibit SMB-6C, which you included in your direct testimony.

3 Direct Testi mony of Robert T. Williamson (Staff), at 7.
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The cdculation in my earlier exhibit relies on the Qwest retall totd that includes digitd lines and
aso relies on Staff’s August 6 report for an estimate of CLEC-owned lines. However, in
expanding my analysis for Confidentid Exhibit SMIB-23RC, and in incorporating the Staff’s
more recent version of its aggregation of CLEC-provided data, it has come to my attention that
the number of CLEC-owned lines shown in Confidentid Exhibit SMB-6C may be incorrect.
Staff’ s spreadshedt files include entries for wire centers and also for exchanges. In many
ingtances, the totals shown for the exchanges do not equa the sum of the wire center subtotals.
In seeking to avoid doublecounting, | believe that | inadvertently miscalculated the total of
CLEC-owned loopsin Confidentid Exhibit SMB-6C. For this reason, | recommend that the
Commission rely on the cdculaionsin Confidentid Exhibit SMB-23RC for estimates of

Qwed’ s satewide average retail market share rather than on the caculationsin Confidentia
Exhibit SVIB-6C."

What isyour under standing of Staff’s position regarding therole of an HHI analysisin
this proceeding?

Staff conducted an HHI analysis based on wholesde data, and found “high market
concentration.” However, Staff also stated that “the results of the HHI analysis do not provide
the best representation of the market” because Staff’ s analysis excludes CLEC-owned lines and
because, according to Staff, the HHI is a“ static measure.”™®  Staff contends that because

16

“evidence suggests that market shares are changing, an HHI analysis quickly becomes stale,
Staff dso indicates that its HHI results are higher than they would be if CLEC-owned lineswere

14 Based on my review of the Staff’ sreport, the statewide total of CLEC-owned lines that appearsin Confidential
Exhibit SMB-4C correctly represents the data as presented in the Staff’s August 6™ version of its report.

15 \Wilson Direct (Staff), at 24-25.
1814, at 25.
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included.”

Do you agree with Staff that an HHI analysisisof limited usein this proceeding?

No. Thereissmply no evidence to suggest that market shares are changing so repidly asto
lead to HHI results other than the highly concentrated levels that now exist. In Exhibit SMB-
4C, | include CLEC-owned lines, and the results of my HHI andys's demondirate that, even
including these lines, the local market is highly concentrated. Furthermore, as| discuss later in
this testimony, | have provided another HHI andyssin Confidentia Exhibit SMIB-24RC, based
on the “cleaned up” August 10" data on CLEC-owned lines™® These analyses, which indlude
CLEC-owned lines, yiddd HHI values that, contrary to Mr. Wilson's assartion, are relevant to
this proceeding. Thereissmply no evidence to demondirate that the highly concentrated
characteridtic of the locd marketswill change materialy in the near future, or that the incluson of
CLEC-owned linesyields HHI results that correspond with either a moderately concentrated or

unconcentrated local market.

Although the data differ from the original version, the August 10 version of the Staff’s
aggregation of the CLEC-provided data does not alter a finding of Qwest’s market power.

Q:

Did you review the version of Staff’s aggregation of CL EC-provided data that Staff
completed on August 10, 2003?

Yes. Thedatain the later report differ substantialy from the origind data. | have no way to
verify the accuracy of ether set of data because | was not permitted access to the underyling
data. Furthermore, as Confidential Exhibit SMIB-22RC shows, dthough Staff “cleaned up” the

data, there are il various instances where the totas of the numbersin theindividud columnsin

17

8 The assumptions and methodology that | usein Confidential Exhibit SMB-24RC are identical to those that | used in
Confidential Exhibit SMB-4C.

PUBLIC COUNSEL 150f 24
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the Staff’ s report do not sum to the totad shown (e.g., the total CLEC lines shown in the Staff
report do not equal the sum of the amounts shown in the separate columns for resale, UNE-L,
UNE-P, and CLEC-owned).

Q: How do the changesin the morerecent version of the Staff’ s aggr egation affect your

direct testimony and exhibits?

A: The modified information in the more recent verson of Staff’s aggregation of CLEC-provided
data does not affect my conclusions or recommendations, but rather affects some of the
caculations and summaries provided in the following confidentid exhibits, each of which rely in
part on the August 6, 2003 verson of Staff’sreport: Confidentia Exhibit SVIB-4C;
Confidentid Exhibit SMIB-6C; Confidentid Exhibit SVIB-12C. | have prepared dternate
versons of each of these exhibitsin my rebuttal testimony:

As| discussed earlier, Confidentid Exhibit SMIB-23RC provides revised and expanded
caculations of Qwest’ sretail market share, which should be relied on instead of the data
induded in Confidentid Exhibit SMB-6C.

Confidentia Exhibit SMB-24RC provides another verson of the HHI caculations that |

provided in Confidentid Exhibit SMIB-4C. The sole change between Confidential Exhibit
SMB-4C and Confidentia Exhibit SMB-24RC is that the caculdionsiin the latter exhibit
subgtitute the information on CLEC-owned lines provided in the August 10 Staff report in

place of the comparable data provided in the originad August 6" report.

Confidentid Exhibit SVIB-25RC is another versgon of Confidentid Exhibit SMB-12C,
which relies on the August 10" rather than the August 6™ Staff report.

Q: Have you provided any other exhibits based on your review of the Staff’sreport?
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Yes. Asdestribed earlier in my testimony, Confidential Exhibit SMB-22RC summarizes the
differences among the various CLEC totds reported by Staff in exhibits TLW-4C and TLW-
5C. Also, in Confidentid Exhibit SMB-26RC, | provide a comprehensive summary on an
exchange- specific basis of the wholesde, retail, and CLEC-owned linesin the locad markets.
Spedificaly, Confidentia Exhibit SMB-26RC provides the number of lines by exchange for the
following categories: resdle, UNE-P, UNE-L, CLEC-owned, Qwest retail, Qwest wholesale,
and totd linesin the exchange. The source of the numbers for the resde, UNE-P, UNE-L, and
Qwest retall is Qwest exhibit DLT-4C. The exchange-specific lines shown for the CLEC-
owned category correspond with business lines. The exchange-specific CLEC-owned lines
exclude PBX and Centrex because these data, which are based on the Staff’s August 10"
report, are unavailable on an exchange- specific basis. The numbers shown for Quwest
wholesde are smply the sum of resde, UNE-P, and UNE-L. The exchange-specific totd lines
are the sum of the Qwest retail, Qwest wholesale, and CLEC-owned business lines.

Does Confidential Exhibit SMB-26RC also provide statewide totals?

Y es, and unlike the exchange- specific data, the statewide totas include dl of the CLEC-owned

lines (i.e, for busnessling PBX trunks, and Centrex).

Does Staff’ stestimony provide any evidence that your exhibits may over state CLECS

presence in the local market?

Yes. Mr. Wilson gatesthat in *some instances, Qwest wholesde data contained information
about lines CLECs were using for interna administrative purposes’ and he further recommends
“that these lines be deleted from the Qwest wholesdle data for purposes of using it to caculate
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market share estimates.”
Q: Please elabor ate.

A: | understand Mr. Wilson's testimony to indicate that the wholesale data that Quwest provided in
exhibits DLT-3C and DL T-5C include some lines that CLECs use for interna adminigtretive
purposes and not for providing service to busnesses. Because my exhibits do not delete these
lines, they overstate CLECS market share.

Staff oversmplifiesthe cost of entering thelocal market and fails to analyze the implications
of Qwest’s petition on businessesthat rely on vertical services.

Q: Please addr ess Staff’ s analysis of the ease of entry in the local market.

A: Mr. Wilson asserts that “[€]ntry is very easy for carriers,”® but provides little in the way of
explanation to judtify this assartion. As| discussin my direct tesimony at pages 42 through 44,
entry in the local market entails codts, efforts, and risk. Furthermore, those carriers that depend
on Qwest’ swholesde facilities incur additiond transaction costs associated with monitoring their
relationship with Qwest. CLECs depend critically on Qwest’s wholesale services so that the
CLECs are able to cultivate and sugtain their relaionship with their customers. In its recent
Triennia Review Order, the FCC concluded that the“customers experiencing
service disruptions generally blame their provider,
even if the problem 1s caused by the incumbent_?*

Staff also ignores the volatility in the CLEC

19 \Wilson Direct (Staff) at 13.
214, at 23.
21 FCC Triennial Review Order, 1 467.
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industry _ One industry report observes that “growth in the CLEC industry has
flattened out considerably since the heady days of the late 1990s.”%

Q: Does Staff addressthe various possible causes of the declinein Qwest’s businessline
services?
A: Staff does not analyze the causes of disconnections of Qwest’s business service. Not only is

the economic downturn one factor causing this decline, but aso, businesses that migrate from
Qwest’ s local exchange to Qwest’ s other more advanced telecommunications services

contribute to the decline in business lines?®

Q: Does Staff addressthe merits of Qwest’s petition to classify vertical services as
competitive?

A: No. Nether Mr. Wilson nor Mr. Williamson congder the significance of the increasing demand
by businesses for Qwest’ s vertical services, nor do they examine the price levels that Qwest has
been able to sustain for these purportedly “competitive’ products. Staff neglects to address
gmdl businesses increasing reiance on custom caling features, products that may well be
integral to their day-to-day operations. Staff’ s failure to address the importance of these
featuresis further evidence of Staff’s excessvely generd andysis of Qwest’s petition. Staff fails
to address the mgjor deficiency in Qwest’ s petition, that is, that Qwest fails to define relevant

geographic and product markets.

22 «The State of Local Competition: Association for Local Telecommunications Services,” April 2003, p. 4.
www.alts.org.

23 See Baldwin Direct (Public Counsel) at 30-32; exhibit SMB-7C; and Qwest’ s supplemental response to PC 3-2451,
Confidential Attachments A and B, in which it provides Washington-specific information about the dramatically
increasing number of voice-grade equivalent access lines provided to business customers. | have included this
response as Confidential Exhibit SMB-27RC.
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Staff overssimplifiesthe critical relationship between this proceeding and other regulatory
proceedings.

Q:
A

Does Staff recognize that this proceeding isrelated to other proceedings?
Yes. Mr. Wilson states that:
The test for economic successis, of course, subject to the individua firm's
ability to compete, demand, and policy conditions, among many other factors.

However, the Commission has dso been involved in addressing that field

through various dockets, including but not limited to the generic cost of service

cases.

Please comment.

Although he recognizes the rdationship of this proceeding to other dockets, Mr. Wilson neglects
to address the critica issue of timing, namely that the UNE cost proceeding is pending, and

that, therefore, as | discuss at page 61 of my direct testimony, it is premature to analyze whether
aprice squeeze will exist between Qwest’ s soon-to- be-established wholesale prices and
Qwest'sretall pricesfor loca services.

Mr. Wilson presents data based on five zones® Please comment.

Mr. Wilson's pparent reliance on the five geographicaly deaveraged zones that now exidt is
misplaced, because these zones are presently under scrutiny and subject to change by the
Commission.?®  Furthermore, neither Staff nor Qwest contend that these five zones are the

relevant geographic markets for assessing whether effective competition exists.

24 \ilson Direct (Staff) at 5.

2\d., at 25.

26 See, e.g., Docket No. UT-023003, In the Matter of the Review of: Unbundled Loop and Switching Rates; the
Deaveraged Zone Rate Structure; and Unbundled Network Elements, Transport, and Termination, Direct Testimony

of Thomas L. Spinks (Staff), June 26, 2003, pages 14-17, in which Mr. Spinks describes a proposal to deaverage
certain wire centersinto “core” and “fringe” portions.
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On August 21, 2003, the FCC released itslong-awaited “ Triennial Review Order.”
Doestherelease of the order alter in any way thediscussion in your direct testimony
about therelationship of the Commission’sinvestigation of Qwest’s petition in this

proceeding to the Commisson’supcoming “impairment” proceeding?

No. The FCC provided detailed guidance for state impairment proceedings, addressing such
economic and policy issues as market definition; operational and economic factors to consider;
and the transition of the embedded customer base”  The analytic and policy framework that
the FCC describesin detail in its Trienniad Review Order bears directly on the Commission’s
investigation of Quwest’s petition in this proceeding. Qwedt’s petition is flawed fundamentaly
because Qwest failed to demondrate that effective competition exists for the services for which
it seeksreclassfication. Furthermore, the petition is premature, because the Commission soon
will beimplemerting the complex state proceeding pursuant to the FCC's Triennid Review
Order.®

Mr. Wilson refersto the possibility that customers may view cellular serviceasa

functional equivalent to Qwest’s business services® Please comment.

There are numerous reasons that cdllular serviceis not afunctiona equivaent to Qwest’'s
business services, which Mr. Gates discussesin detail.*  Also, the major power outage that

occurred in large portions of the Midwest and Northeast earlier this month underscored another

2t See, e.g., FCC Triennial Review Order, at 111 459-532, regarding local switching offered to the mass market.

% Docket No. UT-033025, Re: In the Matter of the Implementation of the Federal Communications Commission’s
Triennial Review Order, Notice inviting comments concerning process for implementing FCC Triennial Review Order,
August 22, 2003.

29 \Wilson Direct (Staff), at 15.
%0 Direct Testimony of Timothy J. Gates (MCI), at 18-37.
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ggnificant difference between landline and wiredless telephones. As reported by one mgor
newspaper the day after the power outage began, “ The regular public telephone network
generdly kept working after the power went out in parts of Six states yesterday afternoon, but
the cdllular systems in affected areas were often unable to cope.”** Theinahility of the cdllular
network to handle traffic volumes caused by emergency Stuationsis yet another feature

disinguishing wirdess service from landline service.

In summary, does Staff demonstrate that Qwest lacks market power ?
No. Staff failsto demongtrate that Qwest lacks “the ability to alter profitably prices awvay from

e,

n32

competitive levels.”** Staff provides a sweeping characterization of the loca market structure

and omits any detailed andyss of the complexities of the relevant geographic and product
market.

Thereview of Qwest’s access char ge structur e suggested by MCI witness Timothy Gatesis
beyond the scope of this proceeding.

Q: Mr. Gatesdiscussestherelationship of access chargesto local competition. Please

summarize generally your under standing of his position.

A: Mr.Gates states, among other things, that “ Qwest, however, will be able to use the subsidies
inherent in access charges to subgdize its competitive offerings to the detriment of its
competitors’ and furthermore that “[i]n effect, Qwest can subsidize its competitive offerings

with profits from its competitors”** As | understand his testimony, Mr. Gates contends that

31 Matt Richtel and Simon Romero, “When Wireless Phones Failed, Callers Turned to Land Lines,” New York Times,
August 15, 2003, page 18.

2Andreu M as-Colell, Michael D. Whinston, and Jerry R. Green, Microeconomic Theory, Oxford University Press,
New York, (1995), at 383.

33 Gates Direct (MCI), at 53.
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access charge reform is required before Qwest obtains any pricing flexibility. >

Q: Please comment.

A: In my opinion, the issue of access charge pricing iswell beyond the scope of this proceeding.
Based smply on the evidence provided in this proceeding, the Commission has adequate
information to determine that Qwest has failed to meet its burden of proof for itsill-supported
petition. MCI’s specific and detailed concerns about intrastate access charges seemto bea
distinct issue that should be addressed in a separate proceeding.

Q: Nonetheless, have you analyzed Qwest’s access char ges, and whether they enable

Qwest to cross-subsidize its competitive services?

A: No, | have not, as| believe that adetailed analysis of access chargesis beyond the scope of this

proceeding.
Q: Does this conclude your testimony?
A: Yes.
¥ 1d., a 55.
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