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BEFORE THE WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON

In the Matter of the
Petition of DOCKET NO. UT-030614
QVNEST CORPORATI ON Vol ume V

Pages 656 to 947
For Conpetitive Classification
of Basi c Busi ness Exchange

Tel ecomruni cati ons Services.

N N e N N N N N N

A hearing in the above matter was held on
Sept enber 18, 2003, from9:30 a.mto 8:00 p.m, at 1300
Sout h Evergreen Park Drive Sout hwest, Room 206, O ynpi a,
Washi ngton, before Adm nistrative Law Judge THEODORA
MACE and Chai rwoman MARI LYN SHOMLTER and Conmi ssi oner

PATRI CK J. OSHI E.

The parties were present as follows:

THE COWM SSI ON, by JONATHON THOMPSON,
Assi stant Attorney General, 1400 South Evergreen Park
Drive Sout hwest, O ynpia, Washi ngton 98504-0128,
Tel ephone (360) 664-1225, Facsimle (360) 586-5522,
E-mai | jthonpso@wtc.wa.gov; and by LI SA WATSON,
Assi stant Attorney General, 1400 South Evergreen Park
Drive Southwest, P.O Box 40128, d ynpia, Washington
98504- 0128, Tel ephone (360) 664-1186, Facsinmle (360)
586-5522, E-Mail | watson@wtc.wa. govn.

THE PUBLIC, by SIMON FFI TCH, Assi stant
Attorney General, 900 Fourth Avenue, Suite 2000,
Seattl e, Washington, 98164-1012, Tel ephone (206)
389- 2055, Facsinile (206) 389-2058, E-Mil
si monf @t g. wa. gov.
Joan E. Kinn, CCR, RPR
Court Reporter
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PROCEEDI NGS

JUDGE MACE: Let's be on the record in Docket
Nunmber UT-030614, Qmest Conpetitive Classification case.
Bef ore we go ahead with Ms. Baldwin, | wanted to briefly
touch on the scheduling i ssue again. Has Qwest had an
opportunity to firmup whether or not they will be able
to waive the statutory deadline?

M5. ANDERL: Yes, Your Honor, we have.
Assumi ng that we need and hold hearings on October 20th,
21st sort of time franme and figure out an appropriate
briefing schedule, it seens to me that if we were to
wai ve the statutory deadline until Decenber 4th, that
m ght be about the right anmpbunt of time to keep the rest
of the schedul e evened up, and we would be willing to do
t hat .

JUDGE MACE: Thank you. | understand that
t he actual conmi ssioners' availability is October 21st
and perhaps part of the 22nd; is that correct?

CHAl RAOMAN SHOWALTER:  Ri ght .

JUDGE MACE: So we would be in hearing again
on the 21st, and | understand that everybody woul d be
avail able for that, for those two days or day and a
hal f.

MS. ANDERL: And our thinking on that was

right now the briefs are due on Cctober 6th, and | think
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a Conmi ssion order is due on Novenber 6th or 7th, and if
we were to have briefs now due on either October 31st or
sonmet hing al ong those lines, that would still give the
Conmmi ssioners over four weeks with the briefs to wite
final order, and so it preserves that tinme period.

CHAl RMOVAN SHOWALTER: Are you just thinking
of one round of briefs or two rounds?

MS. ANDERL: We had built into the schedul e
just one round of briefs, Your Honor, no reply, because
of the time constraints.

JUDGE MACE: Well, perhaps we can address
briefing yet once again before we finish today, and the
parties can take tine to digest the October 31st
proposed briefing date, and we can firmthat up before
we | eave.

CHAI RWOVAN SHOWALTER:  And | think just one
nore thing to be thinking about if it nakes sense, does
it make sense, |I'mnot sure, to have sone early round of
brief either before or just after this October 21st
date, which we aren't certain is going to happen, and
then maybe a kind of a post 21st or followup to the
hearing time. |'mjust not certain, but what we hope,
at least if we keep working today, is the bul k of the
evidence will be in by today. Now if we spill over our

witnesses, if we don't finish with everything el se
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today, | think it's a different story, so just keep it
in mnd.

MS. ANDERL: Right, and thanks, and | think
we do need to kind of take the pulse at 5:00 tonight.

JUDGE MACE: So that's the second item| had
was just to briefly discuss scheduling today, and we
need to see how t hi ngs go.

The third itemjust briefly is | understood
fromlntegra, Ms. Johnson, that Deborah Harwood and Ri ck
Fi nni gan woul d be here today representing Integra. Are
they present in the hearing roonf

It appears not, | just wanted to nention that
for the record

And so then let's turn to the
cross-exani nation of Ms. Baldwin, who is the first
Wi t ness schedul ed for today.

Woul d you pl ease stand and raise your right
hand.

(Wtness Susan Bal dwin sworn in.)

JUDGE MACE: Pl ease be seated.

M. ffitch.

MR. FFI TCH: Thank you, Your Honor
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1 Wher eupon,

2 SUSAN BALDW N,

3 havi ng been first duly sworn, was called as a wtness

4 herein and was exani ned and testified as foll ows:

6 DI RECT EXAMI NATI ON

7 BY MR. FFI TCH:

8 Q Good norning, M. Bal dwi n.
9 A Good nor ni ng.
10 MR, FFITCH: First | have a housekeepi ng

11 matter, Your Honor. Exhibit 406C designated for

12 Ms. Baldwin is actually not confidential, so that can
13 simply be rel abel ed as Exhi bit 406.

14 JUDGE MACE: Very well, thank you.

15 BY MR. FFI TCH:

16 Q Ms. Bal dwin, could you state your nane for
17 the record, please.

18 A Susan Bal dwi n.

19 Q And did you prepare direct testinony on
20 behal f of Public Counsel in this docket?

21 A Yes, | did.

22 Q And do you have that before you marked for
23 identification as Exhibits 401T through 4217

24 A Yes, | do.

25 Q And did you al so prepare rebuttal testinony?
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1 A Yes.

2 Q And do you have that before you marked as

3 Exhi bits 422 through 4287

4 A Yes, | do.

5 Q Do you have any corrections to your direct
6 testi mony?

7 A Yes, | do. On page 40 of Exhibit 401, Iines
8 5 and 6, first on line 5 where | refer to colums in
9 the plural and colum in the singular, it should say
10 rows and row. Sinmilarly online 6 where | refer to

11 colum, it should say row

12 Q Are there any other corrections to your

13 direct testinmony or exhibits?

14 A No.

15 Q Do you have any corrections to your rebutta

16 testi mony?

17 A | have corrections to the exhibits.

18 Q And whi ch exhibits are corrected?

19 A | have one correction that affects three

20 exhibits. | will mention the three exhibits, and then
21 will identify the correction. The three exhibits are

22 Exhi bit 424C.
23 JUDGE MACE: |Is that also your SMB-23C?
24 THE W TNESS: VYes, it is, Your Honor

25 A 425C, and 427C. Turning back to 424C, the
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correction that | make in all the exhibits is to include
carrier D s special access lines, which are clearly
shown in the first two tables in Exhibit 424C.

JUDGE MACE: |'msorry, can | ask you to
repeat that.

THE W TNESS: Yes.

A In Exhibit 424C | have incorporated
explicitly carrier D's special access lines in the first
two of three tables that appear in this exhibit. This
category and this quantity did not appear in ny origina
exhi bit.

Turning next to 425C, colum D is a new
colum that includes the same carrier D special access
loops. |If you look at page 2 of 2, the total indeed is
the sane as the nunber we just saw on the previous
exhi bit.

Turning finally to 427C at the bottom of the
page, the third row fromthe bottom special access (D)
again the same nunber is included in this exhibit. It
was not included in the original exhibit.

BY MR. FFI TCH

Q Now, Ms. Baldwin, these revised exhibits are
dated in the upper right-hand corner Septenber 17th,
2003, correct?

A Yes.
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Q And did these three revised exhibits
supersede the corrections that were dated Septenber
15t h?

A Yes, they do.

MR, FFITCH.  And, Your Honor, | wll just
note for the record that these revised exhibits were
pre-distributed yesterday to the Bench and the parties.
BY MR FFI TCH

Q Do you have any other corrections,

Ms. Baldwin, to your rebuttal testinony or exhibits?

A No, | do not.

Q And are any of your testinony or exhibits
based on a review of the raw CLEC data in this
proceedi ng?

A. No, they are not.

Q Were these exhibits prepared by you or under
your direct supervision and control?

A Yes, they were.

Q And are they true and correct to the best of
your know edge?

A Yes, they are.

Q And if | asked you these questions today,
woul d your answers be the sane?

A Yes.

MR. FFITCH: Your Honor, Public Counse
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of fers Exhibits 401 through 428.

JUDGE MACE: |s there any objection to the
adm ssion of those proposed exhibits?

MR. SHERR: No obj ecti on.

JUDGE MACE: Okay, | will receive those into
evi dence.

MR. FFI TCH: Thank you, Your Honor.

CHAI RWOVAN SHOWALTER: Can you just wait a
m nute while we change our exhibits.

JUDGE MACE: There is a place at the counsel
table, | noticed that Integra counsel has arrived at
this point, and if you want, you could take the place
between Ms. Friesen and M. Sherr.

MR, FINNIGAN: At this point, | have no
gquestions for this witness, so if you don't mnd, | wll
stay here.

JUDGE MACE: Would you introduce yourself for
the record though.

MR. FINNI GAN: Sorry, Rick Finnigan appearing
on behal f of Integra.

JUDGE MACE: Thank you.

MR. FFITCH: My | proceed, Your Honor?

JUDGE MACE: Co ahead.

MR. FFI TCH: Thank you.

Ms. Baldwin is now avail able for cross. Just
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one prelimnary comment. As | think we have just seen,
the great mpjority of Ms. Baldwin's exhibits are
desi gnated confidential and contain information that
comes fromeither Staff or Qwest sources so designated,
and it may be that, depending on the direction of the
cross-exanination, it may be that it just goes nore
smoothly if she is able to freely refer to those
exhibits and discuss in detail what's contained in them
I"mnot saying -- I'mnot requesting that the hearing
room be cleared right now, |I'mjust naking an
observation, that may be the nobst efficient way, you
know, to proceed with cross if it starts to go in that
di rection.

JUDGE MACE: Well, let's see what happens.
Perhaps counsel will tailor their cross-exam nation to
accommpdat e the confidentiality.

M. Sherr.

MR. SHERR: Yes, thank you.

CROSS- EXAMI NATI ON

BY MR SHERR:
Q Good norning, M. Bal dw n.
A. Good nor ni ng.
Q ' m Adam Sherr for Qmest. One thene in your

testinmony is that the entire state is not the
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appropri ate geographi cal market for the Comr ssion to
consider; is that correct?

A Yes, it is.

Q In your testinmony, did you identify what
woul d be the appropriate geographical market?

A. My understanding is that the burden is on
Qnest to do its honework and identify appropriate
mar kets. Having said that, | did go to sone |evel of
effort to | ook at conpetitive activity both at the wire
center and the exchange | evel separately for snal
busi nesses, |arger businesses, by product, PBX and
Centrex, to the extent that the data permtted.

Q Okay, well, |I'"mnot asking you about the
granul ar analysis you did of nunmbers. |'m asking you
nore on a thematic | evel, because |I believe you, as you
just confirned, you made a thematic statenment, a nore
general statement that the entire state is not the
appropriate geographical market; is that correct?

A Yes, it is.

Q Okay. So anywhere in your testinony, direct
or rebuttal, did you make an affirmative statenment as to
what the Conmi ssion should consider to be the
appropri ate geographi cal market?

A | provided many suggestions al ong those

lines, pointing out my specific concerns for various
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segnents of the market as defined by Quest.

Q Coul d you point ne to where you defined for
t he Comnmi ssion what the appropriate geographi cal market
shoul d be?

A. As | indicated, | provided suggestions that
woul d enabl e a nore thorough di scussion and anal ysis of
the market. | did not specifically recommend either
speci fic product markets or specific exchange markets.
However, it's clear fromny testinmony that | have
denmonstrated that markets -- that the |evel of
conpetition varies significantly anong exchanges and
anong custoner cl asses.

Q You're testifying today as an expert w tness;
is that correct?

A Yes, | am

Q An as Public Counsel s's expert witness, what
do you consider to be the appropriate geographica
mar ket for the Commission to consider in this case?

A. | don't think it's a bad begi nning where they
started, where the Commi ssion started wi th 000883.
Clearly when we | ook at the data in the numerous
exhibits that | have included with nmy direct and
rebuttal testinony, conpetition does vary by exchange.
| think it's a tough question. Again, | do believe that

the burden is on Qwest to conme forward with a wel
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consi dered plausible petition, and so | did not before
today seek to do Qunest's honework. You're asking ne
here today to conme up with a market definition, which is
a very serious exercise. And if | amrequired to answer
that question, then | would say an exchange is certainly
a good begi nni ng.

I have identified my concerns about the smal
busi nesses that make up a very | arge percentage of the
busi ness line customers, have three or fewer lines. |Is
three the right nunber? Not necessarily. | use three
because Qwest reports to the FCC, for reporting purposes
it draws the distinction between businesses that have
three or four -- three or fewer lines or four or nore.
So that's how the data canme to nme, that's how I display
it. This Conmm ssion very well may decide that ten or
fewer is an appropriate distinction. The point is that
a distinction needs to be nade, sonebody needs to meke
it, and | provided a lot of information and gui dance on
t hat point.

Q | perceived at least a |lot of the coments
you just made to be regarding the product market and not
necessarily about the geographical market. Again, |'m
focusing on the geographical market. |Is it should the
Commi ssi on consider this on an exchange basis, a wire

center basis, a statew de basis, or sonething else? And
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so once again, do you have a specific response as to, to
i nformthe Conmi ssion as to what market they should | ook
at or what geography they should look at in order to
consi der the data?

MR. FFITCH: Your Honor, | believe these
qguestions, this question has been asked and answered at
| east once.

JUDGE MACE: |'mnot certain that it has. |
think the witness has tal ked about a nunber of factors,
but she hasn't been very specific about a geographic
mar ket .

A That's a very good question, and certainly
not the state. The conpetitive opportunities for
soneone in Walla Walla is very different fromthe
conpetitive opportunities for soneone in Seattle. |
can't nove a dial tone from Seattle to Wlla Walla. So
clearly not the state, clearly not the geographic areas
that Qwest used to display data

Exchange or wire center is the next key
question, and | think related to that question is how
this Comm ssion would like to proceed in exercising its
granul ar analysis for the purposes of the inpairnment
proceeding. It would certainly be logical to come up
with market definitions that at |east consciously

recogni ze that in not too many nore nonths we'll all be
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here again to |l ook at the inpairnment proceeding, to | ook
at a granular analysis. The FCC has deferred to the
states, recognizing their expertise, their fanmliarity
with the specific areas.

As | sit here today, | recommend that either
the wire center or the exchange be used, and | think it
woul d be premature for any of us here today to nmeke that
distinction. | think for the purposes of this
proceeding there's sufficient information to denonstrate
that the petition before us should be denied. The next
step that will cone before the Conmission is to define
the market for the inpairnment proceedi ng purpose. W'|
have yet nore data and the opportunity with great
del i beration to nake that inportant decision.

BY MR SHERR

Q Isn'"t it true that Qmest has provided the
data, its data in this case, both on a wire center and
exchange basis?

A Yes.

Q And Staff has provided at |east sonme of its
data on a granul ar basis as well?

A Yes.

Q Does Public Counsel contend that if sonething
smal l er than the state is the appropriate geographica

mar ket that Qwest nust file a separate petition for each
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such smal |l er market?

A No.

Q If you could |l ook at your rebuttal testinony,
which is Exhibit 422, page 3, and I'm | ooking at lines 6
through 8. Are you there?

A Yes, | am

Q In that testinmony, you drew a conpari son
bet ween Spokane and Castlerock; is that correct?

A Yes.

Q And | believe you pointed out to the
Conmmi ssion that fewer providers serve Castlerock than

Spokane; is that correct?

A Yes, it is.
Q Coul d you pl ease | ook at Exhibit 469.
A ' m there.
Q And | will represent to you that this

docunent is an excerpt fromthe Qwest directory for the
area including Castlerock. Do you see on the first page
of that exhibit Castlerock is |isted?

A Yes, | do.

Q Do you recall that M. Reynolds attached a
simlar excerpt froman Eastern Washington directory?

A Yes.

Q Begi nning on the third page of that exhibit,

in the upper |eft-hand corner, you nmay see the page
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nunber 18.
A Yes.
Q Do you see on that page that there are a

nunber of tel ephone carriers |listed?
A. | see Qwnest and AT&T.
Q Okay. And as you continue to go through that
exhibit, do you see other carriers as well?
A Yes, | note one says installations, yes, |
do.
Q Okay. Just to save tine, let nme just read
through this list very quickly.
CHAI RWOVAN SHOWALTER:  Not too quickly.
MR. SHERR  Okay.
BY MR SHERR
Q Besi des Qwest, for the area covered by this
tel ephone directory, the following carriers are listed;
is that correct: AT&T, skipping CenturyTel, Comrsout h.
JUDGE MACE: And Commis CO MM
Q El ectric Lightwave, | will skip Kal ang,
McLeod USA, PSI, Teligent, Tel Wst, UNICOM and Z-Tel
A | see those.
Q Do you see those? And | skipped CenturyTe
and Kal ama, because those both indicate that they offer
service to a nore limted area not including Castlerock

is that correct?
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A. I will take your word for it.
Q Well, if you look on the page marked 20 where

Kal ama Tel ephone is |listed?

A Yes.
Q Do you see where it says including Kal ama?
A Yes.
Q Do you read that as | do as a limtation on

where that tel ephone conpany serves?

A It's a reasonabl e readi ng.

Q Okay. So at |east by |ooking at these pages
of the QmestDex Yell ow Pages or directory, does it
appear to you that those carriers that | listed are
offering to serve customers in Castlerock?

A. How actively they're serving, it doesn't give
me any indication of that, but it shows that they're
listed in the White Pages and presumably are avail abl e
to offer service.

Q Thank you.

Is it your belief that small businesses nore
typically purchase basic business service than they do
PBX or Centrex service?

A And as you're using the word small business,
how are you defining it?

Q Well, apply your own definition

A Well, ny own definition is alnpst a totology,
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but within the linmtations of the data, if a custoner

| ocation has three or fewer lines, I'mreferring to that
as a small business here. And if we were to | ook at
Department of Labor statistics, | honestly don't recal
what the definition of a small business is.

Q Okay. But you use the term small business
t hroughout your testinmony; is that correct?

A Yes, | do.

Q Okay. Well, under whatever definition you
had in m nd when you wote that, am| correct that you
believe that snmall businesses nore often purchase basic
busi ness service than they do PBX or Centrex service?

A I haven't done a survey of that. | do
believe that there are many smal |l busi nesses that rely
on business |line service rather than PBX.

Q Coul d you pl ease | ook at your rebutta
testi mony, excuse ne, your direct testinony, which is
Exhi bit 401, page 40, and the sentence that starts on
line 7, could you please read that sentence, please.

A (Readi ng.)

Al t hough the focus of ny testinony
concerns the inpact of Qwmest's petition
on small businesses, i.e., those that
likely subscribe to business |ine

service, much of ny analysis pertains to
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1 the ot her products as well (e.g., the

2 di sparate |l evels of conpetitive entry in
3 exchanges throughout the state).

4 Q VWhen you said there that small businesses,
5 i.e., those that likely subscribe to business |ine

6 service, when you said business line service, did you

7 mean basi ¢ busi ness service?

8 A Yes, | did.

9 Q As opposed to Centrex or PBX?

10 A. Yes, you're right.

11 Q Do you agree with Qaest that the appropriate
12 -- that it is appropriate for this Comri ssion to

13 consi der basic business line service, PBX, and Centrex
14 as a single product narket?

15 A. No, | don't think the three products should
16 be grouped together

17 Q Have you di saggregated the data to deterni ne
18 CLECs' and Qwest's relative market share for basic

19 busi ness line service, PBX, and Centrex?

20 A | can, if you give ne a nonent, | can find an

21 exhibit that sheds light on that information.

22 If you turn to confidential Exhibit 412,
23 412C, | will refer to this without referring to nunbers.
24 Q Exhi bit 412C has three tables on it, which

25 tabl e are you referring to?
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A. It's the first, and as I'm | ooking at this,
there's an additional table that -- so that | can be
responsi ve to your question, can you -- you' ve asked --

l et me make sure | understood it. You're asking if |
have | ooked at the three different products and whet her
| have | ooked at CLEC entry into those three different
products; is that correct?

Q Let me restate the question for you.

Have you di saggregated the data that's in
this case to deternine the CLECs' and Quest's relative
mar ket share for basic business |ine service, PBX
service, and Centrex service?

A I think I provided a | ot of data that would
allow that analysis, and there is a table where | have
taken those steps and done those calculations. Let ne
turn to 424C to the third table. In this case --

CHAl RMOVAN SHOWALTER: Can you wait until we
get there.

THE W TNESS: Yes, excuse ne, Chairwonan

CHAl RA\OMAN SHOWALTER: Just are the titles of
the tabl es confidential?

MR. SHERR: ( Shaki ng head.)

CHAI RMOVAN SHOWALTER: | think | know what
the third table is, but it would be easier for the

record if we read the title of the table in.
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MR. SHERR: No, the titles are not

confidenti al

A The table that I'mlooking at in Exhibit 424C
is entitled CLEC owned | oops by product conpared with
Qnvest retail | oops by product. And to put this in
context, there's two mmj or sources of data. The Qnest
whol esal e data is not broken out by product type. The
CLEC owned | oop data that Staff provided is broken out
by product type, and for that reason, |I'mable to | ook
at CLEC entry into these three products.

There's several caveats |'msure the
Commi ssion is aware of as we | ook at the data. The PBX
trunk data was provided by Staff in five very genera
geographic areas, so it's the product. You need to
al ways keep in mnd to overlay the geographic market, so
where there's activity in one place, there may not be
activity in another.

And we have al so heard yesterday and the day
before that | can't sit here today and tell you that al
those lines that are in the -- under the colum entitled
August 10th PBX trunks are actually conpeting with Quest
anal og servi ces.

But with those caveats, those limtations of
the data, that is an exanple where -- of where | have

separately exam ned CLEC versus Qwest entry -- provision
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of services in the different product nmarkets.
BY MR. SHERR

Q So that third table on Exhibit 424, that only
i ncl udes CLEC owned business |ine, PBX trunks, and
Centrex; is that correct?

A. That's correct. Wuld you like me to talk
about whol esal e?

Q Yes, where do you provide -- well, let ne
just ask you this. In any one place do you offer a
conmbi nati on of the CLEC owned and the whol esale totals
for business line, PBX, and Centrex service?

A Al'l grouped together?

Q And conpared to Qwest's.

A. As a segnent, the business |ine market | do
|l ook at in ny HH anal yses.

Q Okay, well, let me try to expedite these
things. |If you could please |ook at Exhibit 470, which
was marked as a cross exhibit.

A ' m there.

Q This is an illustrative exhibit | wll
represent to you conpiled fromyour Exhibit 424, as
revised yesterday, and M. WIlson's Exhibits 204 and
205.

A Do | need those in front of ne?

Q | think it would be helpful if you had them
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in front of you?

A Okay. So 424C 1 was just |ooking at, so |
will keep that available. And then could you tell ne
M. WIlson's exhibits |I should have in front of me?

Q 204 and 205.

A | don't have M. WIlson's exhibits with ne.

MR, FFITCH: Can you provide those to the
Wit ness?

MR. SHERR: One nonent, please.

Counsel, do you have, if | can ask if counsel
can provide his witness a copy of those exhibits? |
have a revised copy of Exhibit 205, but I'mnot sure |
have an extra copy of revised 204.

JUDGE MACE: Wuld Staff happen to have an
extra copy of the exhibits for M. WIson?

MR, FFITCH: | have only nmy own copy of
M. WIlson's testimony. | would like to be able to
foll ow your cross-examination, so if someone el se can
assist here, that would be great, otherwi se | can.

MR, THOWMPSON: Is it 204 that's | acking?
That was never revised.

MR. BUTLER  What was the nunber?

MR FFITCH  204.

Thanks, Art.

THE W TNESS: Thank you.
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BY MR. SHERR

Q Do you have Exhibit 470 in front of you
still?

A 470, yes.

Q Ckay. Would you accept subject to check that

t he di saggregati on of the conbined overall market share
found by M. WIson shows CLECs possess 37% of the basic
busi ness |ine market and 16% of the conbined Centrex and
PBX mar ket ?
MR. FFI TCH:  Your Honor --
A This sounds |i ke a calculation that maybe |
shoul d do on break. Wuld you |ike to show ne the

nuner at or and the denom nator? You're telling nme to

accept -- I'minterrupting my own counsel, excuse ne.
MR, FFITCH: | was just going to suggest,
Your Honor, that this is a conposite illustrative

exhi bit created by Quest.
JUDGE MACE: Which one are you referring to?
MR. FFITCH: | believe 470, and it draws from
a nunber of different exhibits, and it m ght be hel pfu
to the witness and to | think the Bench to have the
Qnest counsel wal k through what's contained in this
exhibit, a bit of a road map. | don't know if
Ms. Bal dwi n woul d then need any additional tinme to

reviewit.
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JUDGE MACE: | think it would be hel pful if
you wal k us through what you have cone up wth.
MR, SHERR: We woul d be happy to.
BY MR SHERR
Q Ms. Bal dwin, do you see on Exhibit 470 the
Quest line colum has an asterisk indicating that the

data in that colum cones from your exhibit, which is

4247
A Yes.
CHAl RAOMAN SHOWALTER: Just to be -- it
actually says Qmest retail |ines.

MR, SHERR: Oh, thank you.
BY MR SHERR
Q And the columm that says whol esal e and CLEC
lines has two asterisks, and it states bel ow that that

conmes from W Ison Exhibits TLWC4 and TLW C5.

A And | apol ogi ze, | was |ooking at the wong
exhibit. | see now where you're referring, yes.
Q I can quickly, as your counsel suggested,

show you where these nunbers cone from

A That's okay, | understand. | was | ooking at
the wrong exhibit.

Q Ckay.

A Now |I'm | ooking at the right exhibit.

Q Well, going back to nmy question then, would
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1 you accept subject to check that the disaggregation of
2 t he conbi ned overall CLEC market share found by

3 M. WIson shows that CLECs possess 37% of the basic

4 busi ness exchange |ine market and 16% of the conbi ned
5 PBX and Centrex market?

6 A. I will accept that M. WIlson found those

7  percentages, yes.

8 JUDGE MACE: | guess | would like to know a
9 little bit nore about where on Exhibits 204 and 205
10 t hose nunbers canme from
11 MR, SHERR: Fair gane. Let nme -- the first
12 nunber in the whol esale and CLEC lines colum, if you
13 look at Exhibit 205.
14 JUDGE MACE: Yes.
15 MR. SHERR: That number conmes fromcell E as

16 in Edward 5.

17 JUDGE MACE: E5 or 45?

18 MR, SHERR: 45, sorry.

19 JUDGE MACE: All right, | see it.

20 MR, SHERR: And if you | ook at the second

21 nunber under the whol esale and CLEC |ines colum and you
22 | ook at Exhibit 204, page 3.

23 JUDGE MACE: 204, page 3.

24 MR. SHERR: That number comes fromcell D as

25 in David 19. And the third nunber in that colum, the
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| otto nunber, cones from Exhi bit 204, page 4, cell C as
in Charlie 12. And the bottom below the table is a
nunerical calculation | will represent to you.

JUDGE MACE: All right, thank you.

CHAl RWOMAN SHOWALTER:  Wbul d you m nd j ust
continuing on, the next colunn over says percent
whol esal e and CLEC with sone percentages. Wat is that
cal cul ati on there?

MR. SHERR: That calculation is if you add
the lines for the Qvest retail -- the Quest retail lines
for basic exchange lines, the first nunber in the first
colum, and you add the whol esale and CLEC |ines for
basi ¢ exchange |ine service, that's the denoni nator
And if you divide that by the number for whol esal e and
CLEC lines, that is that percentage. |Is that clear?

CHAl RMOMAN SHOWALTER:  Yes, it is. If we're
going to have this illustrative exhibit, |I'msure that
the wi tness can nake sense of it probably right now, but
it mght be nore useful if these colums were | abel ed,
you know, across the top and the rows were | abel ed, and
then there's a little, you know, colunmn D equals colum
B plus C divided by colum C or whatever it is so that
it's transparent what has occurred.

MR, SHERR: Thank you, Your Honor. Your

Honor, would you like me to revise this? | would be
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1 happy to do that.

2 CHAl RWOMAN SHOWALTER: | think it would be
3 hel pful myself, but | think the witness probably

4 under st ands what cal cul ati ons have been done.

5 THE W TNESS: | have been living and

6 breat hing the nunbers, so | do, but | amentirely

7 synpathetic, and | think it is helpful with these

8 nunbers to have the source

9 JUDGE MACE: Perhaps you could provide |ater
10 in the day a revision that is a little bit nore

11 transparent.

12 MR, SHERR: | can attenpt to do that.

13 CHAI RMOVAN SHOWALTER: | ncl udi ng where you

14 went through where each figure in the whol esal e and CLEC

15 lines comes from each of those was a separate figure
16 i nstead of just lunping it in and nmaking us find it

17 later.

18 MR, SHERR: Okay.

19 CHAl RWOVAN SHOWALTER: | think we understand

20 ri ght now, but when you go back to | ook at these things,
21 it makes it much easier to quickly cross reference.

22 MR. SHERR: | understand, | wll include the
23 page nunber and the cell nunber.

24 MR. FFI TCH:  And, Your Honor, | think, I'm

25 not sure where we will be with Ms. Baldwi n by that tine,
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1 if she will still be on the stand, we reserve the right
2 to review that illustrative exhibit and object to it if
3 necessary at that tinme. This has been offered so far

4 subj ect to check and accepted so far subject to check

5 and while Ms. Baldwin is famliar with the docunents,

6 you know, she will need an opportunity | believe to

7 check on cal cul ati ons.

8 THE W TNESS: And, Your Honor, | don't

9 believe there's an outstandi ng question to nme, but my I
10 restate what | said a few nonents ago in answer to --
11 JUDGE MACE: Co ahead.

12 THE W TNESS: VWhich is | concur that this

13 represents, subject to check, that this represents

14 percent ages based on the data that M. W] son provided.
15 I'"'m not conmenting specifically on the data in that

16 response.

17 MR, SHERR: May | proceed, Your Honor?

18 JUDGE MACE: Yes.

19 BY MR. SHERR

20 Q Is it Public Counsel's position in this case
21 that if an ILEC faces conpetition from providers relying
22 on UNEs that that conpetition can not be considered

23 effective conpetition?

24 A As | indicated in my testinony, | believe

25 that where CLECs rely on UNEs to serve custoners that
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that is one of the pieces of evidence that's relevant in
this proceeding. | believe it should be given the

wei ght that it's due depending on whether it's resale,
UNE- P, UNE | oop, special access, or CLEC owned.

Q So then you wouldn't categorically state that
t he Conmi ssion should not consider UNE based
conpetition?

A I think it's useful evidence of where we're
begi nning to see conpetition energing and begi nning --
and it's useful evidence to distinguish in which narkets
we' re beginning to see conpetition.

Q I would Iike to ask you a few questions about
HHI . Let's look at the HH analysis you perfornmed.

Your nost current HH anal ysis can be found at Exhibit
425; is that correct?
CHAl RMOVAN SHOWALTER: | ' m sorry, what was
t hat reference?
MR, SHERR: Exhibit 425.
A That's correct.
BY MR SHERR

Q And that replaces the HH analysis you did at
Exhi bit 405, which was an attachnent to your direct
testi nony?

A That's correct.

Q And you used the sane net hodol ogy for both
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Exhi bit 405 and 425; is that correct?
A That's correct.
Q And t hat methodol ogy is explained at Exhibit

425, page 3?

A Yes, it is.
Q And you said that's the sane nethodol ogy as
you used for Exhibit 405. 1Is one difference that now

you have added in carrier D special access |lines?

A Yes, that's correct.

Q Looki ng at Exhibit 425 --

A And | would add a second difference is that
the -- let's make sure that the CLEC owned business

| oops are identical as we go back to 405. The -- |
shoul d point out that columm A, CLEC owned busi ness
| oops, shows a statewide total in 405C that is different
fromthe statewide total in 425C, and that is because in
the first go around I was relying on Staff's August 6th
aggregated report. Staff's nunbers changed, and Staff
subsequently provi ded another report on August 10th, so
nmy HHI analysis in ny rebuttal testinony relies on the
nore recent data, which Staff represents to be nore
accurate.

Q Looki ng back to Exhibit 425, you applied a
50% factor to CLEC owned | oops because of your concern

that digital services mght be included in Staff's
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totals; is that correct?

A Yes, that is.

Q And that adjustnent is shown in colum B as
in boy?

A Yes, it is.

Q Just to be clear, application of that factor

reduces in this case by half the nunber of CLEC owned
| oops being considered; is that correct?

A Yes, | did not make any such adjustnent in
carrier D, which may nean that special access |oops may
wel |l include lines that conpete with Quvest digita
products, which of course would work in the other
di rection.

Q And the 50% reduction that you applied | owers
the overall CLEC total and nmarket share; is that
correct?

A Yes. Even if you were to have -- even if you
were to take that assunption away, even if you were to
put the nost favorable to Qwvest spin on the data and say
yes, these really are all analog, and | believe there's

| ots of doubt about that, but if you did, the HH

nunbers woul d all still be extremely high
Q So your answer is yes?
A Yes.

CHAIl RWOMVAN SHOWALTER:  |'m sorry, can you
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just repeat one nore tinme the difference between col um
A and colum B.

THE W TNESS: Yes.

CHAI RWOVAN SHOWALTER:  Exhi bit 425.

THE W TNESS: Yes, Madam Chai rwoman. Col um
Ais the data straight from Staff's aggregated report
fromone of M. WIlson's exhibits.

CHAI RWOVAN SHOWALTER: The August 10th or the
August 6t h?

THE W TNESS: The August 10th, so it's the
nost recent data. And if you look at the total, you
will notice that it corresponds with the total that we
were looking at. Actually, you don't see it in the npst
recent. There's other places that it shows up, |
believe in M. WIlson's exhibits as well, so it is
taking the data straight from M. WIson's exhibits.
Because of my concern about whether CLECs inadvertently
may have included |ines that conpete with Qumest digital
products, in columm B | halved the lines that are in
colum A

CHAI RWOVAN SHOWALTER: So colunm B is just a
mat hemat i cal operation on col um A?

THE W TNESS: Absol utely.

CHAI RMOVAN SHOWALTER: So it's just 50% of

col um A?
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THE W TNESS: That's right.
CHAI RMOVAN SHOWALTER:  Al'l right.
THE W TNESS: No nystery.

BY MR. SHERR

Q And just as that 50% factor |lowers the CLEC
total of market share, it increases the Qnest market
share; is that correct?

A Yes, that's the effect.

Q And it increases the HH result for the
particul ar exchange; is that correct?

A Yes. And again, | would caution because we
have now added carrier D, | don't nmake any adjustnment, |
take all of the |arge nunber of carrier D special access
reported loops. |If you |look at the bottom of that
colum, you see a rather |large nunber. That was
provided in one of M. WIlson's exhibits. | include it,
but again based on the discussions over the |ast few
days, we don't know whether those are all being used for
anal og products or digital products. | did not make any
adj ustnent to those nunbers, however.

Q Assunme for nme the Commi ssion finds that
Staff's CLEC owned | oop totals already excluded digita
services. In that scenario, would your 50% factor be
i nappropri ate?

A Yes, if those are all truly analog. And
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woul d point out that you will still find for the vast
majority of the exchanges that Qwest serves that the HH
is above 5,000. 1It's extremely concentrated markets.

Q And in that case, the HH results would show

| ess concentration in every exchange?

A. Less, but still over 5,000 for nost
exchanges.
Q Take a | ook at your rebuttal testinony, or

excuse ne, your direct testinony, Exhibit 401, page 19.
Actually, before we do that, why don't we | ook at page
21 of that same exhibit.

A I'"mthere.

Q You give an illustration there on line 7 of
how HHI is cal cul at ed.

A Yes.

Q And that | understand it is that you take the
mar ket share of every conpetitor, you square those

nunbers, and then add them together; is that correct?

A Yes.

Q Is that the standard way to cal culate HH ?

A | believe it is.

Q Is it the only way to cal cul ate HH ?

A I honestly -- this is the standard way that |

have seen used.

Q Okay. Is that how you calculated it in the
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exhi bit we were just |ooking at?

A Let's go back to the exhibit.

CHAl RWOVAN SHOWALTER:  |'s this 425?
THE W TNESS: Yes.

A. The standard way to calculate the HHl is to
identify the percentage market share that each CLEC owns
and to square it. In 425C, | did a slight variation on
that, and the variation nmakes the market appear |ess
concentrated than it is, and let ne explain

Qnest provided whol esal e data by CLEC. The
CLEC owned | oops, the only source of information for
that is, of course, the Staff aggregated report. Those
are not reported by CLEC. Because when conpetitors have
negligi bl e market shares, how you distribute them what
| did is to assune that the CLEC market share viewed in
its entirety, whether it's 10% or 15% that those | oops
were distributed evenly anong the nunmber of CLECs
serving each exchange. So in sone exchanges there night

be 2 CLECs, in sone there mght be 20, it varies

enornously around the state. | divided the lines.

If there's a different -- with -- as |
explained in my direct testinony, if you -- by nmaking
that assunption, it doesn't make a huge difference. |If

anything, it makes the HH result |ower than it would

be. If you take nine squared and one squared, that is
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1 hi gher than if you take five squared and five squared.

2 Using that as ny analogy, | did the five squared plus

3 five squared rather than the nine squared plus one

4 squared. \Wich is nore accurate? O course the nine

5 squar ed plus one squared.

6 And if you look at ny exhibit, you will see
7 that the nine and one m ght be nore indicative of how

8 the market share really splits out anong the CLECs.

9 There are a few CLECs with sone market share, nost of

10 them wel | under 1% negligible, many fringe conpetitors.
11 But | did the five square plus five square because in ny
12 oversinplified exanple, | took nmy ten lines, put five
13 with one CLEC and five with another, added themup to
14 25. If you said to ne, wouldn't it be nore accurate if
15 you knew that one was 9 and one was 1 to do 9 tines 9,
16 maybe 1 and 1 tines 1, that's 82, | would say you're

17 right, but I have ended up with a | ower nunber, so I'm
18 conservative in the sense of toward Quwest's end.

19 CHAl RMOVAN SHOMWALTER: So is a qualitative
20 way of saying this that in a given exchange, if there
21 are three CLECs, you assuned that each had an equa

22 share?

23 THE W TNESS: Yes, thank you, that's what ['m
24 sayi ng.

25 CHAI RWOVAN SHOWALTER:  Thank you.
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BY MR SHERR

Q So once you allocated |ines to the nunber of
CLECs as you just described, then the mechanica
application of the HH fornula that you did is the sane
as we discussed before, isn't it?

A That's correct.

Q Now i f you could | ook back to page 19 of
Exhi bit 401, particularly -- are you on that page?

A Al nost .

Okay, |'mthere.

Q Particularly lines 21 to 22.
A Yes.
Q There you indicate that an HHl above 1,800 is

hi ghly concentrat ed.

A Yes.
Q Is that correct?
A. Yes.
JUDGE MACE: |'m sorry, where are you,
counsel ?

MR, SHERR: Page 19 of Exhibit 401
JUDGE MACE: Thank you.
MR. SHERR  Sure, and that's lines 21 to 22.
BY MR SHERR
Q Is it your position that this Comn ssion

should find that there -- should not find -- let ne
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start over.

Is it your position that this Comn ssion
shoul d not find that there's effective conpetition
unl ess and until it finds that the market is not highly

concentrated using HH as its gui depost?

A. No, | think that the HH is an extrenely
val uable tool. | amnot sitting here today and
suggesting that the Comm ssion use 1,800. | believe

that you may have used 5,000 in your |ast case. That
may be guidance to you as well. | amdefinitely
suggesting that you rely extensively on the HH analysis
and that when you do that you realize that a | ot of the
mar ket share is resulting from CLECs' use of Quest
facilities.

Q So finding an effective conpetition nm ght be
appropriate even if the HH indicates a high narket
concentration?

A If by high market concentration you nean
1,801, 1,802, et cetera, yes.

Q Do you have in mnd a maxi mum HH result
above which the Conmi ssion should deny a finding of
effective conpetition?

A. | believe that there's many factors that the
Commi ssion should take into account as it has done in

the past and that this deserves the nobst weight. As |
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sit here today, do | have a specific nunber? Again,
feel like the burden is on Qwvest to cone forward with a
reasonabl e petition, and it hasn't, and the nunbers
don't reasonably -- don't even begin to come to the
5,000 level for the vast majority of the exchanges. So
for the exercise of reviewing the nerits of this
petition, we don't really need to go any further

If the Commission is interested in comng up
and defining a specific HH, | would then expand ny
testinmony to give that serious thought.

Q But you don't have a hard and fast |evel?

A Certainly | wouldn't go below the 5,000 that
the Comnmi ssion used as a guidepost in its 000883
proceeding. And again, let ne reiterate, not at a
st at ewi de basi s because averages mask inportant
di stinctions across products and exchanges. That's
within the relevant market. To do it on too aggregated
a basis is neaningless.

Q Let me ask you to |l ook at sone of the
exhibits to your testinony. Please |ook at Exhibit 408,
and you should al so have Exhibit 82 avail abl e.

MR. SHERR: Counsel, do you have --
JUDGE MACE: \Whose exhibit was 827
MR. SHERR That was M. Teitzel's exhibit,

and we will provide the witness a copy if she doesn't
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have that.

THE WTNESS: | nmay, |'mjust |ooking at ny
crib sheet to figure out what 82 is. | know them better
by M. Teitzel's -- oh, thank you very nuch, excuse ne,
I have it.

JUDGE MACE: Just a nonent.
Al right.
BY MR, SHERR

Q In Exhibit 408, you summarize the percentage
of Qmnest retail disconnects between July of 2002 and
June of 2003 that you interpret as being attributable to
the economny; is that correct?

A Yes.

Q Looki ng at Exhibit 408, would you agree with
me that Qwest endures disconnects for all of those
reasons listed there in good econonmic tines as well as
bad economic tines?

A Li kely not to the sanme magnitude.

Q But nonpaynent is listed there as a reason
attributable to the econony. Do you believe that Quest
endures di sconnects for nonpaynent in good economc
times?

A. I think the categories are the sane. | think
what changes are the nunbers.

Q So it's really the delta, the difference
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bet ween what these nunbers would | ook |ike in bad
economc tines and in good econonmic tines?

A What do you nean by it's, what's the
question?

Q I"'mtrying to clarify your answer. | asked
if these categories are the sane in good econonic tines
and bad econonmic tinmes. Let nme try that again.

Woul d Qnest endure di sconnects for all of
these reasons in good economc tines?

A. Most |ikely. There's always some business
that's having a hard tinme regardless of the econony.

Q And so attributing all of these disconnects
in this exhibit mght be an overstatement that all of
these di sconnects are attributable to the econonmc
downturn; is that correct?

A Yes, | agree. That's a good point.

Q In the data underlying this exhibit is
described in your note, in your table it says source,
and it refers to a Quwest data request response, and that
is the sane data request response that is Exhibit 82 in

this case; is that correct?

A Yes.

Q Do you have that with you?

A Yes, | do.

Q Do you see on the second page of that exhibit
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1 which is at the upper right-hand corner it says

2 confidential attachnent A?

3 A Yes.

4 Q Do you see a nunber of categories as you | ook
5 down the first colum that start with the word

6 conpetition?

7 A Yes.

8 Q Woul d you accept subject to check that

9 between July of 2002 and June of 2003 nore customers

10 di sconnecting Quwest's services reported that they were
11 doi ng so for reasons related to conpetition than for

12 reasons related to the econony as you have defined it?
13 A Oh, absolutely. I'msinmply responding to a
14 comrent made by a Qwmest witness that the bulk of the

15 erosion, | believe those were the witness's words, the
16 bul k of the erosion in Qwest's business |ines had to do
17 with conpetition, and in my mind, bulk is nore than

18 half.

19 And furthernore, | would note that under
20 product migration, as we | earned yesterday, it does not
21 i ncl ude changeovers. So there's a lot of lines that are
22 getting disconnected, but they're nmoving over to let's
23 say a private line, and that would not show up in this
24 exhibit as | understand it.

25 Q If you could nmove on to Exhibits 414 and 415,
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1 whi ch are attachnments to your direct testinony.
2 A I'"mthere.
3 Q These exhi bits display the sane information,
4 do they not, just ordered in a different way?
5 A Yes.
6 Q And t hese exhibits display market share for
7 Qnest in particul ar exchanges throughout the state; is
8 that correct?
9 A Yes, they do.
10 Q And just to be clear, those market share
11 totals that you have included here do not reflect CLEC
12 conpetition via CLEC owned | oops; is that correct?
13 A That's correct.
14 Q And they don't include CLEC totals relating
15 to the carrier D special access that you now included in
16 some of your rebuttal exhibits; is that correct?
17 A. That's correct.
18 Q And woul d you expect -- you woul d expect,
19 woul dn't you, that if those two categories of |ines were
20 added that Qwmest's market share would decline in the
21 vast majority if not all of these exchanges?
22 A Not the vast majority. | don't believe that
23 there's going to be huge changes in the very small
24 exchanges. |f you | ook at the nunmerous exchanges with

25 relatively few access lines, | don't think we have huge
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changes in Quvest’'s market share, but of course it wll
change.

Q We can nove on to Exhibit 416, please. There
you |ist the WAshi ngton exchanges | acki ng any UNE | oops;
is that correct?

A. Yes. Again this is based on Qmest provided
dat a.

Q And as you look at all the way down the first
page and part of the second page, you see a nunber of

exchanges listed | acki ng any unbundl ed | oops; is that

correct?
A. Yes.
Q Woul d you accept subject to check that the

total nunber of access |lines served by the exchanges you
identify as having no UNE | oops amount to only about 15%
of the statew de access total ?

A A nmonopoly is a nonopoly. |If there's five
customers, those five custoners care --

Q Okay, let's --

A -- whether there's conpetition. So it's
certainly my hope that this Conmi ssion isn't ignoring
15% of the custonmers because 85% nmay have sone
conpetition.

MR, SHERR:  Your Honor, | would ask if you

woul d please instruct the witness to answer yes or no
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first and then to expl ain.

JUDGE MACE: OQur practice here at the
Commi ssion is to ask the witness a question and then get
a yes or no answer to the extent that's possible, and
then if there's an explanation, go ahead with that.

THE WTNESS: | apologize, | will seek to do
t hat .

CHAIl RMOMAN SHOWALTER: Can you repeat the
question that you asked.

MR. SHERR:  You bet.
BY MR. SHERR

Q Ms. Bal dwi n, woul d you accept subject to

check that the total number of access |lines served by
t he exchanges you identify as having no unbundl ed | oops

anmount to only about 15% of the statew de access |ine

total ?
A Yes, | will accept that subject to check.
Q And just to be clear, all of the data you

need to do that calculation is included in your exhibit?

A Yes.

Q And that's before you add the statew de total
of CLEC owned | oops and carrier D special access, isn't
it?

A Yes, it is. And again, | think it's

important to | ook at the rel evant market and does a
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consunmer have a choice, whether they live in Shelton or
whet her they live in Seattle.

Q And you're aware, aren't you, that every one
of those exchanges you have identified as having no
unbundl ed | oops except Elk is served by UNE-P resal e or
CLEC owned facilities?

A According to the Staff information, that's
correct. And even based on wholesale, that's true in
nost of the exchanges. Again, the critical question is,
what is the market share of Qwest in each of those
exchanges. Regardless of what's theoretically
avail abl e, what practically has happened.

Q On the first page of Exhibit 416, do you see
the total nunber of access lines listed for Elk in the
second col um?

A Yes.

Q Woul d you accept subject to check that the
total access lines for Elk, Washington constitute |ess
than .03% of the total access |ines statew de?

A Yes.

Q If we can go back to your direct testinony,
Exhi bit 401, page 16. At lines 19 to 22, you warn that
if granted conpetitive classification, Qwest m ght | ower
its rates or inprove service quality in an attenpt to

dri ve away new conpetitors. |s that an accurate
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par aphrase?

A Yes.

Q Is it your testinmony that |owering prices or
i mproving service quality to attract customers is
i nconsi stent with the public interest?

A. No, but | think it's very inportant to
understand that when CLECs are thinking about whether to
put their limted capital into a given market, they need
to be aware of whether the incunbent will then drive
them out, and especially where they're depl oying
significant resources. Because the price that they are
conpeting against is high and it |ooks |like a good place
to compete, they conme in, and then it would be entirely
possi ble for Qvwest to subsequently lower the prices to
such an extent that the business plans upon which the
CLECs had originally relied no | onger nmade sense.

Q You're familiar with the statute RCW
80.36.330; is that correct?

A. By context | would think you may be tal king
about legislation that -- that statute that has to do
with covering cost.

Q Let me be more clear. RCW80.36.330 is the
conpetitive classification statute.

A Yes.

Q You have read that statute?
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A Yes.

Q Doesn't that statute take care of the problem
you just described by inposing a price floor and by
enpowering the Comm ssion to reclassify as
nonconpetitive Quwest's services if the public interest
SO requires?

MR. FFI TCH: Your Honor, |I'mgoing to -- |
don't know if this is an objection, but | believe if the
Qnest counsel is inquiring about the statute, about
specific provisions in the statute, he should at |east
provide a copy of that to the witness.

JUDGE MACE: Would you do that, M. Sherr
pl ease.

MR, FFITCH: | would al so make the
traditional objection that it appears that M. Sherr is
asking for a I egal conclusion.

JUDGE MACE: | think this witness holds
hersel f out as an expert, and she can tell us about her
understandi ng of the statute if she can

THE WTNESS: Also while you're | ooking for
it, I want to be clear. | think you had two questions
in there, that there's a provision in the statute that
woul d prevent below cost pricing, and there's also a
provision that allows for the reclassification. Am!|

correct that there were two parts in your question?
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MR, SHERR: Right, I amasking if those two
provisions --

THE W TNESS: And whet her that woul d provide
anple protection for the CLEC. |'mputting words in
your mouth, let's take it fromthe top, give ne a new
questi on.

JUDGE MACE: M. Sherr, why don't you break
your question apart and refer the witness to the
speci fic provision.

BY MR. SHERR

Q Do you have the statute in front of you now?
A Yes, | do.

Q Coul d you | ook at RCW 80. 36.330(3)?

A. Whi ch begins, prices or rates charged?

Q That's correct.

A Yes, |'mthere.

Q And does that create a price floor for

conpetitively classified services?
A Yes, it does.
Q Okay. And can you | ook to subsection 7 of

that sanme statute.

A I'"mthere.
Q And does that provide that the Conmm ssion may
reclassify as any -- |I'msorry, that the Commi ssion may

reclassify any conpetitive tel ecommunications service if
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reclassification would protect the public interest?

A Yes.

Q In conmbination, don't those two protections
under the statute guard against the predatory pricing
concerns you just explained?

A. They provide regul atory safeguards, but it
doesn't do anything about the real |ife business
incentives that face CLECs who are trying to decide
whet her to enter a market. And if the price signal that
the CLECs see is Qunest's existing price and they build a
busi ness case based on that, if they were wi se, they
woul d al so say, well, | better do a sensitivity analysis
and put in a nunber for what if Qwmest goes down to the
price floor, then suddenly it may not | ook so profitable
to make the effort to serve a market. So the CLEC may
just pass that rural market right by and say, not
econonmically attractive, why brother to go in there.

So absolutely there's protections agai nst
predatory pricing, but there's no protection for the
smal | consunmer who gets passed by because the CLECs say,
not worth deploying the effort, the narketing peopl e,

t he personnel, the facilities to serve this market,
we' |l have a handful of customers, if I multiply the
price times demand and | ook at my revenues and ny

expenses, it doesn't cover it. So there's protection
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agai nst predatory pricing, there's no resolution of the
financial incentive issue that | address in this
testi nmony.

Q Isn't a conpany's plan to | ower prices and/or
i nprove service quality to attract custoners a natura
and heal thy aspect of conpetition?

A Absol utely, but that's not the point that I'm
making in this part of nmy testinony.

Q As an expert with 25 years of experience,
much of which has been spent representing conm ssions
and ot her public and consuner agencies, wouldn't you in
fact say that the goal of encouraging conpetitionis to
encourage conpanies to |lower prices and i nprove service
quality?

A. That's again not the point of the passage to
which you refer me. The point of the passage to which
you have referred me is whether CLECs would find it
financially appealing and attractive to conpete with
Qunest. O course the goal of conpetition is |ower
prices and hi gher service quality, that's apple pie.
The question is, is there conpetition in the rel evant
mar ket .

Q Let ne nove on in your direct testinony to
page 42, specifically line 7, you state:

Until consuners are actually choosing



0716

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

carriers other than Qvest in a quantity
to constrain Qaest's behavior in the

mar ket, the market can not be considered
effectively conpetitive.

Did | read that correctly?

A Yes.

Q To what market share nmust Qwest drop before
it will have net your test?

A We're not there now, and one place that this

Conmi ssion could | ook is AT&T at one point in tinme was
domi nant, and it becanme classified as nondom nant by the
FCC. And in review ng the extensive record before it,
the FCC comrented on a couple of -- many things, and two
perhaps of interest here. One is that AT&T s narket
share, and it | ooked at nmarket share both in revenues
and in mnutes of use, was approximately 60% and the
conmi ssion, the FCC said also the -- AT&T does not
control any bottleneck facilities. And in |light of
those two i nportant pieces of information before it, the
FCC consi dered AT&T nondom nant.

We're not close to 60% here. We're not --
we're really not close in many exchanges, and Qmest does
control bottleneck facilities. So | don't have the
nunber for you, but | would say that we are so far from

there that we don't need to conme up with a nunber yet.
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Q So no hard and fast nunber?
A In nmy mind, it wuld have to at |east get as
| ow as 60%
Q If you could nove to page 46 of your direct
testi nony, beginning on line 18 and spilling over to the
next page at |ine 2.
JUDGE MACE: What page again, counsel?
MR. SHERR: Page 46 to 47.
JUDGE MACE: Thank you.

BY MR SHERR

Q There you di scuss Qunest's strategy of
packagi ng and bundling | ocal and | ong di stance services;
is that correct?

A Yes, it is.

Q Is there anything unusual about a tel ephone
conpany bundling services?

A No. What's unique here is that Qvest has a
unusual |y huge relationship with nost of the custoners
inits territory, a preexisting relationship, and that's
what differentiates Quest fromall the nmany other
carriers who al so are packagi ng and bundling services.

Q Is there anything inherently anticonpetitive
about bundling long distance and | ocal services?

A No, but it's certainly hel pful to understand

what's going on there in order to assess the |oca
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mar ket structure today.
Q We can nove to your rebuttal testinony, which

is Exhibit 422, line, excuse nme, page 17.

(Di scussion on the Bench.)

JUDGE MACE: We're just contenplating when
woul d be the appropriate tine to break

MR, SHERR: |'mcertainly going to a new
subject. | don't have rmuch nore

CHAI RMOVAN SHOWALTER: Is this a new subject
now?

MR. SHERR  Yes, it is.

CHAl RMOVAN SHOWALTER: Why don't we repeat
the question after the break

(Recess taken.)

MR, SHERR: May | continue, Your Honor?

JUDGE MACE: Yes, please.

MR. SHERR  Thank you.

BY MR. SHERR

Q If you could please | ook to Exhibit 422,
which is your rebuttal testinony, page 17, |'m | ooking
at lines 3 to 6. There you discuss -- are you there?

A Yes, | am

Q There you di scuss that Qwest's whol esal e data

is inflated because it includes |lines CLECs use for

i nternal adm ni strative purposes.
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A Yes.

Q Do you know how nmany adninistrative |ines
were found to be included in Qunest's data?

A | believe that Qmest may have included that

information in a cross exhibit.

Q Why don't we look at that, it's Cross Exhibit
471.

A I"mthere.

Q If you look at the second page, do you see a

nunber there associated with grand total ?

A Yes.

Q W Il you accept subject to check that that
represents the total nunmber of administrative lines
found to be included in Qmvest's data by Staff?

A Yes.

Q Goi ng back to your rebuttal testinony,

Exhi bit 422, page 17, the sane page.

A Yes.

Q I"'mlooking at lines 13 to 14, and there you
di scuss that CLECs that rely on Qwest whol esal e services
i ncur additional transaction costs associated with
nonitoring their relationship with Qaest; is that
correct?

A Yes.

Q Have you quantified that additiona
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transaction cost in your testinmony or exhibits?

A No. But because there's not a number
associated with it doesn't mean it doesn't exist.

Q Okay. And as you sit here today, can you
cite to ne any data that quantifies the additiona
transaction costs you discuss in your testinony?

A | would think CLECs would be in the best
position to docunment the costs associated with
nmonitori ng Qmest's behavi or.

Q Yet you testified about it?

A Yes, as an econonist, absolutely. This is a
cost of doing business when one conpetitor relies on
anot her conpetitor for essential facilities.

Q Wul d you agree with ne that Qwaest incurs
transaction costs in nmonitoring its relationships with
CLECs who purchase whol esal e services fromit?

A Yes, but in ternms of affecting the viability
of a business, it's the CLECs' livelihood that depends
upon Qmest's provision of service, not the other way
around.

Q Doesn't Qwest's viability as a business
depend on the costs that it incurs in serving the
custoners, whol esale or retail?

A Oh, absolutely, | neant in terns of its

relationship with a custoner. Because the CLEC depends



0721

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

upon Qmest for an essential elenment, that in turn
affects the CLEC s relationship with its custoner. |If |
turn it around, Qmest's relationship with its retai
customer is not affected by Qumest's relationship with
its whol esale custoner. Qwmest's relationship with its
whol esal e custoner is very convenient for Qmest, because
Qnest is the nonopoly provider of those whol esal e

servi ces.

Q Woul d you agree with ne that facilities based
CLECs incur costs nonitoring their own facilities?

A Yes.

Q And t hat whol esal e based CLECs don't directly
i ncur those costs?

A. Let's be nore specific. Whol esal e CLECs,
facilities based CLECs have costs of nonitoring their
busi ness, of running their business, yes. Do they have
a cost of nmonitoring the transacti on between their
supplier, no, because they are the supplier. So that
conponent of the cost disappears for whol esal e based,
for a facilities based provider

Q And |' m aski ng you about sonething different,
which is the costs that a facility based CLEC incurs
monitoring their own facilities. Let me start again.

Woul d you agree with ne that facilities based

CLECs incur costs nonitoring their own facilities?
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A. Yes. They're not the transaction costs to
which | was referring in the testinony that you pointed
me to, but of course.

Q And whol esal e based CLECs who rely on Qaest's
underlying facilities don't directly incur those same
types of costs, do they?

A In the abstract there may. Carriers confront

di fferent costs.

Q Was that no?

A. | didn't give you a yes, no, | apologize.

Q Wuld you like ne to ask you the question
agai n?

A Sur e.

Q Wul d you agree with ne that whol esal e based

CLECs don't directly incur those sanme costs?

JUDGE MACE: And those sane costs are what?

MR. SHERR: Are the costs that facility based
CLECs incur nonitoring their own facilities.

JUDGE MACE: When you say nonitoring their
own facilities, what do you have in m nd?

MR, SHERR: |'mtrying to mrror what
Ms. Baldwin said in her testinmony, so whatever frame of
reference she had for her testinony is what |'m --

JUDGE MACE: | see what you're saying, on

line 14, the nonitoring the relationship with Qunest.
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MR, SHERR: That's right.

A Okay, | think I"'mhaving a -- |'m being vague
in my answer because |I'mtrying to understand the
guestion. The specific cost, the transaction cost that
I discuss here has to do with nonitoring the
relati onship between two di fferent businesses, not only
two different businesses, but two conpeting businesses.

VWhen you ask nme about if facilities based
carriers have nonitoring costs, well, they run their
operation. By definition, they don't have anal ogous
costs, because they don't depend upon another carrier
for the facilities that they're providing on their own.
So they're not -- they don't have that cost, and that's
I think where | started to get vague. Because there
isn't, by definition, a wholesale -- a facilities based
carrier doesn't have transaction costs of the type that
a whol esal e carrier does have.

BY MR. SHERR

Q Thank you, you have answered ny question

If you could | ook at page 18 of that sane
rebuttal testinmony fromlines 8, excuse ne, lines 8 to
17 you discuss vertical features; is that correct?

A Yes.

Q Wul d you agree with ne that when Qaest | oses

a business custoner's access line to a CLEC that Quest
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al so | oses the feature revenues?

A Yes.

Q Coul d you |l ook at Exhibit 436, please. It's
a cross exhibit. Are you there?

A Yes, | am

Q This is a data request response from Public
Counsel to Qwest; is that correct?

A Yes, it is.

Q And that Qwnest -- that data request requested
Publi ¢ Counsel to provide any and all economc
literature on which you rely in the determnation to
consi der both whol esale and retail markets in reaching
concl usi ons about Qwmest's nmarket share in the retai
busi ness mar ket .

A. Qnest's market power, yes.

Q Thank you.

A In the retail business narket, yes.

Q Thank you for that correction. The answer is
vol um nous, | want to | ook at the second paragraph of
your response. The first sentence, could you read that
first sentence for ne.

A Yes.

One economic article in addressing the
signi ficance of control over

i nterconnection states, for exanple,
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that the regul ati on of whol esal e

i nterconnection has therefore energed as

t he paranount tool of regulation and is

likely to remain so into the reasonably

foreseeabl e future.

Q Thank you. Is it your belief that Qmest is
seeki ng deregul ati on of whol esale services in this case?

A. No, it is not.

Q Is it your belief that Qwest is seeking
rel axation of any forns of wholesale regulation in this
case?

A No, but | think it would be a m stake to
ignore the inmportant role that Qwest's supply of
whol esal e services has in the conpetitive nakeup of the
| ocal market.

MR. SHERR  Your Honor, that's all the
cross-exam nation | have. There are several cross
exhibits that | would |like to nove for the adm ssion of.

JUDGE MACE: o ahead.

MR. SHERR: And | have tal ked, | have
conferred with M. ffitch, and | believe we have
stipulation as to the bulk of these, and I will read
those to you slowmy. That is Exhibit 436, 439, 440,
442, 443, 446, 449, 452, 453, 455 through 459, 461, 462,

and that's all that we had reached a stipulation on.
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MR, FFITCH. That's correct, no objection.

JUDGE MACE: So if there's no objection to
those particular exhibits, then | will adnmit them at
this time.

MR, SHERR: And the remaining exhibits |
woul d nove for adm ssion of are Exhibits 469, 470 and
471.

JUDGE MACE: Just a nonent, would you repeat
those for ne, please

MR. SHERR: Sure, it's 469, 470, and 471

JUDGE MACE: And are there objections to
t hose proposed exhibits?

MR. FFI TCH: Your Honor, 469, if | may just
have a nonment to make sure I'mreferring to the right
exhibits, that was 469, 470 and 4717

JUDGE MACE: Correct.

MR. FFITCH: No objection to 471. Exhibit
470 is going to be, as | understand it, resubm tted by
Quvest in a different form per the Chairwonan's
suggestions, and it is also subject to check. So I'm
not sure if you want to offer that now, if M. Sherr
wi shes to offer that now, Your Honor, or if we admt
this and then replace it with a new 470. [|'m not sure.

JUDGE MACE: Well, it seems |like the main

thing that was requested is that it be nade nore
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transparent, that is that it tracked back to the
references in other exhibits, so | don't know that it
woul d be rmuch different fromthis except for those
tracki ng back additions, and it seens |like we could
admt it subject to the revision being submtted.

MR. FFITCH: Wth those conditions then, we
have no objection, and it is subject to check

JUDGE MACE: So how about -- well, there's
al so 469, did you address that?

MR, FFITCH: | was just going to do so.

JUDGE MACE: Co ahead.

MR. FFI TCH: W have some concerns about
this, perhaps the best way is to address it on redirect.
I guess ultinmately we don't have an objection, we'l
address our concerns with the exhibit on redirect, Your
Honor .

JUDGE MACE: Thank you.

So then Qnest has asked to have nmarked
several other exhibits, and is it ny understandi ng then
you're not offering those at this tine.

MR. SHERR: That's correct, Your Honor

JUDGE MACE: Very well, then | amgoing to
admt proposed 436, 439, 440, 442, 443, 446, 449, 452,
453, 455, 456, 457, 458, 459, 461, 462, 469, 470 and

471, and with the understanding that 470 will be revised
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1 and is subject to check.
2 MR, SHERR: Thank you, Your Honor, Exhibits

3 470 and 471 are confidential.

4 JUDGE MACE: Yes, thank you.
5 MR, SHERR: Thank you.
6 JUDGE MACE: And does that conplete your

7 cross-exani nati on?
8 MR. SHERR It does, thank you.
9 JUDGE MACE: Then the next to cross exani ne

10 this witness would be Staff according to ny order.

11 MR, THOMPSON: Thank you.
12
13 CROSS-EXAMI NATI ON

14 BY MR. THOVPSON:

15 Q Good norning, Ms. Baldwin. M nane is
16 Jonat hon Thonpson, | represent the Conm ssion Staff.
17 A Good nor ni ng.

18 Q | want to start by directing you to your

19 Exhi bit 401T, your direct testinony, and if you could
20 pl ease turn to page 9.

21 A "' mthere.

22 Q Okay. And |I'mspecifically |ooking at

23 starting at line 5 you're discussing the Comm ssion's
24 order in the nost recent Qwest conpetitive

25 classification case for business services, correct?
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A Yes.

Q Okay. And you say, further, the Comm ssion
recogni zed that:

Wth a skewed distribution of |ines

across custoners, conpetitors could

easily achieve an overall 40% narket

share of lines share in exchange even if

it had few or no small custoners.

Did you review the order in that case in
prepari ng your testinony?

A Yes, | did.

Q Wul d you agree with ne that the Comm ssion
in that case | ooked not only at market concentration
figures, but also at an analysis of market structure?

A Yes.

Q Okay. And the Comm ssion's concern as
represented in this quote is that given the structura
anal ysis, they were concerned that just a sheer line
count m ght skewer the fact that small custoners were
not being served, right?

A That's my understandi ng of the Conmmi ssion's
reasoning in its order.

Q Ckay. And wasn't that concern largely
because of the structural, market structure analysis

that found lingering problens with the nethods that were
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1 available to CLECs at that tine to reach custoners

2 served over individual |ines?

3 MR. FFITCH: Your Honor, |I'mgoing to --

4 A Let ne check the --

5 MR, FFITCH. Excuse nme, |I'mgoing to object

6 at this time. M. Thonpson is asking the witness to

7 specul ate about what the Comn ssion's concern was

8 reflected in the order, and his description of the

9 concern is rather involved. | think it mght be nore

10 hel pful if he can point the witness to specific passages
11 in a copy, or if he wants to ask about passages of the
12 Commi ssi on order that convey the Comr ssion's concern,
13 that m ght be nore hel pful.

14 JUDGE MACE: | think, M. Thonpson, that

15 woul d be beneficial. Do you have a copy of that order

16 by any chance?

17 MR, THOWPSON: Well, | do, but frankly I'm
18 not --
19 JUDGE MACE: | was wondering if the w tness

20 woul d have a copy of that order

21 THE WTNESS: No, | don't, Your Honor

22 JUDGE MACE: M. ffitch, do you have a copy
23 that you could provide the witness?

24 MR. FFI TCH: Yes, Your Honor

25 MR, THOMPSON: Mainly |I'm going off of just
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the witness's quote froma portion of the order. |
guess it mght be hel pful if --
JUDGE MACE: Well, it's true, but it nmight be

hel pful for her to have the order to review if she can

get it.

MR, THOMPSON: Fair enough.

THE W TNESS: Excuse ne, is there a question
that | should be responding to? | have lost track here,

| understand the general context.
JUDGE MACE: Wiy don't we wait, and
M . Thonpson can phrase a question.
MR. FFITCH: Perhaps | could just state that
the record should reflect that | have just handed
Ms. Baldwin a copy of the Seventh Supplenmental Order in
Docket Number UT-000883.
JUDGE MACE: Thank you.
BY MR THOWMPSON:
Q Wel |, based on your own footnote in your
testinmony there, | gather that that quote is from

Par agraph 68, which at | east on ny copy is page 20 of

the order.
A I'"'mon page 18, and |I'm al so at Paragraph 68.
Q Ch, okay, we nust have different pagination,
but -- well, let ne back up and repeat my question.

The Commi ssion's concern with regard to the
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possibility that custoners served over individual |ines
were not reflected in line totals had to do with a
mar ket structure analysis, did it not?

A The point of ny including this passage here
inm testinony is to illustrate that a concern the
Conmi ssi on expressed before is extrenmely on point and
valid here where one CLEC serving one |arge business in
a small exchange can skew the results, and one could
say, oh, my goodness, Qwest's market share has dropped
way down. But if that's one |arge business and there's
30 smal |l businesses left out in the cold, you will have
a skewed result. And, in fact, nost of the data we have
been |l ooking at is on a line basis. So ny intent here
was sinply to identify a concern the Conm ssion raised
before that | hope they keep in mind in this proceeding.
| think it's nmore inportant than ever.

Q Woul dn't you agree that sonme of the market
structural conditions have changed since the Commi ssion
entered its order in that case with regard -- and
specifically with regard to a CLEC s ability to reach
custoners using UNE-P, for exanple?

A That may be, but that's again taking ny
testi nony out of context. The context of ny testinony
here is to urge caution when | ooking at data. And yes,

of course things have evolved in the | ast couple of
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years, but this concern doesn't go away.

Q Well, but the Comm ssion's anal ysis was
informed, was it not, by analysis of structura
consi derations such as ease of entry by CLECs, wasn't
it?

A. My recol |l ection of reading the order is that
the Commi ssion was infornmed by the nany factors that are
set forth in the statute. One of the ways that the
statute suggests that the Comm ssion consider whether a
significant captive customer base remmins is narket
power, market share. And, of course, throughout ny
testimony | continued to believe that that is the nobst
reliable indicator of how rmuch market power Qwest has.

Again in this proceeding, all of the sane criteria

apply.

| believe one of the questions for the
Commi ssion will be to decide how much weight to give to
these different indicators. | think that nmarket share

is not the only one, but | think it's a very val uabl e
indicator. To the extent that one can define the nmarket
properly to the extent that one has access to the
rel evant data, that to ne is an inportant indicator

Q Could I have you turn, please, to Paragraph
76 of the Comm ssion's order in UT-000883.

A ' mthere.
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Q Do you see where it says:

We deny the petition with respect to the

remai ning five exchanges. Staff's

review of the market structure with

respect to the remaining five exchanges

reveal ed that the nechanisns for

conpetitors to obtain network access and
for custoners to switch to those
conpetitors are not proven.

Wul d you agree with ne that that's, well
that that indicates that the Comm ssion was concerned
not only with overall market concentration figures, but
al so with considerations of ease of entry?

A. Yes, you have not read the next two
sentences, however, that stress the inportance, well
t hey say consequently, but the Conmnmi ssion considers how
many customers have actually switched to a conpetitive
provider. That to me is extrenely inportant. That
evi dence suggests and the sentence continues and it
di scusses market concentration again. Those are the
el enents of the order that | think are germane to this
proceedi ng. And yes, to answer your question, the
mechani sms are evol ving, things have changed.

Q Wul d you agree with ne that one of the

things that's changed is that Qwest has net the
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requi renments to denonstrate that it provides
nondi scri m natory access to network el enents?

A Qnest has nmet its 271 obligations, and
therefore as viewed by this Comm ssion and as viewed by
the FCC has opened up its market to conpetition. That,
however, does not nmean that conpetition has arrived in
every part of the state and for every custoner.

Q Okay, you provided an answer to a question
that |1 didn't ask.

A. | apol ogi ze.

Q And Qmest is under a perfornance assurance
plan, is it not, to prevent backsliding as well?

A Yes, it is.

Q And isn't it true that nonrecurring charges
for UNE-P have been substantially reduced in the
interinf

A I will accept that subject to check. | would
add that it's my understanding that both recurring and
nonrecurring | oop costs are under active investigation
by this Comm ssion, so it's premature to discuss
recurring and nonrecurring | oop costs, | believe.

Q Were you here when M. Reynol ds was
testifying on Tuesday?

A Yes, | was.

Q And did you hear himtestify that UNE-P
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really took off as a CLEC market entry strategy in the

early part of 20017

A | recall that exchange, yes.
Q Do you agree with that statenent?
A. I haven't recently |ooked at the data, but I

will certainly accept that subject to check, that UNE-P
has become an inportant nmode of conpetition for CLECs,
which is being threatened by court action in appeals.

Q Let me have you take a | ook just on that sane
page in your testinony, 401T, page 9, at line 10, and
the question is, did the Comr ssion corment on the role
of resale in the | ocal market, again tal king about that
sanme order. And your answer is, yes, the Comm ssion
stated that resale does not constrain prices. M
guestion is that when the Conm ssion said resale doesn't
constrain prices, that was in reference to pure resale
as opposed to | easing of unbundl ed network el ements,
right?

A. My understanding is it was referring to tota
service resale and not to UNE-P. To the extent that
UNE- P was not being actively used when the Comni ssion
rendered this decision, it presumably didn't have the
opportunity to consider the effectiveness of UNE-P based
conpetition on constraining Quvest's market power.

Q Well, and the trouble with resale, tota
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service resale, as a price constrai ning nmeans of
conpetition is that when Quwest raises its retail rate,

the wholesale rate rises in lock step with it, right?

A That's correct.

Q And that problem doesn't exist with UNE-P
right?

A That's right, UNE-P has different issues.

Q The UNE-P rate stays where it is regardl ess

of what Qenest does with its retail prices?

A. That's correct, yes.

Q And woul d you agree that the inportance of
resale as a market entry vehicle has declined since the
avail ability of UNE-P?

A. Yes, | would. | would point out I don't --
| ooking at the two sources of data on resale in this
docket, we have an approximte figure in the
nei ghbor hood of 7,000 to 8,000 | oops being provided over
resal e according to Qunest's records, and Staff's report
cones up with a nunber that's closer to, well, it may or
may not be proprietary, but that is significantly nore
than that. And | -- the way that | have viewed the
data, that Qwest presumably knows the lines that are
being used for resale, and so that's the nunber that I
have relied on.

Q Okay. Could | have you please turn to page
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13 of your testinony, sanme Exhibit, 401T, and the part |
want to draw your attention to is at line 13 where it
says, the presence of nunerous conpetitors in Seattle is
nmeani ngl ess to a business consumer in Walla Walla. |
think you said that in response to one of M. Sherr's
guestions earlier today, right?

A Very possibly.

Q Okay. Just to help ne understand this, |
want to kind of ask you a hypothetical question about --
to just kind of flesh out what you nean by this. For a
carrier that has statewi de authority, a CLEC that has
statewi de authority to offer |ocal exchange service and
that is using a unbundl ed network el ement platform
strategy, are there barriers to serving custoners in
Walla Walla that are different fromthe barriers that
exi st for serving custoners in Seattle?

A Yes, economnies of scale. The nunmber of
custoners that one m ght be able to convince to shift
fromQuwest to a CLEC is substantially smaller than in
Seattle. So where a business is recovering fixed costs
over a pool of custoners to enter a particul ar nmarket,
the carrier reasonably considers what the potentia
demand will be for the services that the conpetitor is
seeking to market. So yes, | would say the entry

barriers are different.
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Q What additional costs does that carrier have
to incur to go in and obtain a custonmer in Walla Walla?

A A marketing presence, human resources.

Q The hiring of additional personnel, is that
what you're suggesting?

A. Absol utely. Does sonmebody cone and knock on
the door if sonebody in Walla Walla, is sonebody seeking
out the -- actively seeking custonmers in Walla Walla. |
think if you |l ook at the nunbers that are in
M. Teitzel's exhibit that show you how nany conpetitors
there are, how nmany conpetitors are buying UNE-P resale
and UNE | oop, if you look at his exhibits, you will see
that indeed in Castlerock there may be, proprietary
nunmber, extrenely | ow, versus in Seattle, proprietary
nunber, extrenely high. So | think that the evidence
speaks for itself. What is actually happening, not what
t heoretically could happen

Q Do sales people -- well, isn't it possible
that existing sales people that are, you know,
recruiting new custoners in Seattle could nake calls to
-- throughout the state to pronote the CLEC s product?

A I think you' re asking me about ny
under st andi ng of how CLECs go about nmarketing their
activities, and | suspect there's a wi de range of ways

rangi ng frominformation, based on nmy own experience,
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what gets sent to ne, which is actually very little I
woul d point out, | realize |I'mnot in Washington, but |
think that that's one node. Another node is tel ephone,
anot her node is door to door. And so you may want to
ask that question to a CLEC in terns of how they go
about attracting Walla Walla.

What |'m saying is |ook at the evidence, |ook
at M. Teitzel's exhibit, and tell me how many CLECs are
buying UNE-P in Castlerock and how many custoners are
buyi ng UNE-P based services. That's your nost reliable
i ndi cator of whether there's conpetition. You're asking
about ease of entry. W can all -- we can talk all day
about what the different costs m ght be, but at the end
of the day, the best evidence of whether it's easy to
enter, and ease has also got to do with financia
attractiveness, is whether sonebody has entered and
whet her carriers have signed on

Q Woul d you agree with ne that the unbundl ed
network el ement loop rate or just the UNE prices in
general may be a significant difference between the
serving the Seattle nmarket with UNE-P versus the Walla
Wal | a mar ket ?

A. Let nme make sure | understood you correctly.
Are you saying UNE | oop or UNE-P, that the UNE-P, that

the rate --
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Q Wel |, the unbundl ed network el ement --

A The el ement -- excuse ne.

Q -- prices.

A Absolutely, and | think this is very nuch a

concern | have in this proceeding and one of the reasons
this petition is premature. Those UNE costs, those
rates, are under investigation right now, and how can

one conpare and evaluate a price squeeze and this very

question that Staff -- that you're posing to ne wthout
knowi ng what those rates will be.
Q There's presently evidence of conpetitors

serving in even the highest cost zone, wouldn't you
agree?

A Yes, and | come back to the skewed concerns,
that one big business that justified that entry or was
it alot of small businesses, and | would specul ate that
it's the former.

Q Well, isn't it apparent fromthe data
conpiled by Staff that there really is no geographic
area, with the possible exception of Elk, that CLECs are
not contesting?

MR, FFITCH: Is Staff counsel referring to a
particul ar exhibit or exhibits?

Q | think there's been a good deal of

di scussi on about this already and that --
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A. You may be referring to M. WIlson's Exhibits
4 and 5.
Q Preci sely.
A In 4 where he -- actually, if you think about
4 --
JUDGE MACE: | think those are actually

mar ked 204 and 205.

THE WTNESS: | apologize, |'"'msorry, |
shoul d know those, 204 and 205.

JUDGE MACE: Co ahead.

A Yes, thinking about the Staff aggregated
data, for exanple, for the PBX market, you may recal
that Staff provided data on a very aggregated basis for
five areas in the state, not on an exchange specific
basis. So interestingly for the PBX narket, to protect
proprietary information, Staff could not provide the
data at an exchange level. Staff bumped it up a huge
| evel up to five areas, so | really can't tell you about
PBX trunks in Walla Walla versus Seattle.

Staff does provide data on an exchange
speci fic basis for nost of the exchanges for business
lines, there's eight groupings where there's very small
wire centers. And again, | would |look at the data and
say that the level of entry, the |evel of conpetition

vari es anong the exchanges.
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BY MR THOVPSON

Q You al so have, of course, the Qmest whol esal e
data, which is broken down on an exchange |l evel, right?

A Yes, and we | ooked at some of my exhibits
earlier, and you will notice that in the vast mgjority
of Qmest exchanges, no conpetitor is using UNE | oop. To
me that's indicative of where we are in our evolution
towards a conpetitive market.

Q Could I have you turn, please, to page 35 of
your testinony, and in particular at lines 17 and 18 it
says, for exanple, the conposition of |local markets with
exchanges with fewer than 1,000 lines nerits particular
scrutiny. M question is just what evidence do you rely
on to conclude that that's the case?

A. Okay, let's -- let me define by that that's
the case. Oh, that they nmerit particular scrutiny?

Q That they nerit particular scrutiny.

A Okay, let's look at Exhibit 411C. \hat |
have been trying to do throughout ny testinony and
exhibits is sonmething that | believe neither Qmest nor
Staff did. Staff and Qmest provided data, but they
didn't take a step back and | ook at it and see how
different segnents of the market are affected
differently by this petition.

My concern is that custoners in rural areas,
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custoners in small exchanges, custoners that may need
one line, two lines, or three lines, that they're the
nmost vul nerable. |f this petition were approved, Quwest
could conme in and say, hm | think we'll deaverage
retail rates. They seemthe nost vul nerable to what
could potentially be a dramatic change in policy and
rate structure. |If this petition were approved, ny
understanding is that Qwaest would have the authority
unilaterally with mniml notice to dramatically change
rates, to raise rates for sone and | ower rates for
others. Qwest has the opportunity to | ower rates now,
ten days notice, it hasn't done so. So presunably it
wants to raise rates. That's nmy concern. That's the
cont ext .

Now t he evi dence here is |I'msinply saying
what information do we have about what the FCC calls the
mass market. The FCC defines the nmass narket as
residential consuners and businesses with fewer than --
three or fewer lines per location. Based on that
definition, Public Counsel asked Qnest for data to try
to get a better handl e on where these custoners are and
how many there are. And they -- in fact, small
busi nesses are the vast mpjority of business line
custoners are -- the vast npjority of billing tel ephone

nunbers for business |line service are associated with
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| ocations with three or fewer custoners, so they're an

i mportant part of this petition.

Q Ms. Bal dwi n.
A Yes.
Q I can't recall what my question was, but |

really wasn't |ooking for you to give your entire theory
of the small business market in response to this
guestion. Really I think what you're saying is you see
a posity of evidence for this market that you have
defined, which is three or fewer lines, or which you
borrow fromthe FCC | gather.

A My posity of evidence?

Q That there is specifically conpetition for
that market as you define it.

A. | don't believe that either Qwnest or Staff
has denmonstrated that there's robust conpetition for
that market, that's correct.

Q Okay, but what |'m asking you is you make an
affirmative statenment that says, the conposition of
| ocal markets with exchanges with fewer than 1,000 |ines
merits particular scrutiny, and that seens to nme --

A That is correct that --

Q -- that there's a difference between just
saying there's no evidence of it and then your saying

that there's a reason to conclude that --
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A. | understand your question, let me try again.
Thi s page does need to be viewed in conjunction with
ot her exhibits. Exhibit 411C, if you go there and you
| ook on the far right side, you're going to see where
there's a preponderance of what |I'm defining here as
smal | busi ness custoners. Particularly if you | ook at
exchanges with 1,000 or fewer |ines, you see a very high
preponderance, not in all cases, but many.

That in and of itself, does that show you
anyt hing? No, of course not. Then you need to go to
the other exhibits here and find out, and | think in
many instances you will, that there is mniml erosion

of Qmnest's market share, and so this --

Q Well, let's do that.
A. Okay.
Q I think, well, | think I can probably refer

to the nane of the wire center and then just not say the
nunber .
JUDGE MACE: You're in 411C?
MR, SHERR: |'min 411, |ooking at Exhibit
411.
BY MR THOWPSON
Q Do you see Newmran Lake?
Yes, | do.

Q Okay. And would you agree with nme that that
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has a particularly high -- would that be an exanpl e of
what you're tal king about, a wire center that has a
particul arly high percentage of custonmers with three or

fewer |ines?

A Yes.
Q Where might | go to | ook at what the --
A Let's |l ook at --
Q -- market total is?
A Excuse nme for interrupting.
JUDGE MACE: It's helpful if you |et counse
finish --
THE W TNESS: | apol ogi ze.
JUDGE MACE: -- his question

BY MR THOVPSON

Q My question is where nmght we go to determ ne
what the |level of conpetition is there?

A We could go to Exhibits 414C and 415C. W
were |l ooking at these earlier today. It's the sane
informati on. 414C ranks the exchanges by the nunber of
access |ines.

Q And just for clarification, does this include

-- this is based on Qwest's whol esal e data?

A Yes.
Q Okay.
A And 415C, to continue, the same information
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ranked by the percent served by Qemest retail. Neither
i s al phabetical, so | need to find Newman Lake. On the
415C, | find it in the left colum, the fourth fromthe
bottom And then if | go under the columm entitled
Qnest mar ket share, | believe that validates the point
that I am maki ng.

Q Okay. So in other words, that there is, you
woul d agree, not an insignificant CLEC nmarket share
t here?

A Well, do the math on the total |ines and the
defined market, and then think about what that is, and
maybe that's one business, or no, probably not one, but
it's not many.

Q But you're specul ating, aren't you? | nean
that could be a nunber of small businesses?

A Yes.

MR. THOWPSON: It's about noon, and this is a
good place for me to break.

JUDGE MACE: How nuch nore cross do you think
you have of this w tness?

MR, THOMPSON: | would say another 45
m nut es.

JUDGE MACE: Just bearing in mnd that Staff
i ndicated they had 60 m nutes of cross for the wtness

initially.
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MR, THOWMPSON: Actually, | think that was an
error. | think we had indicated 90 mi nutes or 2 hours
rather, excuse ne.

JUDGE MACE: Okay.

And do M. Melnikoff and M. Butler have
cross of the witness as well, the sane anpunt that you
i ndicated in your --

MR. MELNI KOFF:  Your Honor, | no |onger have
cross-exani nation of this witness.

JUDGE MACE: Thank you, that's hel pful

Al right, 1:30.

CHAI RWOVAN SHOWALTER: Do you want to try for
alittle earlier, see if can start earlier

JUDGE MACE: Fine with me if the
comm ssioners are able --

CHAI RMOVAN SHOWALTER:  Aim for 1:00, | just
can't pronise, but.

JUDGE MACE: W resune at 1:00, is that --

CHAl RMOVAN SHOWALTER:  And people, | know
that it's hard to get out and back in one hour for
lunch, so let's just get there as close as we can. Wen
we're all here, we'll start.

(Luncheon recess taken at 12:00 p.m)
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1 AFTERNOON SESSI ON

2 (1:15 p.m)

3

4 JUDGE MACE: M. Thonpson, why don't you go
5 ahead.

6

7 CROSS- EXAMI NATI ON

8 BY MR THOMPSON

9 Q Good afternoon, Ms. Bal dwi n.
10 A Good afternoon
11 Q Coul d you please go to page 59 of your direct

12 testimony, actually 58 at the bottom it's line 19. And

13 you state there

14 If | ocal conpetition were as vigorous as
15 Qnest apparently would like the

16 Conmi ssion to believe, the market woul d
17 not sustain a "significant margin"

18 bet ween t he whol esal e costs and the

19 retail revenues. O course, at the

20 ot her extreme, a price squeeze woul d be
21 anticonpetitive, but Quest by its own
22 adm ssion apparently prices at the

23 supraconpetitive end of the pricing

24 Spectrum

25 This statenent is with regard or is referring
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to Qrest's testinony regarding its break-even anal ysis;

is that right?

A Yes, it is.

Q VWhich is now set out in M. Reynolds' Exhibit
67?

A Yes.

Q Is that right?

A Yes.

Q Okay. Did you hear M. Reynolds' assertion

in his testinony that what Qwmest wants is the ability to
be freed from statew de average rates?

A That's my understandi ng of his testinony,
yes.

Q And if Qmest were granted conpetitive
classification and it cane forward with a proposal to
lower its rates in the | ower cost zones, wouldn't that
be a positive devel opnent from a consuner standpoint?

A For those consuners, absolutely. M concern
woul d be any other consuners who mght get pulled into

the pricing changes.

Q Woul d t hose consuners -- you nean the
consuners who -- well, explain what you nmean by that,
pl ease.

A My under st andi ng of your question, if Qmest

by virtue of having been granted the petition came --
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decided to | ower sone rates, which they can do now, but
if they did it after the petition, that's a good thing
for the consunmers who are benefiting fromthe -- who see
those | ower rates. The concern that | raise is what if
Qnest raises rates for sone other consumers.

Q Well, let ne ask you this. Is it your
position, you had an exchange with M. Sherr | think in
regard to this issue, and | just want to get a
clarification of that. |Is if your position that if it
is indeed true that Qunest's prices are at the
supraconpetitive end of the spectrumthat the Com ssion
shoul d require Qunest to continue charging at that end of
the spectrum because it's good for conpetition?

A. No, that is not ny testinony.

Q Pl ease turn to page 61 in your testinony,
direct testinmony. At line 3, you are discussing the
ongoi ng costing proceeding, correct? And you say:

The outcone of the pending investigation

of local |oop costs directly affects the

rel ati onshi p bet ween whol esal e and

retail rates and thus directly affects

the prospects for local conpetition

Assum ng the Conm ssion were to authorize an
increase in loop rates in sone or all zones, wouldn't it

be possible for these new rates to serve as the basis
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for setting the cost floor that's referred to in the
conpetitive classification statute?

A Yes.

Q I want to go back to page 27 in your
testinony. At lines 9 and 10 there you indicate that
Qnest likely dominates close to 100% of small business
custoners, and | want to explore this assertion with you
alittle bit. You define small business custoners as
t hose that buy fewer than four lines, right?

A Yes, | do.

Q Okay. And you had this discussion with
M. Sherr, but isn't it true that of the services
covered by this petition, the service that small
busi nesses by that definition purchase is basic business
service as opposed to PBX or Centrex?

A Yes, and the related vertical features as
wel |, which are presently subject to traditiona
regul ati on.

Q Okay. Then isn't -- why isn't -- isn't the
evi dence of CLEC market share for basic business service
t hen evi dence of conpetition for small business
custoners?

A. I"'mnot aware of either Qwmest or Staff
segnmenting the business |ine market separately for those

custoners that order three or fewer |ines fromthose
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with four or nore if we're using the three, four |line as
the distinction.

Q So was your answer -- well, ny question was,
isn't the evidence of conpetition in that basic business
mar ket evi dence of conpetition for small business
cust oners?

A Not necessarily, precisely because we haven't
seen a breakout other than the breakouts that | have
done based on data that Qmest provided to Public Counse
where | could | ook at the conposition of the Quest
retail market. | can break it out and have and show
that the vast -- that there is a high mgjority of
customers, of custoners and |ines that order three or
fewer, but | don't believe either Quest or Staff have
| ooked at the CLEC erosion separately by small and
| ar ge.

Q Okay. Do you have before you a copy of the
DQJ FTC guidelines that's been marked for identification
| guess as Exhibit 224.

A | don't believe | have Exhibit 224 here. |
have ny cross exhibits. That nunber sounds | ower.

MR, THOMPSON: My | approach the witness,
Your Honor?
JUDGE MACE: Yes, you may.

BY MR. THOMPSON
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1 Q Could | have you turn to page 4 of that

2 document .

3 A "' mthere.

4 Q Okay. And this is under the section market

5 definition, measurenent and concentration. You actually

6 gquote fromthis portion of this docunment, don't you, in

7 your testinony?

8 A Yes, | do.

9 Q Okay. And that's a section | believe from
10 the third paragraph there where it tal ks about defining
11 the rel evant narket.

12 A Yes.
13 Q Okay. Just the fourth paragraph down, the

14 first sentence is:

15 Absent price discrimnation, a relevant
16 mar ket is described by a product or

17 group of products in a geographic area.
18 Do you see that?

19 A Yes, | do.

20 Q In other words, in the ordinary case, a

21 mar ket is going to be defined by a product and by a

22 geographi c area unless -- how would one find

23 di scrimnation, what does that nmean?

24 A Price discrinmnation typically means charging

25 different rates for different custoners. Airlines
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certainly do price discrimnmnation.

Q Okay. What might you look for in this
particul ar market that's the subject of this petition?

A The particul ar geographi c and product market.

Q And let's think about, is it really possible
to think about the product of basic business service?

A | believe you're asking nme whether one can
reasonably | ook at the business |ine product, and
woul d say that's absolutely an inprovenent over the way
the product market has been represented in the petition
which is |lunping together business Iine, PBX, and
Centrex, so that's a step in the right direction. Are
you then picking up on the small business issue and
sayi ng how would | distinguish within --

Q Preci sely.

JUDGE MACE: Pl ease nmke sure that you don't
tal k over each other so that the reporter can record
what you're sayi ng.

Q Am | right that there's a presunption here
that a product, a single product, represents a single
mar ket in a particular geography unless you find there's
a reason to break it down further by a type of customer?

A. Yes, and certainly the FCC has found it
appropriate in several of its decisions to distinguish

between the very small business which the, for econonic
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reasons, the FCC has found to be nore akin to the
residential custoner. And that's why nass market
custoners and mass nmarket lines as reported by Qumest to
the FCC, and other |ILECs, corresponds to the three or
fewer. So clearly the FCC has -- considers the
econonics and has said as nuch of serving this narket
different fromserving larger markets. As | sit here
today, can | tell you three is the right nunber? As |

i ndi cated earlier, maybe it should be four, maybe it
shoul d be five. You're asking -- | believe this is what
you're getting at, how do you deci de where to draw t hat
l'ine.

Q Well, how about let me ask the follow up
questions and then -- could I have you -- well, let me
just ask you the general question.

Are you aware of any discrinination presently
as agai nst or can you offer any evidence of present
di scrimnation agai nst the small business market as you
define it by CLECs or by Qwest?

A If by discrimnation you nean passi ng over,
this is again ny reading of FCC orders and ny
under st andi ng of how conpetitors decide to expend their
limted financial resources. |If you can go after a
custoner with 30 lines, it's nmore likely to generate a

hi gher revenue streamthan a custoner with 3 lines, so
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it's commn sense and econoni cs and busi ness case

thi nki ng that nakes ne believe that it's highly likely
that CLECs in that sense pass over or discrimnate,
don't serve small businesses.

And the second, | would point you to an
exhibit, a public exhibit, which is further evidence
that CLECs pass over, disproportionally serve |arger
busi nesses. | can point to two pieces of evidence, two
exhibits. One, the public one, has been marked as
Exhi bit 410, and this is based on public FCC data. And
what it denonstrates is that by a substantial anount,
the percentage of lines that |LECs serve is made up of
mass market, and a far smaller percentage of lines that
CLECs serve are nmass market. That's -- and again,
renmenber mass market includes businesses with three or

fewer. The second piece of evidence --

Q Wait a mnute.

A Okay.

Q Just if | can interrupt you.

A Okay.

Q Is this just a graphic representation of the

information that's in the FCC survey?
A. Absol ut el y.
Q Okay, go ahead.

A And then the second would be turning to one
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of the exhibits in nmy rebuttal testinmony. This is

Exhi bit 426C, the title is not proprietary, there are
mnimal readily available alternatives for snall

busi nesses. Here using the data in another one of ny
exhi bits and data provided by Staff, | conputed the
average number of |ines per custonmer, or per locationis
how the Staff aggregated report provides the data. |If
you | ook at those two nunbers and conpare CLEC and
Qnest, you will see that the average size of the

| ocation served by the CLEC is alnost four times or is
nore than four tines as high as the nunber of Iines
served by Qmest. This is not surprising. Againit
cones back to the financial viability and the financia
attractiveness. Where do CLECs go first? To the higher
revenue streans.

Q Let me ask you a question about the first,
about 410. And rather than | ooking at your exhibit, |
want to go to | guess the source document for that,
whi ch has been marked for identification as Exhibit 429.

A Okay, |'mthere.

Q Now maybe you should just explain for us
since this is a docunent you cited in your testinony
what this docunment is.

A Every half year the FCC collects data from

i ncunbent | ocal exchange carriers and fromthose new
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entrants who serve nore than 10,000 lines. The report
takes the data, aggregates it, and presents it in
different tables that provide information about such
t hings as CLECs' npodes of entry, trends over tinme, state
speci fic nunbers.

Q Wul d you agree with ne that the data has
certain limtations because of, well, for exanple, the
fact that CLECs that have fewer than 10,000 lines in a

state are not required to report?

A. Yes, and those are likely to be the fringe
conpetitors. In one of ny early exhibits in ny direct
testimony, | show that spread anobng the market share

and there's a lot of conpetitors with very, very
m nuscul e mar ket share, and those would not be included
in this exhibit, in this FCC docunent.

Q And can | also have you turn to page 17 in
this docunent. This indicates, this table indicates the
nunber of carriers that actually reported data for this
survey, correct?

A That's correct.

Q And goi ng down to Washi ngton, the nunber of
CLECs that reported was 11, right?

A. Yes, and | think it's helpful to | ook at
Exhi bit 402C in conjunction with that, and that explains

the 11. Because to have the context in terns of
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di scussing the limtations of the data, which I believe
is the question you have posed to ne, how linmted is it,
of course state specific is better. But if you |look at
402C, which takes an urban area in Washington state, and
I have a --

Q I"'msorry, I"mgoing to have to -- |I'm not
sure that this is really responsive to ny question

A Okay, | apologize, it was the carriers with
fewer than 10,000, | thought we were tal king about
those. But to answer your question, 7 is fewer than the
nunber of CLECs that we know are operating in the state
of Washi ngton.

CHAIl RAMOVAN SHOWALTER:  Ms. Baldwin, | will
say your answers in nmy view are going well beyond
answering the question asked. W do allow | eeway, but
to point out, you know, additional subjects that m ght
bear on the answer is a little bit different than just
gi ving an answer.

THE W TNESS: | apol ogi ze, Madam Chai r worman
I will try to stay nore focused.

BY MR. THOMPSON

Q Ms. Bal dwi n, could you please take a | ook at
page 16 of this docunent.

A Yes, |'mthere.

Q This is the source, is it not, of the
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information that went into your Exhibit 4107

A Yes, it is.
Q Okay. And so going down to Washi ngton, the
point here | guess is that of all |ines served by

reporting CLECs in Washi ngton, 46% of those |lines serve
the mass market, right?

A That's correct.

Q How do you square that with your assertion
that Qwest likely domi nates close to 100% of small
busi ness custoners? Doesn't the mass market include
residential and snall business in this report?

A It does include residential and small
business. | don't understand the contradiction you're
asking ne to address.

Q Well, isn't the evidence here that at |east
of the reporting CLECs, alnobst half of their lines in
service in the state of Washington are serving mass
mar ket custoners?

A That's correct.

Q Okay. | guess your point is that a |arger
proportion, 80% of Qwmest's lines, serve the nass market,
but that certainly doesn't strike ne -- | nean why
should | take that as evidence that CLECs ignore
conpletely the small business narket, which appears to

be your contention?
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A. " mnot saying they ignore it conpletely, but
I'm saying that they are the nore vul nerable and are

likely being pursued | ess aggressively by CLECs.

Q And that's based on not specific evidence,
but a general notion of how the market works, | guess?
A. | did refer you to 426C, which | believe is

responsive to this question, which is specific evidence.
Q Okay, well, let's take a |ook at that. Oh,
["msorry, | guess | have it in front of nme. |In other
words, the fact that the average nunber of |ines
demanded by a CLEC custoner | guess is a higher figure

than the Qwest average?

A That's correct.

Q That's a pretty gross measure, isn't it?
nmean it certainly -- there's no indication of, for
exanple -- well, I will just leave it at that.

Coul d you please take a | ook at -- do you

have M. Reynol ds' testinmony and exhibits before you by

chance?

A Yes, | do.

Q Okay. Could I have you please |look at his
what | believe is in the record as Exhibit 4. 1t's the

tabl e that shows the sunmary of the price offerings for
the various services by CLEC and Qnest.

A In the upper right-hand corner of Exhibit
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1 MSR- 47

2 Q Yes.

3 A Conpari son?

4 Q Conpari son of Qwmest basic business exchange

5 servi ces to CLEC busi ness exchange servi ces.
6 A Yes, |'mthere.
7 Q Did you have an opportunity to reviewthe

8 price lists of the CLECs |isted here?

9 A VWhen | originally | ooked at Quest's petition
10 yes.
11 Q Okay. And this is really -- I'"'mreally going

12 back to the question of discrimnation that we di scussed
13 earlier. Do you find evidence in the prices charged by

14 CLECs for basic business service, which |I guess would be
15 that top row, of discrimnation against the smal

16 busi ness market as you define it?

17 MR. FFI TCH: Your Honor, |I'mgoing to ask for
18 a clarification as we get back to this question of price
19 discrimnation. There's no testinmony in this case from

20 any witness about price discrimnation. M

21 understanding is that price discrimnation is actually a
22 termof art, although I'm not an economi st, a term of

23 art in economcs and in antitrust law, and |I'm not sure

24 of the sense in which M. Thonpson is using the term

25 here. | think it mght be helpful in focusing the
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questi on.

CHAI RWOVAN SHOWALTER: | was just going to
add in, | was listening carefully when Ms. Bal dwi n was
asked what her definition of price discrimnation is,
and | believe you said charging different prices to
different customers. | was going to junp in there but |
didn't get a chance to say, do you nean for the sane
service. So |I'mnot sure that we have a commmon
under st andi ng right now as to what this term neans, and
as long as we all know | guess what the questioner neans
by the termand that's the same understanding that the
wi tness has, | think we can --

MR, THOMPSON: Let ne back up a little bit.

CHAl RWOVAN SHOWALTER: -- proceed, but I'm
not sure we do.

MR, THOMPSON: Let ne back up a little bit.
BY MR THOWPSON

Q Ms. Baldwin, in your testinmony, you did refer
to the DOJ nerger guideline definition or discussion of
how to define a market, correct?

A Yes, | did.

Q And | was followi ng up on the notion that,
which | think I had your agreenent to, that ordinarily
you woul d define a market by a product in a geographic

area, right?
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A That's correct.

Q But that in sone cases you mght focus in
nore narrowm y even on a particular group of customners.
But in order to do so, you would need to have evidence
of discrimnation; is that fair?

MR, FFITCH: 1'mgoing to object and ask the
counsel to direct Ms. Baldwin to the place in her
testi mony where she testifies about price
di scrim nation.

JUDGE MACE: M. Thonpson.

MR. THOWPSON: Well, she does not refer to
price discrimnation. However, she does refer to the
DQOJ merger guidelines definition of a market, and the
definition of a market includes a discussion of price
di scrimnation, of discrimnation, pardon ne.

JUDGE MACE: | will let the witness answer if
she can.

A It may be helpful to turn back to where this
conversation started, Exhibit 229. And on the top of
page 5, this helps with the definition of discrimnination
in the exchange that we're having.

In contrast, where a hypothetica

nmonopol i st likely would discrinmnate in

prices charged to different groups of

buyers, distinguished for exanple by
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| thought vy

record.

gui del i nes?

their uses or |ocations, the agency may
delineate different rel evant markets
corresponding --

JUDGE MACE: |'m sorry, was your reference?

ou said 229 and I"'mnot finding a 229 in the

THE WTNESS: ©Ch, naybe it's 224.
MR. THOWPSON: It is 224.
THE WTNESS: |'msorry.

JUDGE MACE: You're referring to the nerger

THE W TNESS: Yes, | am

JUDGE MACE: And what page are you on?
THE W TNESS: Let ne start again, page 5.
JUDGE MACE: Okay, and where on page 5?
THE WTNESS: The first full paragraph
JUDGE MACE: Co ahead.

St at es:

In contrast, where a hypothetica
nmonopolist |ikely would discrimnate in
prices charged to different groups of
buyers di stinguished for exanple by
their uses or |ocations, the agency may
delineate different relevant markets

corresponding to each such buyer group
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Conpetition for sales to each such group

may be affected differently by a

particul ar nerger, and nmarkets are

del i neated by eval uating the demand

response of each such buyer group. A

rel evant market of this kind is

descri bed by a collection of products

for sale to a given group of buyers.

| believe you may have been asking nme with
reference to this conparison of Qmest's basic business
exchange services whether | see any evidence of price
di scrimnation based on the size of the custoner; is
that correct?

BY MR. THOWVPSON
Q That's correct.

No, | don't. | would be concerned about
price discrimnation after the petition were approved to
the extent that Qmest would be allowed to do | CB based
pricing and charge different rates for |arger business
line customers than smaller ones. And since Quest is
the market |eader as it were and sets the unbrella
price, this row of service offerings by conpetitors
coul d change accordingly.

CHAI RWOVAN SHOWALTER:  Thi s row neani ng?

THE WTNESS: | apologize. This row, we were
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| ooking at M. Reynolds' Exhibit Ms-4, service offering
a particular product, flat, neasured rate, basic, and
stand by business line service, Centrex lines, and
foreign exchange, the business line product, and the
exhi bit includes the prices of services offered in
conpetition with Qunest.

CHAl RAOMAN SHOWALTER:  That's Exhibit 4.
BY MR THOWPSON

Q So | gather your hypothesis is that if Qmest

were to raise its prices for the market segnent that you
put out, that you suggest, that CLECs woul d see that

price increase and raise their prices as well?

A There certainly is a, on the carriers' side,
there's a one -- where there's not active conpetition
prices tend to go to a custoners's wllingness to pay,

which is why vertical services are priced so high.
There's not conpetition there for them so they're
priced way above cost. In this case, if there's a
market -- if there's custoners that are not being
actively sought and custoners don't have a | ot of
choice, it's conceivable. | honestly don't know what
t hey woul d do.

Q Ckay. But isn't -- wouldn't Qwmest in
deci di ng whether to discrimnate against the snall

busi ness segnment post conpetitive classification,
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wouldn't it have to consider the fact that there are
CLECs that at |east based on their price |lists purport
to of fer basic business line service at essentially the
sanme rate for whether you buy one line or ten |lines,

woul dn't they have to take that into account in their

pricing?
A Yes, and | would also take a step back and
just say, the individual |ine product narket also as a

whol e, even if Qwmest didn't decide to segnment between
small and | arge individual |ine businesses, the entire
busi ness |ine product is vulnerable to rate increases.
And there | think the geographic deaveraging is of nore
concern to nme than the size of the custonmer. That is,
given perm ssion to price as it chooses for the entire
busi ness |ine, whether it's small or large, Qwmest could
raise rates in sone parts of the state and lower themin
others. And do | think, to stay focused on your
question, that CLECs would follow that, very possibly.

Q In other words, that they wouldn't cheat, so
to speak, that they wouldn't try to undercut Quest
substantially and grab a greater market share?

A Well, alot will depend presunmably on the
outcone of the UNE | oop proceeding, and since that's a
critical cost conponent, particularly of CLECs that are

serving small custonmers that depend on UNE-P, what they
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1 will do is hard to predict at this point.
2 Q But as we discussed earlier, whatever rates
3 come out of that proceeding would serve as a -- could
4 serve as a cost floor in determ ning what Qenest's retai
5 prices ought to be, right?
6 A Yes.
7 Q I want to just shift gears slightly and ask
8 you to please take a | ook at what's been marked for

9 identification as Exhibit 431

10 A ['"mthere.
11 Q And as you can see, this is a news story off
12 of an Internet site describing, | will just read a

13 couple portions of it, dated Septenmber 8th, 2003. The

14 headline is AT&T touts | ocal success.

15 AT&T says it now serves one mllion

16 smal | busi ness | ocal phone lines with
17 it'"s all in one rate plan. The carrier
18 attributes its success to the FCC s

19 conti nued support of its unbundl ed

20 network el enment platform UNE-P, rule
21 And then a bit further down it says:

22 AT&T's all in one service allows snal
23 busi nesses to bundle their | ocal and
24 | ong di stance voice service for a flat

25 rate on one bill. Again the carrier
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says that the service is primarily
supported using UNE-P
Are you famliar with this particul ar
of fering by AT&T?
A. Ceneral ly, yes.
Q Do you know, by the way, approximtely what
AT&T's, oh, piece of the CLEC market share is
national l'y?
A No, | don't.
Q Okay. And wouldn't you agree with ne though
that this offering that's described in this article is

one that is apparently ainmed at sone definition of small

busi ness?
A. It does refer to small business, yes.
Q Do you happen to know what definition AT&T

may be using in this case?

A In a subsequent exhibit, Nunber 432, the
closest we get to a definition is small and medi um
busi ness, and the definition they provide is between 1
and 15 voice lines.

Q Ri ght, wi thout distinction, between say one
to three and above?

A. That's right.

Q Okay. By the way, does this offering, this

AT&T offering, this bundled offering, it appears pretty
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simlar to the Qvest offering that was di scussed
yesterday with M. Teitzel | think it was. Wuld you
agree?

A General ly speaking in terns of marketing to
custoners the benefits of one stop shopping of a
packaged tel econmuni cations service, in that sense, yes.

Q Does AT&T attenpt to tie up custonmers with
termcontracts as | think what sonebody characterized

what Qunest does?

A. Are you referring to a specific paragraph --

Q No.

A -- you would like to point nme to?

Q No, I'mjust asking if you know the answer to
t hat .

A. No, | don't know whether they offer term

di scounts with penalties for termnating the contract
early.

Q Okay. Could you pl ease | ook at Exhibit 433
now, what's been marked as 433. Are you there?

A I'"'mthere, yes.

Q Okay. And this is fromthe MCI Wb site,
agai n making reference to small and nedi um busi ness, and
just bel ow the heading there, it says, Ml business
conplete, unlimted calls, one price, there's a

par agraph there that says:
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CGet unlimted local and |ong distance
calling and popular calling features
plus unlimted high speed Internet for
one price from one conpany.
Are you famliar with MCI's offerings that
are descri bed here?
A General | y speaki ng, yes.
Q Does MCI price discrinmnate against the, in
this offering, against business custoners, small

busi ness custoners as you define thenf

A No, it appears they do not.
Q Could I have you please go to page 24 of your
testi nony.

CHAI RMOVAN SHOWALTER:  Whi ch?
Q Sorry, direct testinony, 401T, and there at

line 7 it says, you say:
As | explain in ny exhibit, because the
data that Staff reports for CLEC owned
lines likely include digital lines, |
applied an adjustnment factor to the
nunbers that Staff reported to
approxi mate the nunber of CLEC owned
lines excluding digital |ines.
| think you discussed this also with

M. Sherr with regard to the particular exhibits, right?
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1 A Yes, that's correct.
2 Q And this is something, | believe you have

3 made this assunption throughout, that Staff's data

4 i ncl udes sone undeterni ned amount of digital |ines,
5 right?
6 A. Throughout, it's actually limted to one of

7 the HH analyses in ny rebuttal testinony and to one of
8 my HHI analyses in ny direct testinony, but all of the
9 ot her exhibits where | include CLEC owned |lines | do not
10 make this adjustnent factor

11 Q You don't nake the adjustnment factor, but |

12 bel i eve you nmeke a conparison that includes Qwest's

13 digital line share as well?
14 A. You may be referring to Exhibit 424C.
15 Q Yes, | believe that's the case. Have

16 characterized that accurately?

17 A Not precisely.
18 Q Okay.
19 A. The first two tables bound the problem as it

20 were, given the anbiguity over the classification of

21 lines as conpeting with Qunest's digital services or

22 anal og services, the uncertainty about whether specia

23 access owned lines and CLEC owned |ines and unl oaded

24 | oops are being used for analog or digital purposes. In

25 my mind, the rational thing to do is to bound the



0776

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

problem so the first table uses for Qnest retail a
nunber that M. Teitzel provided of 615,6000. Those
aren't the lines at stake in this petition, it's higher

JUDGE MACE: | just want to caution you this
is a confidential exhibit.

THE W TNESS: The 615 is not confidential. |
appreciate the rem nder, that's a good point. [|I'm
| ooki ng at yell ow paper

A The 615,000 is in M. Teitzel's direct public

testimony. And another nunber |'m about to nention
simlarly is in Qwest's direct testinony, and that's
520,635, that is Qwest's retail |ines, and as Quest
represents themthey are all analog. So by conputing
mar ket shares using these two different nunbers, | tried
to get my arns around this problem

As | have sat here over the l|last few days, |
think it's alittle bit murkier than this woul d suggest
gi ven the uncertainty about special access |ines and how
they're configured. | do not, however, apply any 50%
adj ust mrent factor.

You will see the CLEC owned | oops, yesterday
M. WIlson on an unseal ed record referred to 66,000, he
made a slight adjustnment, so | will feel free to refer
to that as well. So there's between 65,000 and 66, 000

CLEC owned | oops here that | do not adjust anywhere on
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this page. The special access |oops, which is
confidential, that may be significantly too high if
carriers are using those for digital purposes.

So | think I've actually been too cautious at
this point now given the uncertainty about whether it's
actually even possible to tell whether CLECs use specia
access lines to conpete with Qenest digital products or
t heir anal og products.

Q Well, did you hear M. WIlson's testinmony
| ast night that he was in contact with the CLECs and
made efforts to nmake sure that there was no digital
there were no digital lines included in that, in his

| i ne count data?

A Yes, | was, and | believe that he did make a
good faith effort to do that. |Is it possible --

Q Well, let ne just ask you this.

A Okay.

Q If the Commi ssion has concluded that that is

correct and that those all represent analog lines, do
you supply here a basis for themto -- for the
Conmmi ssion to get a count based on that presunption?
A Absolutely, it's right here as clear as can
be.
Q Okay. Well, I'mtrying to stick to ny one

hour estimate. |'mjust going to ask you about one
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matter in your rebuttal testinmony, if you could go to
that docunent, please, and it is Exhibit 422. |f you
could please go to page 21, and you're discussing around
line 5 on that page, you're asserting that the cellular
network had trouble handling traffic volunmes as a result

of the power outage on the East Coast.

A Yes.
Q Wul d you agree with ne that a PBX and key
systens --
JUDGE MACE: |'m sorry, which systens?
Q -- key systens require an i ndependent power

source in order to work?

A Yes, | woul d.

Q Ckay. So it's possible that a business that
relied on one of those pieces of technol ogy and didn't
have a backup generator, for exanple, could be without

phone service in the event of a power outage?

A That seens possi bl e.
Q Okay. Onh, just one last matter actually, on
the exhibit we were just -- of yours that we were just

di scussing a nonment ago, which is 424,

A Yes.

Q You provided both August 10 and August 6
Staff data in different colums here.

A Yes, | have.



0779

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Ri ght, but you understand that Staff has
di savowed the accuracy of the August 6th data and tried
to clean up errors that were in that and that the August
10th data represents Staff's mpst accurate information,
right?

A. And understanding that, | would recomend
that the Commission rely on the data that corresponds
with the August 10th data.

MR, THOWMPSON: Ckay, thank you, | have no
further questions. Thank you, M. Bal dw n.

JUDGE MACE: And do you offer the Staff cross
exhi bits?

MR. THOWPSON: Yeah, | do want to nove the

adm ssion of --

JUDGE MACE: | show them as 429 through 433.
MR, THOMPSON: That is correct. | didn't use
430, but with Public Counsel's permission, | would Iike

to offer that one as well.

JUDGE MACE: |s there any objection to the
adm ssion of those proposed exhibits?

MR. FFITCH: No objection.

JUDGE MACE: | will admt them

Then | understand --

MR. BUTLER  What were the exhibits.

MR, THOMPSON: They were 429 through --
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JUDGE MACE: 433.

MR. THOWMPSON: -- 433.

Oh, and | apol ogi ze, actually | should al so
of fer the merger guidelines which were 224, which had
not been previously --

JUDGE MACE: Any objection to the adm ssion
of that exhibit?

MR. FFI TCH: No objection

JUDGE MACE: No objection, | will admit that
exhi bit.

| understood fromour prior discussions that
M. Mel nikoff had no cross-exanination for this w tness,

so |l will turn nowto M. Butler.

CROSS- EXAMI NATI ON

BY MR. BUTLER

Q First, Ms. Baldwin, you were asked a couple
questi ons about the Commission's prior conpetitive
classification docket, UT-000883. Do you understand
that the relevant narket defined by the Comr ssion as
bei ng appropriate in that case included the provision of
both anal og and digital services provided over DS1 or
hi gher capacity | oops and certai n exchanges?

A Yes, and my understanding is in part based on

the hearings of the |ast few days where | believe Qnest
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Wi t nesses made that clear

Q Now you in your analysis of market share and
cal cul ations of HH indexes by exchange have not
included digital services; is that correct?

A. Largely correct. The exhibit we were just

referring to by using as a representation of Quest

retail |ines 615,000, which is a public nunber, rather
t han approxi mately 520,000, | tried to include at |east
some of the digital lines that Qmest mi ght now be

providing, but |I don't believe it's by any neans all of
t hem

Q Have you done an anal ysis on a product by
product basis of what digital services or substitutes
for the products covered by the Qwest petition?

A No, | have not done that.

Q Let me direct your attention to Exhibit 224,
the horizontal merger guidelines, specifically to page
4. | think this was discussed in your testinony,

Exhi bit 401 at pages 10 through 11. Do you see on the
third paragraph the sentence that reads:

A market is defined as a product or

group of products and a geographic area

in which it is produced or sold such

that a hypothetical profit maxim zing

firmnot subject to price regulation
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that was the only present and future
producer or seller of those products in
that area |ikely would i nmpose at |east a
smal | but significant and non-transitory
increase in price, assumng the terns
and sale of all other product are held
constant. A relevant nmarket is a group
of products in a geographic area that is

no bigger than necessary to satisfy this

test.
A | see that.
Q Do you understand that that would require an

exam nation on a product by product specific basis of
the substitutes that a customer would turn to in the
event of a small but non transitory increase in price?
A Yes, | do.
Q To your know edge, have you or any other
Wi tnesses in this case conducted such a product by
product analysis in the definition of a market?

MR, SHERR:  Your Honor, |'m going to object
to these questions. | don't believe this is
cross-exam nation. This seens an awful |ot |ike
redirect. | haven't heard M. Butler explore any areas
of Ms. Baldwin's testinony that are adverse to his

client's interest.



0783

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MACE: M. Butler.

MR, BUTLER: Ms. Baldwin is representing
small -- testinony on behalf of snmall business
custoners. M clients are large enterprise custoners.
She has not addressed her testinony to their interests.
She has taken positions both in the analysis that she
has presented and in the argunment with which we
disagree. | think | amentitled on cross-exam nation to
expl ore what she has done and what she hasn't done that
address the interests of ny clients.

CHAl RWOVAN SHOWALTER: But what part of her
testinmony is adverse to your interest or are you
contesting or challenging?

MR, BUTLER: | am chall enging the narket
share anal yses that she has presented, the HH anal yses
that she has presented, the definition of the market
that she has used in presenting those anal yses.

MR. SHERR: May | respond?

JUDGE MACE: Yes, go ahead.

MR, SHERR: But | am presum ng that what
M. Butler objects to is that the HH analysis isn't --
doesn't result in a nunber that's high enough and that
the market share for Qwmest may not be hi gh enough
Those are, you know, he may disagree with her

nmet hodol ogy, and he had an opportunity to provide a
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wi tness, but that's still supportive of the outcone he's
seeking in this case. So if he's trying to elicit
information to inprove his clients' opportunity to win
this case and further support his position, then | think
it's inappropriate, it's friendly cross.

MR. BUTLER:  Your Honor, unless |
m sunder st and what has happened for these |ast three
days, | believe that the cross-exam nati on questions
asked by every counsel at this table is designed to
elicit answers that will help their respective positions
in this case. O course | hope to elicit answers that
are helpful to nme and not elicit answers that are
harnful. That really isn't the test of whether | should
be entitled to cross-exam nation here.

I mean | think | have a statutory right to
cross-exani ne witnesses and evidence that are presented
in a case in which | have an inportant interest. She
does not represent the interests of ny clients, and her
position does not reflect the position that we are going
to take in this case. And | have not expressed an
opi ni on about whether | think the HH analyses are too
high or too low. The position that | take is the HH
anal yses that have been presented in this case are not
reliable and are not reflective of a proper anal yses and

do not reflect the market that actually exists in the
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real world, and I think I"mentitled to explore that.

JUDGE MACE: | think M. Thonpson | ooked I|ike
he was going to add sonething.

MR, THOWMPSON: Well, | would just add that |
think that the objection to friendly cross is that it
essentially circunvents the process of pre-filing
testinmony and allowing the other parties an opportunity
to prepare cross-exanination of that. It's essentially
eliciting direct testinony froma witness that is not
adverse and prejudices the other parties who are adverse
because they don't get a chance to cross-exani nation on
that testinony.

CHAl RMOMAN SHOWALTER:  Anyone el se?

(Di scussion on the Bench.)

JUDGE MACE: M. Butler, we're going to allow
you to proceed with your questions, but | want to
caution you that we are concerned about the prospect of
friendly cross and about your bringing in new issues
into the proceeding at this point when it's not
appropriate, particularly in view of the fact that you
haven't sponsored a witness. | don't see -- you have
sonme cross exhibits, I"mnot sure if you had cross
exhibits of this wi tness, but we want to make sure that
you confine your questioning purely to the interests you

represent and al so where you differ fromwhat this
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witness is proposing. W want to make sure that you
narrow y confine your questions. W don't want friendly
Cross.

MR, BUTLER: | will certainly try to do that.
I"'monly here to represent the interests of my clients
and explore inplications of the Qwest petition for the
services that they buy.
BY MR. BUTLER

Q Ms. Bal dwi n, along that specific line, there
is a product that is included in Quwest's petition called
direct inward dialing service, DD service. In your
opi nion, are all of the other business service products
that are included within the market definition that you
use substitutes for DID?

A. I am not aware of any other service or
feature that is enconpassed in Qwmest's petition that can
substitute for direct inward dialing.

Q But would it be fair to say then that direct
inward dialing is in a separate product narket than the
ot her services that are included within this petition?

A Yes, | think that would be fair to say, and
the way | will assess that is if the prices for any of
the other features or services were raised, could a
custoner -- well, if the prices for DID were raised,

could a custonmer go to any of the other CLEC services
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1 operated by Qwmest or any other CLEC, and there isn't any

2 ot her product other than DID that provides direct inward

3 dialing that |I'm aware of

4 Q And you have not presented any evi dence as

5 part of your testinony that woul d define either the

6 mar ket shares or HH applicable to direct inward

7 dialing; is that correct?

8 A That's correct.

9 Q Is there any evidence in this proceeding that
10 you are aware of that would indicate whether custoners
11 of DI D service face barriers to use of conpetitive
12 provi ders that might not exist for other products?

13 A In response to a data request prepared by
14 Public Counsel, and | could take a nmonent to find the
15 exhibit nunmber, | will refer to it generally, and then
16 if we want to, | will look for that exhibit nunber,

17 Qnest indicated that if nunbers are not working and a
18 custonmer would like to move from Qaest to anot her

19 carrier, the custoner |oses access to the unassigned
20 nonwor ki ng nunbers in the block of DID. This is a

21 barrier to busi nesses contenplating noving from Qunest.

22 | addressed this in my testinony. Again, | could find
23 t he page nunber if that's helpful. And there was al so
24 further discussion of this, | was present, and in ny

25 view, both as | have said in ny witten testinony and
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understand it as | sit here today, that is a barrier to
custoners mgrating from Qwest to other carriers.

CHAIl RMOMAN SHOWALTER: M. Butler, she is
repeating precisely testinony in her rebuttal testinony.
Whi ch | had nmarked for sonme questions. So again, are
you adverse to that position, are you about to ask sone
guestions that are adverse to that position?

MR, BUTLER: No, it is ny position that there
are significant barriers for DI D customers.

CHAl RMOVAN SHOWALTER: | just heard the
Wi tness say yes, there are barriers, that is the fact
that there are -- that the custonmer only pays for
wor ki ng nunmbers, not nonworking nunbers, and so that's a
barrier.

MR, BUTLER: But in her testinony, she has
present ed anal yses of market share, HH anal yses
presumably of market power that is addressed to a market
that is much broader that includes products that are not
substitutes for that, and she has not addressed the
specific problens faced by a DI D custoner that requires
access to an entire bl ock, and who may be forced to give
up its existing nunbers if it wants to nove to a
conpetitive carrier and retain access to a bl ock
That's the purpose of ny question.

CHAI RWOVAN SHOMALTER: Okay, so that's the
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prelimnary question and you have yet to get to the
contested area; is that correct?

MR. BUTLER: Well, the contested area is that
wasn't in her testinony, and | have just brought out the
fact that the presentation that she has presented, al ong
with everybody el se, haven't addressed this reality in
t he market pl ace.

CHAl RMOMAN SHOWALTER: Wl |, keep goi ng.

BY MR. BUTLER

Q You have included in sone of your anal yses
reference to the fact that some CLECs provide services
usi ng special access facilities; is that correct?

A Yes, | have.

Q Wul d you agree that according to the
hori zontal nerger guidelines that the proper definition
of market power is the ability of a seller to sustain
pri ces above the conpetitive |evel?

A Profitably, to do so profitably, yes.

Q Were you in the hearing roomwhen | asked
guestions of a Quwest witness regarding the prices
charged for special access versus the prices for
unbundl ed DS1 | oops?

A. I was physically here. | can't promnise that
I was giving it full attention to be able to recall the

di al ogue right now.
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Q Let nme just ask you, if the price for a DS1
unbundl ed | oop, the recurring nmonthly price, were
$68.86, but that the tariff price charged by Quest for
t he equivalent functionality of a DS1 |evel channe
term nation were $150 per nonth, in your opinion would a
CLEC relying upon special access be able to constrain
Qnest's prices to a conpetitive level?

A | hesitate to do this, but would you nind
repeating the question, slow ng down with the nunbers.

Q The TELRIC based UNE price for a DS1 loop is
$68. 86 per nmonth. The special access tariff price for
the sane facility is $150 per nonth. |If a CLEC is
required to use special access to provision services
over a DS1 | oop, would that carrier be capabl e of
constraining Quvest's prices to the conpetitive |evel,
the TELRIC price |level?

A When you refer to the Quest level, you're
referring to the TELRIC, the cost or to the Qunest tariff
rate that was over $100? |'msorry.

Q If the CLEC faces an underlying cost of $150,
but if the level of the TELRI C cost for that sane
el ement is $68.86, would the carrier relying upon the
el ement that pays $150 be capabl e of constraining
Qnest's prices to the level of the TELRIC cost of $68?

A Well, it sounds like there's a huge
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di sconnect between the price and the cost as you're
representing it, and if TELRIC is our best estimate of
the margi nal cost, we've got a price that way exceeds
it, soonits face | would say no.

Q You were asked sone questions about the
ability of Qwmest to reduce prices to neet conpetition
and the conpetitive classification statute, RCW
80. 36. 330 includes a requirenent that Qwest prices be
above cost; is that correct?

A Yes, that's correct.

Q Do you know what the definition of cost is
that applies?

A I would assume it's -- | believe there's some
| anguage in the statute if you would like me to read

fromthe statute.

Q If you have it.
A I don't any nore, would you like to read it
and --
Q Yes.
Prices or rates charged for conpetitive
t el ecommuni cati ons services shall cover
their costs.
A. I do recall asking sone questions of Qwmest on
this issue. | don't off the top of ny head recall the

responses that Qwmest gave. | assune that these are
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costs that are subject to Commi ssion review, and so
whet her it's TELRIC or some share of overhead | don't
know.

Q Let me ask you that in order to avoid a price
squeeze against a CLEC, would the Qwmest prices have to
cover both the TELRIC cost which the CLEC woul d have to
pay plus sone additional amunt that would represent the
cost that the CLEC would incur for marketing, overhead,
contribution to its profit?

A. It would, fromthe Qmest perspective, it
would -- Qwest would need to -- the CLEC would need to
cover its additional margin above the TELRI C cost, yes.

Q If the Commission were to grant Qwest's
petition and problens should develop in the near future
with regard to the availability of UNEs or the prices
that would have to be paid for UNEs and then rely upon
CLECs or custoners to file a conplaint in order to
provide discipline to Quest's subsequent pricing
behavi or, wouldn't that have the effect of shifting the
burden to the CLECs and the end user custoners?

A Absolutely, and | think | have -- | hope
have been cl ear throughout my testinmony. | think the
risk to consuners of approving this petition, whether
they be small|l consuners or big consuners, the risk to

consuners of approving the petition far outweigh any
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harm done to Qwmest by not approving it, and that the
costs you described are anong them And once the cat's
out of the bag, once the services have been classified
prematurely as conpetitive, it's much harder to then go
back to this point in time, and the burden does then
shift from Qwest, who bears the burden in this
proceedi ng, to consunmers and conpetitors.

Q Finally, the analysis that you have presented
here, am| correct that it focuses on nass market
custoners and perhaps small and nedi um si zed custoners,
but you have not specifically analyzed the availability
of conpetitive alternatives for large enterprise
custonmers?

A. That's a slight m scharacterization. |
certainly include data about PBX trunks, and | have a
maj or concern that the CLEC owned data is presented at a
geographically aggregated | evel so one can't really tel
how nmuch conpetition is happening in the rel evant
geographic market. Sone of the general theoretica
concerns | raise affect all products. So if you want to
point to specific parts of my testinony, of course
focus on the small business, |I'mhere today on behal f of
Public Counsel. But no matter whether you define the
custoner as 3 lines, 5 lines, 15 lines, however many

lines, there's overarching concerns that | raise
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t hroughout ny testinony that effects all consumers.

Q Woul d you agree that different CLECs foll ow
di fferent business plans, target different types of
customers?

A Yes.

Q Have you provided any anal ysis about services
of fered by CLECs that specifically target |arge
enterprise custonmers?

A No.

MR, BUTLER: Thank you, that's all | have
JUDGE MACE: Commi ssioners.

CHAl RWOMVAN SHOWALTER:  Thank you.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q | think ny -- the order of ny questions will
probably be fairly disjointed, and in sone instances |
can't remenber exactly why |I'm asking them but it
seened relevant at the time. Wth regard to the
definition of a market, do you believe that anal og
services should or can be considered a market but that
the anal ysis that has going along with it just isn't
appropriate, or do you think it is not its own narket
for conpetitive classification purposes?

A Most of the tinme when | was anal yzing Qmest's
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petition and all of the data in this proceeding, | have
taken the list of services at their face value. These
are services for which Quwest is seeking conpetitive
classification, has Qwest nade its case? And through
that wi ndow, | w thout specifically validating it
accepted those services as the only ones for ne. |
didn't think of casting the net wider other than to
understand di fferences, for exanple between 520,000 and
615, 000.

As time went on, it becane clear to nme that
the market's a little bit nurkier than at first blush.
That is custonmers do -- the distinction between anal og
and digital, both fromthe consunmer perspective which is
how you define the market, whether they view them as
substitutes, that's how you woul d define the product
mar ket, and the way that the data is conpiled, gathered,
and reported, can one actually, is it possible, even
with the best of efforts by Qumest and the best of
efforts by Staff, is it really possible to take that
| arge carrier D special access nunber and really believe
are those really analog. So in that sense froma
practical data linmtation, |I'mnot 100% confident. |
don't dispute that Staff made their best effort, but it
sounds as if there's tinmes Staff may just not have

access to the -- CLECs may not report it accurately, and
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Qvest may not know for an unl oaded |oop. So that's on
t he data side.

Back on the econonic perspective on the
product market, it sounds to me as if Qwaest may have
drawn an artificial distinction, and it's interesting
that in the previous proceeding they did not, the anal og
and digital were together. And it's not entirely clear
for me fromQnest's testinmony whether they did that
because of data limtations, that they couldn't
di sentangle the relevant digital lines, or whether it
was because they thought it was a specific product
market. So that's kind of a | ong wi nded response to
your question.

Q Well, in other words, as a theoretica
matter, if Qmest put before us anal og services only but
did denonstrate that those anal og services are, in fact,
subject to conpetitive, to effective conpetition from
what ever sources you deem rel evant, you woul d agree,
woul dn't you, that then we should grant the petition?
In other words, isn't the issue, is there effective
conpetition as opposed to is this the correct market?
It has to be correct enough that you can neasure the
conpetition against it; isn't that right?

A Absolutely, it's got to be sufficiently wel

defined that you've got the right nunmbers in the



0797

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

nurmer at or and the right nunbers in the denom nator to
the extent that one is relying on nmarket share. So if
we've got CLEC digital lines in the nunerator but we
don't have Qwest digital lines in the denom nator, it's
m sl eading, and I think that concern has been pretty
clearly expressed. And so that | think it does cast
doubt. | think it nmeans that it's when we see Quest
mar ket share nunbers, they're probably over --
under st at ed.

Q Al right. | will caution you just to try to
keep your answers to the point nostly because nmy train
of thought can't hold anything very |ong.

To give an absurd exanple, if Qwaest had a 10%
share of anal og services and everything el se had gone
digital in the nmeantinme, but all Qemest wanted to declare
conpetitive was its anal og services, we nmght grant that
if it, in fact, was denponstrated that the effective
conpetition came fromall over digital services. Again,
I"mgetting back to isn't the issue what is effective
conpetition for the category requested?

A If, for the analog market, if -- in your
hypot hetical, are we putting in --

Q What ever proof you want on effective
conpetition.

A I would only be putting in analog lines in
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1 that instance. |If nmy market is analog and ny pool is
2 anal og Iines and Quest has 10% of that, then yes, that's

3 pretty strong evidence that Qwmest no | onger has narket

4 power .
5 Q Well, | was imagining in nmy m nd naybe the
6 reason, maybe every -- naybe |like black and white

7 tel evision and col or television, mybe for sone reason
8 this little 10% group couldn't switch, I don't know.

9 Woul dn't you go through the exercise of is there

10 effective conpetition to this category of services

11 applied for without getting too hung up in a sense on
12 what is the market, what isn't the market; isn't the
13 guestion what is effective conpetition to the category
14 applied for?

15 A. I may have m sunderstood the 10% The way |
16 was reading the 10% was there's let's say 100 anal og
17 lines, and that 10% of them -- that consumers demand 100
18 anal og lines, and Qmest supplies 10 of them and the

19 ot her 90 anal og |ines CLECs supply. But maybe what you

20 were saying is that 10% of all lines are analog, | think
21 I m sunderstood, just like 10% were black and white TV.
22 Q Ri ght .

23 A. When | was growi ng up, it was probably nuch

24 hi gher, | had black and white then. Okay, so

25 understand better now. So 10% of busi ness exchange
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access lines let's suppose are analog, and the rest are
digital. And then does Qmest control 100% of those
analog lines? | would be concerned, it's sort of like
the people who didn't get touch tone right away, do you
meke them buy touch tone? Sone people didn't want to
buy touch tone.

Q Well, as with black and white TVs, you can
still buy a black and white TV today for your bathroom
or sonewhere, sone little thing. But if you were
| ooking at is there effective conpetition to that group
you could say, well, these are black and white TVs. But
woul dn't you be | ooking at what is the effective
conpetition. In that case | would argue probably col or
is effective conpetition or sonething at sone price.

What | think I"'mtrying to get at is, do you
start with the definition of a market and you have to
get there and then define what the conpetition is, or do
you start with the application, whatever it is in front
of us, and then |l ook at what the effective conpetition
may be. |'mnot even getting into the debate over what
that is or isn't.

A I think in this case it's inportant to know
whet her the bl ack and white and color TVs are in the
same market, and today's anal ogy m ght be a high

definition TV and regular TV.
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Q Ri ght .

A As long as there's a sizable popul ati on of
peopl e who want an ordinary television, a plain old
tel evi sion service, they can not reasonably substitute
the high definition, because it costs nuch nore, just
the way sonebody who needs two individual lines can't
substitute a PBX trunk, it's not a reasonable
substitute. But that's not directly on point, because
you asked nme about the digital part.

Again, | think I would just be consistent.
That's my main recomendation. |f there's a perception
that custoners view anal og and di gital PBX sonewhat
i nterchangeably, let's make sure we've got all the |ines
in the calculations. |If we really believe that we can
segregate analog lines and they're not substitutes,
let's make sure that we've gotten all the digital out of
the equation. And finally, how do we decide, it should
be based on a consumer perspective.

Q Okay. And another point, you |isted severa
services, and they were resale, UNE-P, UNE | oop, specia
access, and owned facilities, and | thought you were
probably listing in ascending order relevant factors for
us to consider with resale being | ess weighty than owned
facilities; was | right?

A That's a good question. M nmenory is getting
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shorter, so let me go through again. Resale, yes,
think is the least effective. UNE-P, the second | east
effective. UNE | oop

Q UNE | oop | believe you said next.

A. Speci al access is in there sonewhere, because
speci al access, as best | understand it, can be
considered on a relevant to UNE | oop in that the
conpetitor is still relying on Qunest facilities, which
makes the conpetitor less effective at dimnishing
Qnest's market power, and then facilities based where
the CLEC i s | east dependent.

Q Al right. And with respect to specia
access, | think I"'mnot clear why it's been segnented
out and di scussed specially in your testinony and in
your new exhibits. Can you first for the record say
what is special access and then why you think it's
significant as at least for analytical purposes to
separate it out.

A. That's a good question, and | didn't nean to
create a big nystery there. Special access
traditionally is used by interexchange carriers to
conplete traffic at the two | ocal ends of a channel
When | was first working in tel ecomruni cations, sw tched
access was used for originating and term nating the tol

call, and special access the private line. As
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recogni zed by the FCC and by the Commi ssion Order Nunber
6 requesting data, CLECs are al so using special access
in configuring themto provide basic |ocal exchange
service to their custoners.

| frankly hadn't focused on that nuch. |
know that | have been trying very hard and | think
have finally succeeded in reconciling nunbers that |
find in the record with nunbers represented by Staff.
And the reason that it shows as a special row is the way
that my nunbers reconcile with Staff's, | saw the
difference in what Qwest represents for resale and
Staff, what Qmest represents for UNE-P and what Staff
does, what Qwest represents for UNE | oop and what Staff
does. It was there that there was a | arge di screpancy.

That is, based on Qwmest provided data, and
don't believe that that nunber per se is proprietary,
but there was a nunber either in the 40 thousands or 50
t housands of UNE | oops that Qwest said, you know, this
is on our records, we sell these UNE | oops, they should
know, they sell them Staff's nunbers are a proprietary
nunber hi gher, a significant nunber higher. So
scratched ny head, and at first, ny first position was,
wel |, Qwest should know what they sell, and they should
know what they sell better than anybody because they

have a financial incentive appropriately to billing
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correct, properly, and I couldn't figure out why there
woul d be such a huge di screpancy.

And then finally ny eyes nade its way down to
the around row 136 of M. Wlson's third exhibit, and
apol ogi ze, Your Honor, | don't know the exhibit nunber
off the top of ny head, and | saw carrier D, blank
nunber of special access lines, and it was not

insignificant. M theory is that those are sprinkled

t hroughout the Staff nunmbers, not -- | nmean | don't know
that they are. | believe that they're incorporated
somewhere. I n order to make the nunbers add up, they

nmust be. But | thought, that's an interesting form of
conpetition, and does anybody really know whether that's
all analog or not. Shucks, isn't it too bad we don't
have (stricken - confidential) on the stand, then we
could ask them are these really truly being used for
anal og purposes.

(Stricken - confidential): I1'mgoing to
object here for just a mnute. | believe that this is
confidential information that you're --

THE WTNESS: ©Ch, | so apol ogize, | have been
so good. This has got to be sealed. | really
apol ogi ze.

CHAl RMOVAN SHOWALTER: | really want you to

keep your answers much shorter
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THE W TNESS: Ckay.
BY CHAI RWOVAN SHOWALTER:

Q I nean the answer in this question | think
woul d have been, from what | gather, that you segmented
out special access first in order to make sense of the
nunbers and a di screpancy that appeared to exi st between
Qnest data and M. Wlson. So first, it's just to nmke
the nunbers add up, and then | guess second, is there
al so a reason to focus on that segment for analytica
purposes. Is it, in your view, is it a separate
consi deration for us when thinking about conpetitive
classification to either treat that -- treat specia
access lines differently or to renmove them from certain
calculations? 1Is it, in a qualitative sense, is it a
nmeani ngful difference?

THE WTNESS: First, | apol ogize for
revealing proprietary information. Can we, it's out,
can we get it sealed in the record?

CHAl RAOMAN SHOWALTER: It shoul d be struck

THE WTNESS: Did it get struck? Everything
was fine except for reference to a carrier nane. | do
truly apol ogi ze.

JUDGE MACE: | will instruct the reporter to
strike the name of the carrier that was nentioned.

A So yes, Madam Chairwonman, it did actually
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start with making nunbers reconcile, and then | think it
al so raises an inportant question as to are specia
access lines conpeting with Qrvest digital services or
Qwest anal og services. To be conservative, | have
i ncluded themin mnmy cal cul ation.
BY CHAI RWOVAN SHOWALTER

Q And you have included themas digital or as

anal og or different ways different tines?

A Consi stently as anal og.
Q Okay.
A Wi ch had the effect of understating Qwmest's

mar ket share

Q Did you hear M. Shooshan yesterday?
A Yes, | did.
Q And he gave a synopsis of the nerger

gui deline standards. Do you agree with his genera
approach, not his conclusions under it, but the three

st ep approach?

A | don't know that | could recreate his three
step approach. | think when he started to get to the
mtigating factor, | have an entirely 180 degree

different view on how that plays in to how one views
HHI , so that the relevance of HH | believe | may differ
from him

Q I think what he said is step one is defining
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the relevant market, and that includes both defining the
product and the geographical scope. Step two is a
measur enent of market power in which HH is significant.
And step three is an analysis of given that whatever
| evel of market power, are there significant
alternatives for consuners. So as that's described, do
you agree with that general sequence of steps?

A The first two | think are the inportant ones.
Defining the market, | agree entirely, measuring the
| evel of market concentration. M recollection is he
then went on to say the fact that Qwest is obliged to

unbundl e its network sonehow nitigates against --

Q That was his content. | don't want --
A. Ckay.
Q | just want in ternms of just the steps, do

you agree with going through those steps?

A The third step it seems is -- seens to ne is
other factors such as ease of entry and barriers, other
barriers to conpetition and so on, yes.

Q Okay. Then you spoke of the danger of Qnest
or in theory of a dom nant provider fromdriving out the
conpetition, and you didn't say it, it seenmed to ne
inplicit that what you nmeant was the dom nant provider
woul d have the ability to | ower prices, thereby driving

out the conpetition, at which point presumably at sone
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| ater point they would raise the prices again having

driven out the conpetition.

A Yes.

Q Is that the dynamic that you were worried
about ?

A. That's the worry. |'mnot worried about |ow
prices, I'mworried about the high prices that foll ow

Q So for us, doesn't it cone down to a judgnent

as to whether that would, in fact, happen based on the
evi dence. Should Qmest lower its prices sonewhere,
CLECs mi ght not be able to conpete, in which case they
woul d go away. On the other hand, if they chose to
conpete and coul d conpete, that night be nore robust
conpetition. Do you agree with that so far?

A. Yes, | do, on a |ower end of Qmest's prices,
yes.

Q Right. And doesn't it nake a difference in
our evaluation of that dynam c whether CLECs are, in
fact, present in a particular let's say exchange and
whet her they are currently marketing and furthernore
whet her they have actually invested in equi pnent?

A Yes, that's the supply elasticity part, and
do think that that is relevant. | give nore weight to
mar ket share, but absolutely, supply elasticity is a

wel | recognized factor to consider in whether a carrier
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can exerci se market power.

Q So on your ascending scale, the nore of those
elenments we find let's say in an exchange and the nore
they are weighted toward the top end rather than the | ow
end, would you say the nore likely it is that a CLEC
woul d stay around and conpete?

A | believe that it ultimately cones back to a
busi ness case for the CLEC, and wi thout being privy to
their busi ness cases, ny best evidence is whether they
have actually succeeded in attracting a custoner and are
serving them Oherwise, | would need to look at their
busi ness case plans and see how vul nerable they are to
price changes in terms of profitability.

Q Ckay. Do you agree that the underlying rea
cost for Qmest and likely CLECs will vary from urban
regi ons where the underlying costs are lower to rura

areas where underlying costs are higher?

A Yes.
Q So if the market really were conpetitive and
were -- and all the conpetitors were free to conpete,

absent universal service funds, wouldn't you expect to
see higher prices in the high cost areas?

A. Depends upon the -- from an econonic
perspective, yes. Froma political perspective and from

a public policy perspective of what's the goal, perhaps
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not .

Q I"'mstrictly tal king about econom cs, and ny
guestion was absent universal service funds, wouldn't
you expect a conpetitive world to produce higher prices

in rural/high cost areas and | ower prices in the other

areas?
A Yes, | woul d.
Q So going to the prospect of Qmest raising its

prices, we have both concerns, they might |ower them and
drive the custoners out, excuse ne, conpetitors out, but
they might raise them because they had narket power.

Now i n the higher cost areas, do you agree for business
services that the gap between the whol esale price and
Qnest's current retail business prices is either snall

or negative?

A That seens |ikely.

Q So it's a given, isn't it, that Qwest can not
charge less than their TELRIC zone 5 price, or, well
I'"'m m xi ng concepts there, but that there is a floor
that is going to be higher in the high cost areas
beneat h whi ch Qwest can't charge?

A Correct, | concur.

Q So what is, in the high cost areas, what is
the concern? What woul d happen, are you worried about

Qnest lowering its prices or raising its prices?
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A. I"mconcerned in the high cost areas, which
think are least likely to attract custoners.
Q You nmean conpetitors?

Yes, | meant to say, thank you, conpetitors.
I'"mconcerned that a very inportant policy decision
woul d be turned over to Qwest. That would be that of
geogr aphi ¢ deaveragi ng of a basic business line. And in
my view, that's such an inportant policy decision that
it's not something that should be turned over
unilaterally, to Qwest to nmake unilaterally, but rather
shoul d stay under the regulatory oversight of this
Conmmi ssi on, not only because of the significant
potential inplications for consuners, but also to -- of
concerns of cross subsidy, that where there is -- where
there are fewer conpetitive alternatives, there are nore
opportunities for cross subsidizing across the state
across product I|ines.

Q Well, you posited that there are fewer

conpetitive alternatives.

A Yes.
Q Does the data bear that out?
Yes, it does. |If we |look, for example, at

the exhibits attached to Qunest's petition which are
included in M. Teitzel's exhibit, it definitely bears

it out, that in the snaller exchanges there's |ess
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1 conpetition, and sone of the exhibits in ny testinony

2 al so bear that out.

3 Q But your previous answer it seens to nme was a
4 policy answer, not an econom c answer, that even if

5 there is effective conpetition as defined by the

6 statute, we should exercise our discretion under the

7 statute for policy reasons. At |east that's what |

8 hear d

9 A If Liberty Lake has got robust conpetition

10 where Qmest has got a negligible market share and it's
11 pretty evenly distributed anong CLECs, is that kind of
12 the hypothetical we're working with, a small exchange

13 with pretty evenly distributed nmarket share anong

14 carriers, and would | then be opposed to Qwmest raising
15 its -- I"'msorry, I'mlosing the hypothetical

16 Q Well, it's just that what | understood you to
17 say in your prior answer was that for policy reasons we
18 shoul d not classify Qwest services as conpetitive in

19 hi gh cost areas. But whether you did or didn't, let ne

20 just -- let's just stick to the econom cs
21 A Okay.
22 Q If it's shown in high cost exchanges that

23 there exists effective conpetition, and maybe you have
24 one definition and sonme of the other parties have a

25 different definition, should we conpetitively classify
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even though there may not be universal service funding
mechani snms to conpetitively drive all the prices down to
what they are in the urban areas?

A From an econom c perspective, the -- one of
the critical cost conponents underlying the hypothetica
are the TELRIC prices that conpetitors face, and they're
in flux so -- and also UNE-P is being chall enged by
ILECs in court. To the extent that that conpetition
depends upon prices and availability that are presently
in flux, it's premature to consider the, in this
hypot heti cal, any conpetition that nmay exi st as being
sustai nable, and | would posit that we're very far from
t he hypot heti cal

Q Ckay. Shifting to a different issue, and
that is the geographical unit that's neaningful, you
have said statewide is it appropriate and that the
exchange |l evel or the wire center |evel nmay be
appropriate, so let's just focus on the exchange | eve
for a mnute. If it is shown that in each exchange
there is effective conpetition, then is there any
di fference between granting conpetitive classification
in each exchange versus the whol e state?

A No, of course not.

Q Al right. So getting nowto what you think

we should be looking at, and let's just keep at the
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exchange level, | think you have a test of is it at
| east three CLECs present; was that your testinony?
A No, | don't -- | don't believe it is.
Q Al right, I"msorry, it wasn't yours.
Al right, can you turn to Exhibit 210, no,
I"'msorry, | meant to find -- just a mnute, |'msorry,

| nean it's your rebuttal testinony, but | can't find it

nmysel f.
A That woul d be Exhibit 422RT.
Q No, | apol ogi ze, 401, your direct testinony,

page 40, and in lines 12 to 21 you tal k about this issue
of DI D and the problem of the nonportability of
nonwor ki ng nunbers. | think non-used nunbers m ght be a
better way to put it, but | guess it's referred to as
nonwor ki ng nunbers. How is such a service ever going to
be conpetitive if the test is that a custoner has sone
wor ki ng nunbers out of a big block but does not have the
nonwor ki ng nunbers, if the customer can't take those
nonwor ki ng nunbers with it, would you say that is never
going to be a conpetitive service?

A Well, | prefer to |l ook for the creative
i ndustry based solution. The industry comes up with
nunberi ng guidelines with regulators' assistance, and
frankly don't recall why Qmest couldn't sinply say, yes,

custoner, all the nunbers that have been set aside for
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you sequentially, you can take themw th you. | have
been invol ved i n nunbering guideline policy at the

nati onal level, and | know there's concerns with them
not havi ng many bl ocks of unused nunbers sitting around
because of conserving nunbers, using themefficiently.
But setting that aside, that concern aside, it seens a
nore | ogi cal solution would be for Quest to free up

t hose nunbers and allow the -- let themgo with the
customer if it benefits the custoner, the customer
benefits from being able to change providers.

Q Even though the custoner isn't paying for
those nunbers, but perhaps they could pay a snall fee
for the right to transfer thenf

A That's what | nean, there nmust be sone
creative solution to that barrier to mgration by the
customer from one carrier to another

Q Well, let me put it this way, if Quest
agreed, if it's able to agree, I"mnot sure who is in
charge of those nunbers, Qwest or the nunbering counsel
but if there were agreenent that a DI D custoner could
take that bl ock of 10,000 or at |east not have to pay an
unreasonabl e price for it, then in your viewis this
service conpetitive?

A That renoves a barrier, but it doesn't meke

the product conpetitive. To decide that the product is
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conpetitive, one would need to | ook at market share
data, and | frankly didn't |look at market share data on
direct inward dialing.

Q So there would have to be availability of

soneone el se at |east?

A. Exactly.

Q To provide that service?

A That's correct.

Q Okay. Can you turn to page 423, | nean
Exhibit 423. In your top two charts here, you provided

what you said were the outer bounds of a particular

i ssue.

A | apol ogize, |I think I'"'mon the wong
exhi bit.

Q No, I am 424, |'msorry, Exhibit 424.

A Thank you.

Q Now you have in your top two tables you
conpare figures first including Qvest digital |ines and
second excluding Qunest digital lines; is that correct?

A Based on the information that | had at the

time, that's correct. Based on this week's hearings,
the Qvest retail lines purportedly including digital,
may not include all of those that are rel evant.

Q Al right. But conparing the information

that is in the charts, in the top chart there is a



0816

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

percentage. | don't know if that's confidential or not,
so, but in the far right colum under Qnest retail

there is a percentage.

A Yes, | see it.
Q And in the second table or chart, there's a
conpar abl e percentage under the row Quest retail. Do

you see those two percentages?
A Yes, | do.
Q "' mwondering, do you think the difference in

those percentages is significant for our purposes here?

A | think with either nunber given that it's --
Q My question is the difference.

A Oh, sorry, | apologize. No, | don't.

Q Thank you. Then turning to the next Exhibit

425C, this is where colum D is 50% of columm A?

A Yes.

Q And | understand why you did it, you were
concerned about the potential inclusion of digita
lines, but I do not understand why you chose 50% so why
did you choose 50%

A To be transparently arbitrary, | honestly did
not know. And | would add nmore, but | suppose
shoul dn' t.

Q That's good enough.

And then can you turn to Exhibit 416.
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A Yes, |'mthere.

Q This was a page where Elk canme up, and |'m
just wondering, if there were exchanges or wire centers,
this is an exchange, if there were exchanges where we
find there is not effective conpetition, but let's posit
that the exchange is surrounded by exchanges for which
there is effective conpetition, would it be sufficient
to say that Qmest could not charge different prices in
that let's say El k exchange fromwhat it is charging in
surroundi ng exchanges despite the |ack of conpetitors
say? It would be | guess a form of regul ati on dependent
on other conpetitive exchanges.

A If the Commission is confident that the
surroundi ng conmunities are sufficiently conpetitive to
result in a correct pricing signal and Elk was linked to
that, that seens appropriate. It would -- Elk would be,
by default, end up with a conpetitively appropriate
price, so yes.

CHAl RAOMAN SHOWALTER: | think those are al
nmy questions, thank you.

JUDGE MACE: Conmi ssioner Oshie.
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EXAMI NATI ON

BY COWM SSI ONER OSHI E:

Q Ms. Bal dwin, would you turn to your Exhibit
411C

A Yes, I'mthere.

Q Now woul d you define, and if you have al ready

I"'msorry to have to ask you this again, but would you
define what you nean by a captive custoner?

A The word captive conmes to us through the --
through the statute. And as | interpret the statute, it
woul d be we're | ooking for instances where services are

offered to a substantial, a significant nunber of

captive custoners. |It's custoners who do not have --
have not elected alternative -- an alternative provider
a provider alternative to Qvest. | interpret -- | use

-- what I'msaying is | use narket share as my indicator
of captive. |If they weren't captive, they would have
moved on to another carrier, and that that's the best

evi dence of captivity.

Q That they have not elected to nove to another
carrier?
A Yes. And | say that neaning that either

because a carrier has not determ ned that either their
product or their geographic area is sufficiently

profitable to enter, so there's not a realistic way for
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themto do that, that there's --

Q I s anot her way of saying that, the custoner
has no choice, | nean or is that just ny interpretation
of what a captive customer may be?

A. The word captive certainly conjures up
someone who is not able to choose sonmeone el se, and the
way | interpret it is there is not either through
custoner inertia, which |eads to furthering Quest's
mar ket power, or |ack of real presence by a conpetitor
actively seeking out a custoner, the customer is
captive, so

Q What do you nean by real presence? Is it, by
real presence, is it one CLEC doing business and hol di ng

itself out as a conpetitor to Quest in any given

exchange? | will start fromthat very basic begi nning.
A No, | don't think one CLEC would suffice.
Q And | would imagine that it just -- it would
-- the nunber of CLECs to -- for a customer to realize

effective conpetition in an exchange woul d depend upon
the size of the exchange?

A Yes, and the viability of the CLECs. | think
that we have seen in this proceeding that CLECs' market
shares are really quite small, nost of them And in
taking into consideration whether custoners are captive,

one of the elenments would be again it would go back to
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mar ket share erosion. The CLECs may be there, but if
they have snmml|l print that says where facilities exist
and they don't have facilities, then are they really
avail abl e.

Q Do you think a CLEC with a very snal
percentage of custoners in any exchange is going to be a
price setter in that exchange?

A No, | don't.

Q And the alternative then as to the price
setter would then be the dom nant provider?

A | believe so, yes.

Q And what percentage of custoners do you think
a CLEC woul d have to have in any exchange before it
becones a price setter in that exchange? 1Is there sone
percentage that we can attach to it, or does it have a
little bit nore of a feel to it than being able to
quantify it?

A In ny mind, the way that | would |look at it
is looking at all of the evidence avail abl e what
collectively by all the CLECs that are present how nuch
i nroad woul d you need to nmake into Qwest's market share
to begin to think about Qaest no | onger being the
dom nant provider.

Q Of course, the CLECs aren't going to be

operating in concert, are they, or would you expect them
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to?
A No, of course not.
Q And they will be conpeting with one another?
A Yes.
Q So is it foreseeable or is it plausible that

one CLEC woul d beconme the price setter for the other
CLECs if they each have a very snmall percentage of the
exchange market ?

A I think the price setter would continue to be
Qnest in that scenario that you have descri bed.

Q And so if that were the case, you would
expect that if prices go up that the CLECs would foll ow
with higher prices if Qwvest raises its price, let's be
clear?

A. It would depend in part on the narketing and
busi ness strategies of the CLECs. Depending on the
rel ati onship of their actual costs of serving the
custoners and the new prices and the old Qmest prices,
it's conceivable that there would be a profitable in
bet ween where they would project out the revenues and
perhaps take an average of the old Qwest price and the
new Qnest price as a way to attract custoners and
maxi m ze revenues.

Q Let's go back to 411. Is it your testinony

that all the exchanges in Exhibit 411 reflect captive
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custoners of Qwest?

A It's nmy testinmony that the business |ine
mar ket is not conpetitive, and therefore all of the wire
centers that are included in 411C should not be
classified as conpetitive.

Q Well, let's take, for exanple, an easy one
woul d be Tacoma Fawcett on page 2. Qwmest percentage, a
Qnest total of the exchange lines in the exhibit are 6%

A This is probably one of the nore confusing
exhibits that | presented. |'mconcerned that it nmay be
being m sread. What this is factually is the first
colum is in Taconma Fawcett there's a certain number of
Qnest lines and how many of those lines are to | ocations
with three or fewer custonmers. So it tells you about
the conposition of the market. ©Oh, okay, but it doesn't
tell you about the CLEC inroads in there, the ones --

Q So for purposes of businesses of |ess than
four lines, then the exhibit reflects your opinion that
of those wire centers that are listed, those custoners
within the wire center are captive custoners of Qwest?

A Because | believe that the entire business
line product is not conpetitive, then by definition al
of these lines in ny view are not conpetitive, all of
the wire centers. | believe the entire product market

to not be conpetitive. The purpose of this exhibit is
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to show one indicator of where what | believe to be the
nost vul nerabl e busi nesses are | ocated.

Q Let's go to Exhibit 414, and perhaps the
qguestion woul d be or your answer would be the same as to
t he exchanges as they're listed here, but does this
exhibit capture all Qmest custonmers within the exchange
and its market share as opposed to 411, which only
captured those with fewer than four lines, and al
product lines, just so | understand it?

A Yes.

Q And |' m assunm ng that you woul d consider al
of the exchanges listed on 414C, the custonmers within
t hose exchanges as being captive custonmers of Qwmest?

A Yes, | woul d.

Q Now i s there sone cutoff point within which
you would not believe that Qvest would -- that the
customers woul d not be a captive, not be captive of
Qnest, in other words if there's 50% of the market held

by CLECs or 40% or 30% or 55%

A | did not come up with such a nunber for the
purposes of ny testinmony. | think we're so far from
being close to a reasonable nunber, | don't think it's

necessary to. And also | would underscore that the
mar ket share erosion that we do see in the exhibit that

you're referring to is vulnerable in the sense that
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CLECs are dependi ng upon Qnest in order to conpete with
Qnest, and so that al so needs to be taken into
consi deration whenever | ooking at market share data,
HH , market concentration data, and so on

Q Let's go to your testinony, and |I'm not goi ng
to refer to any page, but your testinony regarding the

Her fi ndahl Hi rschmann | ndex.

A. Yes.
Q And how nuch wei ght should we give, well
one, how nuch wei ght should we give the, | probably know

the answer to the first question, which is how nuch

wei ght should we give your analysis of the HH, but also
-- but really the question is, how rmuch wei ght do we
give HH in making our decision in this case?

A. If you define the market properly and you've
got the data that's relevant to the nmarket, then |I would
give it quite a bit of weight. That's a very standard
econonic tool, and the DQJ has told us that a market
with an HH above 1,800 is highly concentrated. Even
the 5,000 nunber that we were tal king about earlier that
came out of a Conmmi ssion, ny understanding of a
Conmi ssion Order, that's characteristic of a duopoly,
that's not a conpetitive market.

I think again, if you' ve got good data and a

good narket definition, it's extrenely val uabl e, because
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everything else is speculation. 1It's your best guess.
It's infornmed, but ultimtely market share shows you
whet her conpetition is working. Wat if -- even if
everybody is making their best effort to have
conpetition happen, it's just not happening. That's
what | think the -- | urge the Conm ssion to consider
and that's the HH is a useful tool

Q If | do believe you heard M. | think it was
Shooshan yesterday discuss his opinion that if given,
you know, Qwest's position in the whol esal e market, that
mtigates at |east to sonme extent the findings of an HH
anal ysis. Now do you hold that opinion as well?

A No, | -- he -- M. Shooshan would have us --

you believe that it's this huge al batross around Qunest's

neck. | view it just the opposite. The fact that the
HH is -- the market concentrati on has gone down a
little bit, it's still extrenely concentrated, is in

| arge part due to these nunbers that we're | ooking at.
For exanple, in 415C, the fact that CLECs depend on
Qnest in order to conpete with Quest is not a mtigating
factor. 1t's a factor that works on the other side that
shoul d raise concerns, and so | disagree with
M . Shooshan.

Q Because the CLECs are dependent upon Quest

for their entry into the wholesale market if they aren't
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facilities based?
A If they're not facilities based, they depend

on Qunest whol esale facilities in order to conpete.

EXAMI NATI ON
BY CHAl R\OMVAN SHOWALTER

Q Doesn't it cut both ways? Because yes, they
may be dependent if they don't have facilities based,
but they also have a right to buy from Qumest, doesn't
that distinguish this situation fromothers? That is
they have a right to buy wholesale, that there are
prices that are set, there have been findings that
there's an open narket, nost dom nant providers aren't
in -- don't have those obligations outside
t el ecommuni cati ons?

A CLECs have a right to buy, and Qenest has a
right to sell. They get noney, they're not giving away
the wholesale facilities, so every whol esale | oop that
they sell is revenue that they derive. And | know
there's many debates about how TELRIC is priced, but it
is priced at cost, so they're not |osing noney, they're
getting revenue fromevery unit they sell

It's very different froma loop that's
provi ded over a CLECs own facility, which is really

taki ng revenues away from Qaest. That's narket share
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erosion. This is just noney going from one departnent
of Qmest to another departnent of Qwmest. And it is a
uni que situation in the tel ecommunications industry, but
I think it works exactly the opposite way of how

M. Shooshan is seeking to characterize it.

EXAMI NATI ON
BY COW SSI ONER OSHI E:
Q Wuld it work in the opposite way, or would
it just be neutral? 1In other words, because Qunest is
forced to sell, they're put in the sane place as any

ot her provider of a good or a conmodity that they want

to sell. In other words, that other provider, they want
to sell, they want a buyer. Qwest nay not want to sell
but it's required to sell, so. But the bottomline is

that they're selling.

A VWhen they | ose one of their custoners to a
CLEC and the CLEC turns around and buys back el ements
fromQwest, they're not losing the entire revenue
stream So if you think of it that way, | don't think
it's neutral

Plus what we're really tal king about is using
HHI or the Lerner Index, the relationship to margina
cost and price using those as tools to assess narket

power, and | understand that there's regul atory
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saf eguards in place, but the way that a CLEC i nteracts
with its end user is directly affected by the quality of
the service that Qmest provides to that whol esal e
provider. That's not neutral, and that's sonething that
the FCC identifies specifically in its TRO.

It said whether it's fair or not, if sonehow
there is a problemwith installing a custoner's line,
who does the customer blane, not Qwmest, but the upstart
CLEC that's trying to make it, that's trying to get
brand recognition, whether it's intentional or not
intentional. That CLEC depends upon the quality of
Qnest service, whol esale service, to develop its new
relationship with a new customer. Qwest inherits the
vast percentage of custoners. The CLEC is so dependent,
so vulnerable, it's not neutral, it's another critica
factor.

Q Does market concentration equate to narket
power, or are there factors that if you take market
concentration plus A and B equal market power?

A There are other factors absolutely, and Madam
Chai rwonman and | were talking earlier and tal king about
things that go to elasticity of supply if -- and that
goes to the question that if Qwmest sought to exercise
its market power, let service quality deteriorate, raise

prices, I'mnot saying that it would do that, but that
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woul d be a way to excise market power, could sonebody
el se cone in with sufficient capacity and resources to

counteract that market power.

And again, | raise the spectrumof a CLEC
goes, says, oh, we'll conme in, we'll serve those
custoners, we will be great, we will do great service
quality, we will have |ower prices, and they just get

going, and they hire a staff, and then Qmest says, oh

now it's tinme to drive out the competitor. So Quest

says, okay, we will be great on service quality, and
we'll |ower our prices to drive out the conpetitors, so
Qnest -- there are other factors, but they are not in ny
mnd as strong a tool. It's part of the entire criteria

that the statute requires you to |look at and that nakes
sense to | ook at from an economn c perspective.

But if you haven't gotten to din nished
mar ket concentration, the rest is not -- you can | ook at
it, but if you can't find that Qwaest's nmarket share has
di m ni shed substantially, | don't see how one can
consi der any of the services conpetitive.

COW SSI ONER OSHI E:  Thank you, | don't have
any ot her questions.

CHAl RWOMAN SHOWALTER: | just have one nore,

then let's take a break, | forgot to ask a question
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EXAMI NATI ON
BY CHAl R\OMVAN SHOWALTER:
Q Exhi bit 429, no, yes, Exhibit 429, page 16.
A ["msorry, which is Exhibit 429?
JUDGE MACE: It's the merger guide, no, it's
| ocal tel ephone conpetition. 429 is a Staff cross
exhi bit.
THE W TNESS: Thank you, | think | have it
right here, and I was looking at it before, yes.

BY CHAI RMNOVAN SHOWALTER:

Q M. Thonpson was asking you about it.
A 429, yes, thank you, |'mthere.
Q This is the chart that shows the percentage

of lines provided to residential and small business
custoners divided by ILECs, by CLECs, and by state.

A Yes.

Q Page 16, and the chart does not show absol ute
nunmbers, and it doesn't show Qwest territory versus
ot hers, but focusing on the state of Washington where it
says 46% of the CLECs' lines are to residential and
smal | business customers, is that how !l amto read this
chart?

A. Yes, for exanple as conmpared with nationw de
where it's 58%

Q Okay. Now it doesn't distinguish between
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residential and small business, but given Qunest's retai
rates for business versus residential conpared to

underlying costs, would you not expect it to be easier

for CLECs to conpete for business lines versus -- rather
than residential |ines?

A | haven't |ooked at the econonmics in
Washington. |f you have a |lot of cable facilities

depl oyed, cable tends to go by residential customers and
not business. They're better positioned to serve
househol ds than busi nesses.

Q Does this include cable?

A It would include cable to the extent that,
for exampl e, AT&T provides tel ephone service over a
cable line, and that's an inportant node of entry in the
residential market. That doesn't -- is not so preval ent
in the business market sinply because it follows the
track, the patterns of the cable network architecture.

Q So are you saying you have no opinion as to
whet her a CLEC lines to residential and small business
custoners in the state of Washington are mpjority
busi ness versus residential or any other particular
al  ocation?

A. Wel |, the absolute quantity of residentia
lines would be substantially nore than business just

because there's so nany nore residential lines in any
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gi ven state than busi nesses. Everybody needs a hone,

but not everybody has a separate business |ocation. So
that if we're trying to figure out how nany of these are
to honmes versus businesses, | don't think we have the
data. But between cable network architecture foll ow ng
hones, not businesses, and on an absolute value, there's
just a nmuch larger pile of residential custoners than
smal | business. | honestly can't tell you how this

br eaks out.

CHAl RMOVAN SHOWALTER: Al l right, thank you.

JUDGE MACE: 15 minute recess.

(Recess taken.)

(Di scussion off the record.)

JUDGE MACE: Let ne indicate for the record
that we have had a discussion of scheduling, and we are
goi ng to schedul e another date of hearing on Cctober
1st, and on that date M. Cowan, M. Stacy, and
M. CGates will appear. Tonight we're going to finish
Ms. Baldwin, go to M. Slater, and then M. WIIianson,
and then ny understanding is M. WIlson will be cross
exanmi ned on the 21st.

CHAl RMOVAN SHOWALTER: Wl |, that's the one
little question that we -- that would nmean we're
necessarily going that long. There possibly would be a

way for Public Counsel to deternmine that we could
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proceed with M. WIlson on the 1st, and if that were to
be the case, we would try to do it all right then, and
he woul d cone out. So why don't we at |east |eave
M. Wlson a little bit |oose.

MR, FFITCH. He could be M. Cctober one way
or the other.

CHAl RMOMAN SHOWALTER:  Ri ght .

JUDGE MACE: All right, thanks.

Then let's go back to cross-examn nation of
Ms. Bal dwi n.

MR, SHERR:  Your Honor, may | interrupt,
excuse ne, one other housekeeping matter.

JUDGE MACE: Yes.

MR, SHERR: Earlier during ny
cross-exani nati on, Chai rwoman Showal t er asked Qwest to
revise its Exhibit 470, and there was sone discussion of
t hat bei ng done today. The question is, would that be
-- would it be acceptable if that was submitted to the
Commi ssi on next week?

CHAl RWOVAN SHOWALTER:  That's fine.

MR, SHERR: Thank you.

JUDGE MACE: And now, M. ffitch, do you have
redirect?

MR, FFITCH: Very, very brief, Your Honor.
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REDI RECT EXAMI NATI ON
BY MR FFI TCH

Q | hope I"'mgoing to be able to articulately
frame this question, Ms. Baldwin. You were asked a
series of questions about market definition about a
hypot hetical TV narket, and the question essentially
was, and that also related to the analog and the digita
mar ket definition, correct; do you recall those from
Chai rwoman Showal t er?

A Yes, | do.

Q And t he question was asked in general if the
Commi ssi on shoul d accept the market as defined by the
applicant and focus primarily or exclusively on the
ef fective conpetition under the statute. Can you state
what your opinion is about what the anal ysis should be
of a application that is brought in to the Conm ssion
for conpetitive classification?

A The threshold question is, has the applicant
provi ded a rel evant market, has the applicant defined
t he geographic and the product market correctly, and
only at that point can one nove forward to assess the
presence or absence of effective conpetition

MR, FFITCH. Thank you, Your Honor, | think
that concludes ny redirect.

JUDGE MACE: M. Thonpson.
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MR, THOWMPSON:. | have no questions.

JUDGE MACE: M. Mel nikoff.

MR. MELNI KOFF: No questions, Your Honor.

JUDGE MACE: And M. Butler.

MR, BUTLER: No.

MR. SHERR: Your Honor, Quaest has sone
guesti ons.

JUDGE MACE: |I'msorry, did 1l not -- I'm
sorry if | mssed you, yes.

MR, SHERR: That's okay.

CHAI RMOVAN SHOWALTER: One fol |l ow-up before

your redirect in response to the |ast question.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q If Qwvest conmes in with a subset of what would
be a proper market, that is sonething narrower than but
not broader than what would be a proper market, is it
still appropriate for us to consider a subset of an
appropriate market?

A Well, by defining the appropriate market, |
mean identifying the relevant product substitutes.

Q Was that a yes or a no?

A If it's so narrow as to exclude rel evant

substitutes, then it's not the appropriate market to
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1 begin with nor the appropriate petition to exan ne

2 CHAI RMOVAN SHOWALTER:  Thank you.

3 JUDGE MACE: |'msorry, M. Sherr

4 MR. SHERR: Thank you, no, that's fine.
5

6 RECROSS- EXAMI NATI ON

7 BY MR SHERR

8 Q Ms. Bal dwi n, during your cross-exani nation

9 fromother parties, | believe at |east a couple of tines
10 you nmade nmention of the fact that Qwmest's whol esal e

11 rates are in flux. Do you recall that?

12 A Yes, | do.
13 Q And woul d you agree that Qmest currently has
14 in place prices for its whol esal e services that have

15 been approved and ordered by the Commi ssion?

16 A Yes.

17 Q Is it your testinony that whenever a cost

18 docket for unbundl ed network el enents is being conducted
19 that Qwest should be prohibited frompetitioning for

20 conpetitive classification?

21 A No, sinmply when there's a regulatory tine

22 frame within the foreseeable time horizon that's a known
23 regul atory event with a known tinme frame that that be

24 taken into account in deciding about the tinmng of the

25 eval uation of Qwmest's petition.
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Q In response to a question from M. Butler and
a question fromthe Chairwoman, | believe you were asked
if it was your understanding that the rel evant market at
issue in the last conpetitive classification case, the
UT- 000883, included both digital and anal og services.

Do you recall that question?

A Yes, | do.

Q And | believe you answered the question as
yes?

A Yes.

Q Isn'"t it true that in that proceeding the

services Qunest petitioned for are the exact sane
services that we -- that Qwmest has petitioned for in
this case?

A. It may be the distinction is provided over
DS1. That may have been where the anbiguity conmes in,
if the DS1, if they're digitally provided or provided
vi a anal og.

Q Do you understand that the petition that
Quest filed in that case was exactly, in terns of the
services that Qwmest was seeking conpetitive
classification for, is the same as it is in this case?

A Yes, | do.

Q Respondi ng to the Chai rwoman's questions, |

believe you nentioned that there nmay be errors in
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Staff's testinony with regard to whether all digita
data has been excluded; do you recall that?

A Yes.

Q And that's despite the fact that Staff was
instructed to and has represented that it has instructed
CLECs to exclude digital data?

A Yes, | think the opportunity for m sreporting
and/ or ambiguity does exist.

Q If for some reason the CLEC did not honor
Staff's request and actually provided digital data,
woul dn't this have increased the CLEC market share?

A Yes.

Q If that's so, what notivation would CLECs
have had to include digital data?

A Ch, | don't believe it was a notivationa
issue. | think this is, based on the discussions we had
yesterday and the day before at length in the hearings,

I think there's understandable differing opinions and

interpretations of analog versus digital. So | don't
think it was incentive based, | think it was just a
conmuni cati on that would have -- or misconmunication

t hat coul d have caused the m sreporting.
MR SHERR: If | can just have one nonent.
Your Honor, | have no further questions.

JUDGE MACE: |'msorry?
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1 MR, SHERR: | have no further questions.

2 JUDGE MACE: Then | believe that conpletes
3 the cross-examination of this witness. Thank you,

4 Ms. Bal dwi n, you're excused.

5 THE W TNESS: Thank you, Your Honor.

6 JUDGE MACE: And our next witness would be

7 M. Slater.

8 (Wtness Dudley R Slater sworn in.)
9 JUDGE MACE: Pl ease be seated.
10

11 Wher eupon,

12 DUDLEY R. SLATER,

13 havi ng been first duly sworn, was called as a wi tness
14 herein and was exam ned and testified as foll ows:

15

16 DI RECT EXAMI NATI ON

17 BY MR FI NNI GAN:

18 Q M. Slater, would you please state your nane,
19 spell your last nane for the record, and give us your
20 busi ness address.

21 A My nanme is Dudley Slater, Slater is spelled
22 S-L-A-T-E-R, and my busi ness address is 19545 Nort hwest
23 Von Neurmann Drive, Neumann is N-E-U-MA-N-N, and that's
24 i n Beaverton, Oregon 97006.

25 Q What is your position with Integra Tel econf?
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A Founder and Chi ef Executive Officer.

Q M. Slater, do you have before you your
pre-filed direct testinmony, which has been marked
Exhi bit 751T?

A. Yes, | do, although none of my exhibits are
mar ked with any nunbers, but | do have that testinopny in
front of ne.

Q Was that testinony prepared by you or under
your supervision or direction?

A Yes, it was.

Q Do you have any corrections to nake to the
testi mony?

A | have three corrections that I would like to
meke to ny pre-filed testinmony. They're all fairly
m nor in nature.

Q Pl ease proceed.

A On page 3, line 21, we onmtted to give the
full address of our Bellevue office. That address is
2125 - 112th Avenue Northeast, Suite 6, Bell evue,

Washi ngt on 98004.
On page nunber 6, line 12, | would like to
change the word healthy to growi ng conpetitive market.
And on page 7, line 15, | would like to
change the word technically to practically.

Q Wth those changes, if you were asked the
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1 questions contained in Exhibit 751T today, would your

2 answers be the same?

3 A Yes.

4 MR. FINNIGAN: M. Slater is available for
5 cross-exam nation, and we will offer Exhibit 751T.

6 JUDGE MACE: |s there any objection to the

7 adm ssion of Exhibit 751T?

8 MS. ANDERL: No.
9 JUDGE MACE: | will admit it.
10 And | believe Qnest is the only party that is

11 signed up to cross exanine M. Slater. Go ahead.

12 MS. ANDERL: Thank you, Your Honor.
13
14 CROSS- EXAMI NATI ON

15 BY MS. ANDERL:

16 Q Good afternoon, M. Slater.
17 A Hel | o.
18 Q I"m Lisa Anderl, an attorney with Quest, |

19 have a few questions for you today. Now as the founder
20 and CEO of Integra, would it be correct that you do not
21 report to anyone other than the board of directors in
22 terms of a reporting hierarchy at |Integra?

23 A That's correct.

24 Q Okay. And all of the other enployees of

25 Integra report to you either directly or indirectly?
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A. Yes, they do.

Q Who is the President of Integra?

A The President of Integra is Janmes H. Huesgen.
Q Can you spell that |ast nane, please

A H U-E-S-G E-N, Huesgen.

Q You have stated in your testinony that

Integra's primary target custonmer is the small business
owner with as few as two to three enployees to as many
as several hundred enpl oyees. Do you recall that

testi mony?

A Not specifically, but that's a true
stat ement.
Q Al right. Do you conpete for business

custonmers who have only one to two access |ines?

A We do.
Q Do you do so in the state of Washi ngton?
A Yes, we do.

Q M. Slater, in your preparation for your
testi nmony here today, did you read any prior Conmm ssion
deci sions regarding conpetitive classification of any of
Qnest's services?

A No, | have not.

Q For a small business custonmer with two to
three enpl oyees, M. Slater, what type of business

services would that type of custoner typically purchase?
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A. It varies, but typically it's a mx of voice
and data services generally on a DSO |evel platform and
data is often provided over a DSL and occasional ly over
a fractional T1 platform

JUDGE MACE: I'msorry, | didn't hear the
| ast part of your answer. It's inmportant for you to
project all the way through your answer.

THE WTNESS: Oh, is that right?

JUDGE MACE: Yes.

THE WTNESS: | thought ny voice projected
pretty well, but I will work on that, thank you.

JUDGE MACE: Just the last, what was the | ast
phrase of your answer?

THE W TNESS: | was saying the data portion
of the services can be alternatively over a DSL circuit
or a fractional T1 circuit.

CHAI RWOVAN SHOWALTER: | think al so before
you continue, slow down just a bit.

THE W TNESS: | have never done this before,
sol'ma little nervous.

CHAl RWNOVAN SHOWALTER: It's both the court
reporter and our ears.

THE W TNESS: (kay, stop ne if | fail to heed
t hat .

MS. ANDERL: And don't use ne as a nodel,
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M. Slater, because ["'mtold to slow down as well.
BY MS. ANDERL:

Q Now do you understand the difference between
Qnest's retail business services and Qunest's whol esal e
unbundl ed network el ement offerings?

A. I'"'m not an econonmi st by training. | feel,
however, | do have a general business understandi ng of
the significance of the distinctions.

Q Okay. And do you understand that Qwest is
not asking in this proceeding for conpetitive
classification for any of its whol esal e unbundl ed
network el enent of ferings?

A Yes, | do.

Q Ckay. M. Slater, have you ever participated
in a cost docket in Washington?

A No, | have not directly.

Q Do you know i f Integra has participated in
any of the Washi ngton cost dockets?

A O fhand | do not know.

Q Did you or Integra participate to the best of
your know edge in Qwest's Washington 271 proceedi ng?

A When you use the word participate, | assune
you nmean as a party with standing in the proceeding.

Q | do.

A I don't know to be honest with you. W
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certainly followed it fairly closely.

Q M. Slater, since you spelled M. Huesgen's
name for ne and | now know how to pronounce it, | keep
wanting to call you M. Huesgen, so | apologize if | do
t hat .

Coul d you please turn to the docunent that
was di stributed and marked as Exhibit 753 as a
cross-exam nation exhibit. It's a two page docunent,
and it has, as do all of the exhibits, a page fromthe
Integra Web site as the first page, and the second page
is the one that has two bar charts on it, and it's

actually the second page that |I'mwanting to | ook at.

A So I'm Il ooking for two bar charts?

Q Two bar charts on a single page, yes, |ike
t hi s.

A I'"ve only got about 15 pages, so it won't

take too | ong.
JUDCGE MACE: | will show you this.
THE WTNESS: | just got it.
JUGE MACE: Ckay.
THE W TNESS: Thank you.
BY MS. ANDERL:
Q That's a two page document, if you could pull
that out, M. Slater. Do you recognize the first page

as a printout fromone of the screens of an Integra Wb
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site?
A Yes, | do.
Q And do you recogni ze the second page?
A Yes, | do.
Q Can you describe for us what that is?
A. We prepare a nunber of these types of

docunents. They're generally prepared for the purpose
of providing an overview of Integra Tel ecom

Q For your investors?

A. We respond to a nunber of parties. It's
often the case that we provide these for prospective
custoners that are interested in |earning about Integra
Tel ecom

Q In the mddle columm that's entitled a
nati onal nodel of success, the second paragraph states
that in 2002 Integra conpleted building its network,

whi ch included the installation and operation of its own

switches. [Is that an accurate statement?

A Yes, it is.

Q The next statenent says, this nodel limts
our exposure to regulatory changes. |s that also
accurate?

A. It's so general that | can not call it

accurate. What we were referring to here is there has

been a fair anobunt of national commotion | woul d say,
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particularly in the process of attracting and securing
custoners around the risks related to UNE-P, and that's

specifically what we're attenpting to address in this

par agr aph.
Q And the third sentence in that paragraph nore
specifically addresses the UNE-P issue. 1s it correct

that Integra did not at the tinme of this statenent
anticipate any significant risks to your business due to
changes in the industry regarding the continued
availability of resale or UNE-P?

A Yes, that is a true statement. | would |ike
to explain that the reason for that is that we do
descri be ourselves as a switch based conpetitor or
facilities based conpetitor. VWhat that nmeans is we have
made substantial investnment in not only switching
infrastructure but also transport infrastructure out to
col l ocation points. Fromthe collocation point where we
al so own assets, we rely upon the last mle, which we
provi si on through the incunmbent exchange carrier on a
UNE basi s.

Q | believe you stated in your public testinony
that you own a 5ESS switch located in Kent; is that
right?

A Yes, we do.

Q Is that your only Washi ngton switch?
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A. Yes, that is our only WAshi ngton swi tch.

Q Does that switch function as a |local switch
or a tandem switch or both?

A It -- I"mnot a switching expert.

Q Do you understand the general concepts of

| ocal switching --

A Yes, | do.
Q -- and tandem swi t chi ng?
Yes, | do, and we use it principally as a

| ocal switch.

Q Does it have a tandem functionality?

A It does to the extent that we program call
routing to direct our long distance traffic to the
various |long distance carriers, which would be
substantially equivalent to a tandem functionality.

Q What geographic area can be served by
Integra's switch?

A I don't know the answer to that question from
a switching perspective. Froma practical perspective,
our geographic service area is limted by where we're
col | ocat ed.

Q So if you were collocated in every central
office, every Qmvest central office in the state of
Washi ngton, could your switch serve every central office

or could your switch serve the entire geographic
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territory that is Qvest's serving area in Washi ngton?

A I would not be confortable collocating in the
four corners of Washington and serving it froma single
switch in Kent, no.

Q Why not ?

A. Mostly for economic reasons, although
suspect there's technical limitations.
Q If you were collocated in every centra

of fice in Western WAashi ngton, using the Cascades as a
dividing Iine, would your switch be capable of serving
all of Western Washi ngton?

A | honestly don't know.

Q Now | ntegra has existing business custoners
in Washi ngton; is that right?

A Yes, we do.

Q And you serve themall through -- how do you
serve those custoners?

A Qur existing customers in Washi ngton we serve
substantially off the platform| described where we put
them onto our switch, we put themonto our transport
network, and we concentrate the traffic at centra
of fices where we're collocated both in the Qwest and the
Verizon territory, and then we rely upon in
substantially all instances the unbundl ed network

el enment loop to get to the custoner prem se.
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Q So you |l ease, well, what's been referred to

as UNE-L | oop or unbundled | oops from Quest in

Washi ngt on?
A That's right.
Q Ckay. | don't want you to reveal any, you

know, proprietary or confidential Integra business
information or plans, |'msure you're sensitive to that,
but et me just ask you this, and if you can answer,

pl ease go ahead. Do you rely in any way for serving any
custoners on UNE-P in Washington in Qwest territory?

A We have a small partial reliance upon UNE-P
and that derives principally fromcustonmer applications
where we have made the determination to service a
custoner that's principally lIocated in our footprint
area where we have a collocation presence, but they have
portions of their custoners' |ocations that are not
entirely within our network footprint area, in which
case we will use UNE-P to access those nultil ocation
facilities.

Q So you're able to serve custoners using UNE-P
wi t hout collocating in the central office that serves
t hat customer?

A That's correct.

Q What about resale, do you use resale in any

way ?
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1 A. In the state of Washington it's mniml. |
2 assunme your question is limted to the state of

3 Washi ngt on.

4 Q They all are until we get to ones that
5 aren't, and I will be clear about that.
6 What busi ness consi derations drive the

7 decision to offer custonmer service through total service
8 resal e as opposed to UNE-P or UNE-L?

9 A There's really two considerations from

10 Integra's perspective, and they are service, which is a
11 strategi c consideration, and cost, which is, you know,
12 clearly an econom ¢ consideration

13 From a strategi c perspective, Integra has

14 made the determ nation that we are going to

15 differentiate ourselves and we are going to conpete in
16 t he market pl ace based upon service, and we believe very
17 strongly that in order for us to | ook a customer in the
18 eye and truly conpete on service, we need to own

19 substantially all of the electronics, which really is

20 what governs the quality of service and nanages the

21 traffic. And for that reason, to conpete on service

22 froma strategic differentiation standpoint, we made the
23 decision to invest in our own network, which is a |ong
24 way of saying we don't use resal e because we believe

25 that it's fundanentally still Qwest providing the
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servi ce but soneone else's brand is on it. That's the
strategi c consideration.

The economnic consideration is based upon the
current rate structure in the state of Washington, it's
our determ nation that we can generate higher operating
mar gi ns by investing in our own switching and transport
network and relying upon | easing | oops on a UNE basis
fromthe i ncunmbent carrier

Q But | had understood you to say that you had
a very small resale presence, and | was just wondering
for those custoners that you do serve that way, what are
t he busi ness reasons that drive that?

A In the state of Washington, |I'm not aware

t hat we have any.

Q Okay.
A | guess because | can't tell you with
absolute certainty that we don't have one, | chose the

words very small.
Q Okay.
A I'"'m not aware that we have any resale
custoners, true resale custoners.
Q Fai r enough.
Take a | ook at Cross Exhibit 752, and that is
a 12 page docunent. | believe your pages should be

nunbered in the lower right-hand corner. 1t's one
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that's in | andscape format instead of portrait, and it
starts with a Web page that says our services.

MR, FINNIGAN: It mght be hel pful that the
| ower right-hand corner bears the date Septenber 11
2003.

A | believe | have this one.

Q Okay, great. Now are you familiar with
Integra's Web site?

A Yes, | am

Q | thought it was a fair question. 1s this
the Web site describing Integra service offerings that a
custoner would or potential customer would see no matter
where they were physically | ocated when they | ogged on
to the Wb site?

A. Yes, technically you can access this Wb site
fromany |Internet connection.

Q And a person who |l ogs onto the Internet in
Spokane woul d see the same Web site that a person who
| ogged on in Vancouver or Bellingham woul d see?

A That's correct. W do, if you drill down
into our Web site, because we have a strong presence in
each | ocal market, offer portions of the site that are
uni que to each geographic market area, but the answer to
your question is yes.

Q Can you turn to page 3, please. It describes
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there under Integra' s voice services services such as
basi ¢ business |ines; do you see that?

A Yes, | do.

Q And it says that Integra Tel econml s network
offers local calling services delivered via standard

analog lines. Do you see that?

A Yes, | do.
Q Is that accurate?
A It would be inaccurate to view that as a

statement of the only formof delivery that we offer.

Q But as far as it goes?

A It is accurate that we do offer analog |ine
servi ces.

Q Why does Integra identify that the line is an

anal og |ine?

A At the risk of enmbarrassing nyself, | can't
really tell you why we chose that particul ar phrase.

Q Skip down to the description for Tl services,
and do you see there on the third line that it says
Integra offers reliable digital Tl access services?

A Yes, | do.

Q And you have identified that specifically as
a digital service; is that correct?

A That is how it reads.

Q As you sit here today, can you describe
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generally why Integra felt it inportant to describe for
its potential custoners the fact that it offers both
anal og and digital services?

A Certainly, | would be happy to. W, for the
nost part where it nakes econonic sense, attenpt to
provi de a conprehensive solution to all of our target
customers. And in order to do that, we have made the
determ nati on that we need to provide a broad offering
of services that would include both analog and digita
services. However, | will say that it gets back to an
earlier question you asked about geographic proximty,
there are a nunber of reasons why we woul d choose not to
of fer services in certain geographic areas, including
areas where we have network presence

Q Can you describe what type of custoner m ght
be interested in the basic business lines, or is there a
speci fic custoner group that would be interested in the
basi ¢ busi ness |ines?

A. Typically when we refer to basic business
lines, we're describing what we call a DSO service,
which is generally going to be analog in nature at |east
to the point that it plugs in to the prospective
custoner's equi pnent. And those custoners are going to
range across broad industries, they're going to vary in

size, but generally the DSO solution is a solution
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that's utilized by the small est of business custoners
that don't have the nore conpl ex equi pnent that you
woul d use hi gh bandwi dth services in.

Q Can you turn to page 5 of that same document.
In the first paragraph, it discusses there that
Integra's business |lines could be used as trunking for
your phone system and then in parentheses it says
anal og key system or PBX. Do you see that?

A Yes, | do.

Q Wuld that, if a basic business line were
bei ng used for that service then as a trunk for a key
systemor a PBX, would that correctly be described as an
anal og PBX trunk?

A I would not draw that conclusion, no.

Q Okay. The basic business |ines were
descri bed on page 3 as offering anal og services; is that
right?

A I think that was the way you phrased the
guestion. | would caution you that this is really
i ntended to be nore of a marketing docunent than a
techni cal dissertation on the nature of our network and
servi ces.

Q Well, and really that's the spirit in which
' masking these questi ons.

A Okay.
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1 Q Do you know if Integra offers anal og PBX
2 trunks?

3 A I don't know. | can tell you it's ny

4 perspective as the CEO that there's a fairly limted
5 mar ket for that kind of a service based upon today's
6 envi ronnent .

7 Q What about anal og key systens, is there a

8 mar ket for those?

9 A Yes, there's a very substantial market for

10 t hose.

11 Q And do those conpete for custoners who woul d
12 like PBX functionality but on a snmaller scale than woul d

13 be served by a traditional PBX?

14 A. I have difficulty answering that question
15 it's very broad in nature. | think the spirit | hear
16 you asking it in though, |I would say yes.

17 Q And then on page 7 if you turn to the heading
18 under T1 or digital T1 access services, the first

19 paragraph in that description, marketing description
20 al so references PBXs, is that right, in the |ast

21 sent ence?

22 A Thank you. Yes, it does reference PBXs.

23 Q And so woul d you expect that if a business
24 were to choose your digital Tl access service as a PBX

25 trunk, it would be provisioned as a digital PBX trunk?
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A. It would only be provisioned if the customer
was |ocated in an area where we chose to provide that
service, and | will point out that we do not provide
that service in areas where we don't have the footprint.
And | would also like to point out that we have chosen
to pull back on our willingness to provide those
services in the areas where Qunest al ready has
conpetitive classification for Tl and hi gher services.

Q Is that due to any market behavior on Qmest's
part after it received conpetitive classification for
t hose services?

A That's a good and fair question, and | would
respond by saying the way we | ook at this issue of
conpetitive classification, | assign equal weighting to
the potential behavior that Qaest m ght choose to
operate under as well as the actual behavior. And what
I chose to do in ny capacity as CEO is when Qwmest was
provi ded conpetitive classification or conpetitive
classification for Tl and hi gher services in the three
exchanges of Seattle Main, Seattle Elliott, and Bell evue
d encourt, we have intentionally pulled back on our
wi | lingness to service those types of customers, and we
have dedi cated our conpetitive and sal es resources into
ot her portions of the market.

The reason we have chosen to do that, even



0859

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

t hough you might ask me in a noment or point out to me
that Qwest has, and |I'm not saying Qwvest has or has not
done this, but if I were -- if it was brought to ny
attention that Qaest has not exercised people have used
the termprice squeezes in that instance, | would say
that's irrelevant. And the reason | feel it's
irrelevant is because the business risks have changed in
that market area, and we, this conpany, has made a very
substantial investnment to conpete in this state, and
can not afford to face the risks. The potential change
in environment to ne is just as any actual change in
envi ronnent .

Q When did you make the decision to pull back?

A. We, as is customary within Integra Tel ecom
often nmake these types of decisions as a course of
extensi ve debate, discussion anong people that have
responsibilities in these areas, and | would say it was
made over the course of a period of tine, and it was
after the conpetitive classification was awarded.

Q Are you aware that the conpetitive
classification order was granted al nost three years ago
in the docket to which you're referring?

A. I am not specifically aware of the date, but
yes, | do recall that it was several years ago

Q When did Integra enter the nmarket?
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A. Integra entered the market in March of 2000.
Q Has Integra pulled back in Vancouver?
MR. FI NNl GAN:  Does counsel have a specific

rate center within Vancouver in mnd?

Q Are you aware of the wire center designations
for Qwvest in the Vancouver area?

A On a general level, yes, | am

Q Are you aware that there is a wire center
Vancouver Orchards and another one designhated as
Vancouver Oxford?

A Yes, | am

Q Have you pulled, to the extent that Integra
does business in that footprint, have you pulled back?

A. I am not aware that Qwest has been provided
conpetitive classification in T1 and hi gher |eve
services in those exchanges. | will tell you that if ny
menory is serving me well that portions of those
exchanges are in higher priced zones, and yes, we have a
di sincentive to conpete where the retail pricing has not
changed but the whol esale pricing has increased as a
result of zone treatnent, and in that instance, yes, we
have pul |l ed back.

Q What geographic areas in the state have you
not pulled back fronf

A I would answer that in a general -- excuse
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MR. FINNI GAN:  And pl ease you make your own
judgment about that, but to the extent this tal ks about
your business plans and contains confidentia
i nformati on about what you may or nmay not do in the
future, | don't know if you want to treat your answer as
confidential or not, but just --

JUDGE MACE: Perhaps you could answer in a
general way, and then if we need nore that m ght delve
into confidential material, we can adjust our practice
accordingly here.

THE W TNESS: Sure.

A The question as | understand it is what
portions of the state have we not pulled back?

Q Yes.

A And are you asking the question with regard
to all services or certain specific services, because
have tal ked to you about the high capacity T1 and hi gher

where conpetitive classification has been offered.

Q Wth regard to those sane services.

A The high capacity?

Q Yes.

A. Excuse ne while | think for just a second. |
am -- obviously didn't bring with me intimte know edge

of every single exchange area, which is really the
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informati on required to answer your question, but at a
general level follow ng the guidance offered, | would
say that where conpetitive classification has not been
provi ded to Qwest, we on a general |evel have not pulled
back.

Q Well, M. Slater, that's I'mafraid not going
to be good enough unless you can tell ne where
conpetitive classification has and hasn't been granted
to Qunest; do you know that?

A. I know that conpetitive classification has
been granted in Seattle Elliott, Seattle Main, and
Bel | evue d encourt.

Q Yes. Are you aware of whether -- well, let's

see. Have you pulled back for any service in the Kent

area?

CHAI RWOVAN SHOWALTER: Can | just interject.
You have used this termpull back many tines, | don't
know what you mean by pull back. | don't know if it

means you no |onger market or you don't invest. Can you
just give us sone notion of what you nean when you did
or didn't pull back

THE W TNESS: Sure, and | apol ogi ze for
speaking in less than clear ternms. Generally when | say
we pull ed back, we commit capital and spend resources on

two areas, it's our human organi zation and our network
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infrastructure. And for the nobst part in this
di scussi on, because | have been focusing on Seattle
Main, Seattle Elliott, and Bellevue d encourt, | am
referring to not dedicating sales and marketing resource
as aggressively into those areas. W did choose to
collocate in those areas, we nmade that network
deternmination before the conpetitive classification
determ nati on was reached. And so when | say pull back
in that instance of those three exchanges |I'mtalking
about sal es and marketi ng.
You will have to repeat your question, |I'm

sorry.
BY MS. ANDERL:

Q So to the extent that pulled back nmeans doing
| ess marketing efforts than you had previously, have you

pul | ed back in Kent?

A No.
Q Have you pul |l ed back in Auburn?
A | need to -- I'ma little unconfortable with

the question, because |I'mnot sure | understand now that
| have defined what pull back nmeans how you vi ew that,

and | also want to take a nmonent to explain how | run ny
organi zati on and say that | have general nanagenent who
| have, you know, basically given the responsibility and

accountability to make the deci sions on an exchange by
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exchange, market by market basis in ternms of where we

dedi cate resources. So with that caveat, | will say no.
Q What about in Renton?
A No.
Q What about in the other Seattle wire centers

other than Main and Elliott?

A No.

Q Are you -- do you have a marketing presence
in Spokane?

A. I would define a marketing presence as where
we consciously comrit resources and invest capita
specifically to target that market, and on that

definition, no, we don't.

Q Do you serve custonmers in Spokane?
A No, we don't.
Q What about Tacomm, do you expend nmarketing

dollars and efforts in the Tacoma market?

A Yes, we do.

Q And have you pull ed back as you have defined
that termin that area?

A No, we haven't.

Q And then we have tal ked about Vancouver, and
| believe your answer was that you had pulled back in
Vancouver ?

MR. FINNI GAN:  And you're tal king about the
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two Vancouver wire centers that you identified?

Q Orchards and Oxford.

A Yes, but to be clear, in that application,

t he Vancouver wire centers, when | referred to the word
pul | ed back I was not referring to Tl or higher capacity
services. | was referring nore to the effect of the

hi gher zone pricing on the UNEs and the effect that has
on our margins relative to retail pricing. And we have
pul | ed back on the sales and marketing resources

dedi cated to those exchanges, but it should be clear
that that would be for nore than just the Tl services,
so we're kind of mixing things up here a little bit. |
don't know if you intended that.

Q And do you attribute the pull back in
Vancouver then to both the zone pricing and to the
conpetitive classification?

A. No, | was just referring to zone pricing.

Q So to the extent that there has been any pul
back in Vancouver, it's not attributable to any granting
of conpetitive classification for Qwvest services?

A That is how | am answering your question,
al though I would like to expand by saying that, and
guess this is the role of a witness versus a cross
exam ner, | feel an effort to be entrapped here on ny

speci fic know edge of which exchanges have conpetitive
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classifications and which don't. And I would say that
in my opinion that's not what this is about, and that's
not what ny testinony is about. M testinony attenpts
to bring out the practical realities of risk in
devel opi ng a conpetitive nmarketpl ace.

Q Can you take a | ook at your testinmony at page
6, please, Exhibit 751. At lines 2 through 7, you talk
about the relationship between Qunest's whol esal e and
Qnest's retail rates. Do you see that?

A Yes, | do.

Q And you have indicated that you believe that
a grant of this petition would sever and break apart
that relationship; is that right?

A Yes, | do.

Q Have you revi ewed for purposes of your
testimony here today or for any other purpose the
Washi ngton statute that governs the granting of
conpetitive classification in a case such as this?

A. You' re asking ne what the basis of ny
testi nony was?

Q No, I'masking you if you're famliar with
the statutory framework within which the Conm ssion
grants a conpetitive classification petition such as
this.

A Prior to founding Integra Tel ecom | worked
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in the | ocal exchange industry for about nine years, and
I would respond by saying | believe | have a genera
under st andi ng of the statutory requirenents both at the
federal and state level for establishing rates.

Q If the WAshington statutes governing this
petition preserved the relationship between Quest
whol esal e and retail rates, would that address your
concern that you expressed in your testinmony here?

A No, it really would not address ny concern,
because in that exanple where sonebody m ght show ne
some regul ations that give ne confidence that it
woul dn't -- that were Qwest to exercise its nonopoly
advant ages by owning all of the local |oops in the areas
where Qwnest serves, that | would have a renedy avail abl e
tome in the formof initiating a proceeding,
prosecuting a proceedi ng, and presunably being
victorious in enforcing rules against Qwest. | have
very little confort in that for two reasons.

One is in ny judgnment as the Chief Executive
Officer, the horse is already out of the barn. 1In ny
opi nion the market noves nuch faster than, with all due
respect, the regulatory process would. And secondly, as
| stated earlier, ny assessnent of the issues around
here both relate to perceived risks as well as actua

actions taken by Qwest, and | would nake the
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determ nation to de-enphasize ny willingness to conpete
in the areas where Qwmest has conpetitive classifications
regardl ess of what actions Qwest took, so.

And the reason | have to do that froma
practical standpoint is | found that in running a
startup conpany that relies upon private equity
i nvestors and banks, and they are very sensitive to the
risks related to this industry and the markets in which
| conmpete, and | have to be responsive to those
sensitivities and those risks. And | don't believe the
regul atory renedy that you're describing as potentially
avail abl e adequately addresses those risks.

Q Are you aware of whether Qwest's retai
services are required to cover their costs even if they
are conpetitively classified?

A |"msorry, could you say that again?

Q Are you aware of whether Qmest's retai
services are required to cover their costs even if they
are conpetitively classified?

A | did read the portion of the statutes that
described the requirements that are necessary to satisfy
for a conpetitive classification, and | did read in that
statute and | think it came out in some testinony that |
heard earlier today that Qwest does have an obligation

to cover its costs.
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Q A coupl e nore questions about the exhibits.
I mssed one on Exhibit 752, which is the |onger of the
exhi bits that describes Integra service offerings. Can
you turn back to that one and | ook at page 7. There's a
paragraph that's right above the word features in bold,
the word features is in bold, and there's a paragraph
ri ght above there. | don't know, M. Slater, if you
were in the roomduring the discussion earlier today
about DI D or direct inward dialing, were you?
I was in the room yeah.
Does Integra offer DID capability?

Yes, we do offer DID capability.

o > O >

Now let's | ook at the |last cross exhibit that
I had marked for you, Exhibit 754. These exhibits al
have the unfortunate coincidence of |ooking a lot alike
on the cover since they're all fromthe Internet. This
one the cover sheet says, you are invited to experience
the Integra difference.

A | have it.

Q Okay. And as you wal k through the Wb pages,
the pages that I'mreally | ooking at are the [ast two
pages, 6 and 7, and it's an article fromthe M nneapolis
Star Tribune entitled, Integra is a Different Kind of
Qwest Conpetitor. Do you see that?

A | do.
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Q Are you famliar with that article?
| amfanmiliar with that article.
Q That was posted on the Integra Wb site for

while, wasn't it?

A. | believe it will still be there for quite a

while. We're proud of that article.

Q And t he gentl eman quoted in paragraph four
M. Huesgen, is the same M. Huesgen you identified
earlier as the President of the conmpany who works for
you?

A That's correct.

Q Okay. Now in the fifth article or fifth
paragraph of that article, is it correct that at |east
in Mnnesota the Integra business nodel has been to
build nmost of its own network rather than to | ease

conponents of Qmest's network?

A G ve ne a second to read that.
Q Sure.
A. (Readi ng.)

I'"'mnot sure | renmenber your question
exactly, but it is correct to say that we build nost.
think the key word there is nost.

Q Take a | ook at the eighth paragraph, which
starts, Integra believes the latter and put its nopney

where its beliefs are. Can you go ahead and read the

a
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next sentence there for us so we're all on the sane
page, and then tell nme if that's correct.

A (Readi ng.)

Yes, what that's referring to, and | think
there's an inportant distinction that is alittle bit
subtle in the way it's witten, but what that is
referring to is that we, nmuch as the discussion you |ed
me through a nonent ago, we have very intentionally
chosen not to rely upon the UNE-P platform

Q You're relying on | eased UNE | oops from Quest
in Mnnesota?

A That's right, although | would point out that
we do own a | ocal exchange carrier in Mnnesota where we
do own our own | oops.

Q Okay. And is the nunber of customers you
serve through your own | oops there proprietary?

A | don't mind sharing it. W serve just over
20, 000 custoners through our |ocal exchange conpany,
regul ated | ocal exchange conpany.

And | will say we much prefer working with
t he WAashi ngton Commi ssion than the M nnesota Comm ssion

Q At page 7 of your testinony, you discuss the
pendi ng open cost docket here, or at |east you allude to
it when you state --

JUDGE MACE: Page 7 of the testinony, right?
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MS. ANDERL: Page 7, yes, of the testinony.
BY MS. ANDERL:

Q That the ability of the conpetitive entrant
to raise capital is inpaired during the tinme when
Qnest's UNE rates continue to be revised and with open
dockets thereby creating uncertainty with regard to the
underlying cost structure for CLECs. Wuld it be --
what woul d be your reconmendation to the -- well, let ne
back up.

Are you aware that this Commi ssion has had

one or nore cost proceedi ngs ongoi ng since 1997 for a

UNE rate?
A Si nce 19977
Q Yes.
A Yes, | am
Q Okay. What woul d be your reconmendation to

the Comri ssion with regard to how to handl e whol esal e
costing and pricing proceedings in order to alleviate
the uncertainty you conplain of here?

A That's really a terrific question, what would
be ny recommendation? At the risk of sounding glib, and
I don't nean to sound facetious, but, you know, clearly
the chall enge from my perspective is there's a | ot of
cooks in the kitchen, and | think the issues between the

federal level and the state | evel are very conpl ex and
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qui te chal l engi ng, and, you know, | think it would be
good for all players to bring certainty to the cost
structure in our environment as quickly as possible.
From a practical standpoint, | think the nost effective
way to do that is through NARUC.

MS. ANDERL: Thank you, M. Slater, | have no
further questions.

JUDGE MACE: Do the Conmi ssioners have any
guestions?

MS. ANDERL: ©Oh, | would like to nove the
admi ssion of Exhibits 752, 753, and 754.

MR. FI NNl GAN:  No obj ection.

JUDGE MACE: |'msorry, M. Levin, did you
have cross-exani nation for this witness? | didn't think
you had, but.

MR. LEVIN. No, | have not.

JUDGE MACE: W th regard to the three cross
exhibits, 752 through 754, is there any objection to the
admi ssion of those exhibits?

MR. FINNI GAN:  No obj ection.

JUDGE MACE: I will admt them
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EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q Well, reading the news article, | see that
you are doi ng business in Mnnesota, Oregon, Washi ngton
Ut ah, and North Dakota, | believe those are all Qwest
states, are they not?

A Yes, that's right.

Q Is that fact any reason why you are doing
busi ness in those states?

A. It is a contributing reason why we have
chosen those states. The industry, as |'msure
everybody appreciates, is very conplex, and the process
of successfully provisioning |oops and transferring
custoner services fromthe Qwest network to our network
or fromany network to our network is one that requires
a very high degree of cooperation and understandi ng
anong conpanies. And by interfacing with as few of --
as few | ocal exchange conpani es as possible, we believe
it allows us to be nore efficient as an organi zation
and that was part of our assessment.

The second reason why we have chosen these
areas that is really a little bit nore coincidental that
Qnest happens to serve them and that is our target
market is the small and medi um si ze busi ness consuner,

and nost of the Qwest states, this is a bit of a
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generalization, but certainly the five states that we
conpete in, the predom nance of the business access
lines term nate at our target customer, and that's not
true if you go to the Eastern Seaboard or sonme of the

bi gger California or Texas cities. So our target market
happens to be the largest portion of the market in those
states as well as the fact that we like interfacing with
a single | ocal exchange carrier for efficiency and
practical purposes.

Q Al right. Wthin the state of Washington
can you describe your marketing footprint, whether you
have pull ed back or not, just where you at |east
advertise your services?

A. Sure. W are collocated in 13 Qunest and
Verizon exchanges that are predom nantly Quwest
exchanges, and those principally include exchanges in
the larger metropolitan areas of, you know, G eater
Seattle, Bellevue, the West Valley, and then up north,
and then in Sout hwest Washi ngton.

Q And | don't want you to reveal anything that
you determne to be confidential, and we can -- if | ask
you sonething that is confidential, we could have the
answer subnmitted in a confidential way. But what
percent of your custoners have three or fewer |ines?

A | don't mnd --
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Q In the state of WAshi ngton
A I don't mind answering that question if -- |
don't have an exact percentage with me. |If you can

i ndul ge relying upon ny estimtions based upon ny

know edge of the business. You said three or fewer

lines?
Q MM hm
A Wthin the state of Washington, ny estinmate

isit's probably in the range of 10%to 20% of our
busi ness.

Q And if that were to be five or fewer |ines,
what woul d the answer be, and then ten or fewer |ines?
And I'm not | ooking for something really precise, | just
want to get a sense of proportion.

A. I can tell you that our average customer is
six lines, and that's across all five states. But if
you | ook at our custoner distribution, and it's a bel
curve with two camel hunps on it, and one is centered
around the DSO product, and one is centered around the
Tl product. And when | say one, | nean each of the
camel hunps. And so that's really how you have to | ook
at it. But on average on a conposite basis, it's six
l'ines.

Q Well, of the DSO hunp, what is the top of

that hunmp in terns of nunber of |ines?
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A. In terns of the average, again, | don't have
the specific information, but it's going to be around
four, maybe five lines.

Q Al right. And if you exclude T1 lines from
this question, then what percent of your customers have
three or fewer lines? Maybe one way to put this would

be of your DSO customers.

A Sure, | understand.

Q VWhat percent would be three or fewer |ines?
A It woul d be closer to 20%to 30%

Q And then you said that you do offer DI D

service; is that correct?

A Yes, it is.

Q If you presented yourself to a prom sing
custoner offering DI D service and the custoner said, |'m
sorry, | can't go with you because |'ve got my phone
nunbers, | know they are portable, but the rest of the

10, 000 bl ock of nunbers is not, and | want to keep the
option of adding them on, how would you tackle that
probl enf?

A It's a great question. It gets into, you
know, highly technical areas that |I'mnot entirely
confortabl e addressi ng.

I will tell you that there's a couple

alternatives that cone to nmind. One is the way DI D
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services work. |If the customer is willing to do this,
and this is only going to be in a limted nunber of
i nstances, we, of course, have our own nunbering bl ocks,
and we woul d be able to offer our own nunbering bl ocks
to that customer. Unfortunately, that's a linmted
nunber of circunstances where that is a viable option
In the other case, you know, generally what
we have to rely upon is that we can transfer all of the
nunbers that at that point in time are active and in
use, and to the extent they require additional nunbers,
we woul d have to provide them an option that nmay not
i nclude giving themtheir first choice.

Q Is there the possibility of activating, of
t he prospective custoner activating a bunch of nunbers
for a short period of time with the old carrier and then
porting them over to the new?

A. You know, | really don't know.

Q Al'l right. Last question. You said that in
exchanges where you know that there is a conpetitive
classification, in some of those exchanges you have
pul l ed back. |f the Conmm ssion were to grant Qwest's
petition, all of the exchanges would be conpetitively
classified, therefore, within the state of Wshi ngton
anyway, you woul d not have a conparative advantage in

the non-cl assified exchanges. Wat woul d that nean
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woul d you just pull back all together fromthe state of
Washi ngton, or would you proceed with your business
pl an?

A In nmy testinmony | used the words a grave
nm stake on the part of the Commission if that were to be
granted, and | have not conpletely thought through
because in ny own judgrment it would be a great surprise
tome if, in fact, that were the outconme. And ny
character and earnestry is such that | tend to nanage
the problens | have rather than the problens | m ght
have. And so | have not thought through your question
in great detail.

I can tell you that at a, you know, intuitive
| evel, we woul d de-enphasi ze our interest in the state
of Washington. That de-enphasis would have to be
neasured agai nst the fact that we have invested $40
MIlion to establish a presence here in Washi ngton, and
| certainly am not eager to walk away fromthat. But by
the sane token, | would make a busi ness determ nation on
how | really do feel about the risks that | would
percei ve to have substantially increased as a result of
that determination. And it certainly would go in the
direction of us de-enphasizing our willingness to
conpet e i n Washi ngt on.

CHAl RWOVAN SHOWALTER:  Thanks.
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JUDGE MACE: Comm ssi oner Gshi e.

EXAMI NATI ON
BY COW SSI ONER OSHI E:

Q M. Slater, you do not serve in Spokane, and
| assune you do not have a presence in the city of
Yaki ma or the area surrounding Yaki ma as well or perhaps
-- do you serve in any Eastern Washington city or area?

A We don't, and I would like to explain that we
have an interest in serving portions of Eastern
Washi ngton. By way of nmaking that point, |I can tell you
we provide services in places like McMnnville, Oregon
Baxter and Brainerd M nnesota, which are comunities
that are substantially smaller in ternms of their
econonic attractiveness to both Spokane and Yakima. So
I do see an econom ¢ nodel for providing services in
those areas. Frankly, the reason we're not in those
areas is the capital markets coll apsed before we had the
opportunity to establish a presence in those portions of
Washi ngt on.

Q Do you see greater business risk in serving
the areas in Eastern Washi ngton?

A Do | see --

Q There is greater risk in establishing a

presence in Yakinm, for instance, than you found in the
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City of Seattle?

A I don't necessarily see greater business
risk. | do see a substantially different econom c node
in those communities. Qur industry is, whether we |ike
it or not, is very nuch the econonics are driven by
density. | have heard that cone out quite a bit today,
and |'msure you're well aware of that. And in choosing
where to, you know, initiate our services in the state
of Washi ngton, we did choose to go to the | arger
nmet ropol i tan mar ket areas.

Thi ngs have evol ved, however, in a way that |
see -- | see very conpelling reasons to open up services
in those communities, and I will tell you we have | ooked
at it, we are actively considering initiating services
in those areas. What's nore attractive to ne is they're
not as conpetitive. | think the markets would truly
benefit froma credible and serious additiona
conpetitor in those areas. And technol ogy has evol ved
froma switching perspective where the econom cs have
changed since we initiated our services in the state of
Washi ngt on.

VWhat is less attractive about those markets
is to the extent they're in higher priced zones relative
to UNEs and there's, you know, nore of a preponderance

towards statew de pricing on a retail basis, there's
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| ower margins available to me in those comrunities, so
that's an issue that has to be reconcil ed.

Q If you were using, well, perhaps you do use a
busi ness nodel that at |east has some, you know, sone
application of the UNE-P and of resale, so | guess what
I"'mgetting at is that if you wanted to enter Yaking,
for exanple, you're certainly capable of doing that, the
products are available for you to have a presence in the
mar ket, but there's a reason why you're not there, and
is it because your business plan enphasizes the
acquisition and utilization of your own facilities?

A Yes, we have -- we have conpetitors that you
may have heard fromor may get in front of you and tel
you about all the nerits of their business nodels that
rely upon, and these are not Qwest by the way, but rely
upon UNE-P types of services, and we have chosen not to
go that route for the two reasons | mentioned. One is
econom ¢ reasons, and the other is strategic reasons.

It's very inmportant how you differentiate
yourself in this marketplace, and the prospect of
convincing a custoner to switch froma 100 year old
i ncunmbent to a new carrier, particularly during the
econom ¢ turnmoil that our industry has gone through, is
substantial, and we feel that we need to be very clear

on our differentiation, our basis for differentiation.
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And because it is on service, we feel we need to own
substantial portions of our network so that we can
provi de that high quality service

And | guess the bias |I'm expressing is |
don't -- I"mnot trying to offend Qnest, but | believe
by owni ng our own switching and transport network,
bel i eve our services are a higher quality than they
would be if we were to sinply resell or rebrand soneone
el se's network, regardl ess of whether it's Qmest or
anyone el se. W have control over it.

Q If you were going to provide service in
Eastern Washi ngton, would you differentiate in your
focus between the Spokane, Yakima with other smaller
cities, Wnatchee, Waterville, Walla Walla, C arkston?

A. By differentiate in our focus, do you nean

froma marketing perspective --

Q Yes.
A -- or froma build out perspective?
Q Well, 1 guess it would be froma build out

perspective and a nmarketing perspective.

A Yes to both. W would typically go through a
busi ness case assessnment of each nmarket that woul d
i ncl ude, you know, conpetitive network issues as well as
econom ¢ issues that | have discussed. And then to the

extent we justified building network and a presence into
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t hose communities, we would tailor our products and our
mar ket i ng message around the custoners in those
conmuni ti es.

As evidence of that point, we do have
di fferent product and pricing strategies together with
di fferent nmessages that we advertise and commrunicate
with that are uniquely tailored to the Puget Sound area
relative to other markets we conpete in

Q Wuld it be fair to say that at |east your
conpany woul d focus on the npbst dense popul ati on areas
Wit hin Eastern Washington, and then if there was an
interest in other areas, it would nove out into the
ot her areas after a period of tine?

A. In today's current econonic environment, yes,
that's a fair statenent.

And excuse nme, if | can just add to that,
there's a very, further, a very real linitation, and
that is that based upon our network nodel, which
requires a collocation investnment in each end office,
together with a sales force that has to be local to
those prospective custoners, there is a size of a market
bel ow which | sinply will not go regardl ess of the
envi ronnent because there's just -- there's not enough
mar ket there for ne to recover the investnment |'m making

in the people, the office, and the collocation presence.
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1 Q Are you confortabl e expressing what that size
2 may be?

3 A I would be confortable sharing that with the
4 Commi ssion. That does get into an area that I'ma

5 little sensitive about froma conpetitive perspective.
6 COW SSIONER OSHIE: | would like to see

7 that, Judge Mace, how would you like to handle that?

8 JUDGE MACE: Well, we could nmake it a

9 confidential Bench Request, but if it's confidentia

10 that means that it would go to parties who have signed
11 the confidentiality agreenment, not just the Comm ssion
12 not just the conm ssioners.

13 CHAIl RMOVAN SHOWALTER: And t hen we have

14 anot her category called highly confidenti al

15 MR. FINNI GAN:  Yes, Your Honor, that's what
16 we woul d request, that it be a highly confidentia

17 exhibit.

18 CHAI RWOVAN SHOWALTER: That's distri buted

19 only to Staff and probably Public Counsel

20 THE W TNESS: | would be confortable with
21 t hat .
22 JUDGE MACE: Then we'll nmake that Bench

23 Request Nunber 2, Highly Confidenti al
24 Sorry, Conmi ssioner Oshie, is there a size of

25 comunity bel ow which you woul d not nake an i nvestnent
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in telecomuni cati ons equi pnent ?
COW SSIONER CSHIE: | think that would be,
that's a fine way to express that.
THE WTNESS: | heard the question to be not
only equi pnment, but human infrastructure as well
COW SSI ONER OSHI E:  Yes, exactly, thanks.
BY COWM SSI ONER OSHI E:
Q Just to follow up, M. Slater, with an area
that | guess I'minterested in, and that's the
acqui sition of custoners. Now is that a significant
cost to your conpany to acquire a new customer?
A Yes, it's a very substantial cost.
Q And woul d that be a heavily weighted factor
i n deciding whether to enter any market?
A. Absol utely.
COW SSI ONER OSHI E: Thank you.
CHAI RWOVAN SHOWALTER: | forgot to ask one

foll owup questi on.

EXAMI NATI ON
BY CHAI RAMOMAN SHOWALTER
Q If DID custonmers were able to bring as many
nonwor ki ng lines as they have working lines, would that
open up your market as a conpetitor to provide DD

services significantly?
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A. I would say no, it really wouldn't open it up
significantly. It certainly would be neaningful, but |
woul dn't call it significant.

Q And why is that?

A. I think the profile of the customer that
mght feel limted fromthis narrow elenent is quite

variable, and | guess |'m not confortable saying that,
you know, twice as many is the right number or three
times as many. It certainly would be a meani ngful help
and i nprovenent. And to be honest with you, | don't
feel conmpletely grounded technically in exactly what the
limtations are, so I'ma little unconfortable with the
whol e question around this DI D issue, which is viewed as
an i npedi mrent to conpetition

CHAl RAOMAN SHOWALTER:  Thanks.

JUDGE MACE: Redirect.

MR. FI NNl GAN:  Thank you.

REDI RECT EXAMI NATI ON
BY MR FI NNI GAN:

Q Just a few questions, M. Slater. At the
start of his questioning, Comm ssioner Gshie asked you
about the acquisition and construction of Integra' s own
facilities, and what do you nean by the term your own

facilities?
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A. I answered that question with ny mnd focused
on our historical investnent, which is really the
switching and transport infrastructure. | would say
that we have initiated the process of building our own
end user loops in certain areas. W have not initiated
that practice in Washington. And | do believe that in
time our conpany will be making investnents in end user
| oops as we accunul ate sufficient market density to
justify that investnent.

Q Are there any assunptions that you make about
the regul atory environnment in nmeking the decision to
build your own | ocal | oops?

A It's been such a narrow part of our business
to this point that I can't definitively say that that's
been part of the consideration. | would say at a
general level, absolutely.

Q On Exhibit 754, the M nneapolis Star Tribune
newspaper article, do you have that in mnd?

A Yes, | do.

Q You were asked sonme questions about your
network in M nneapolis, or excuse ne, in Mnnesota, and
in part you responded that you had 20, 000 I oops,
sonething in excess of 20,000 |oops. Are those |loops in
the Scott-Rice Tel ephone Conpany?

A Yes, they are, that's the regulated |oca
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exchange conpany | was referring to.

Q And just to be clear what you nean by
regul ated, is the Scott-Rice Tel ephone Conpany
classified as an i ncumbent tel ephone conpany or a

conpetitive tel ephone conpany?

A. It's classified as an i ncunbent tel ephone
conpany.
Q On the first page of that article, you were

asked questions by Ms. Anderl about buil ding your own

| ocal tel ephone network, and just so we're clear, what
is meant by building, well, the exact words are building
nost of its, neaning Integra's, own |ocal telephone

net wor k?

A. What | nmean and what's specifically referred
toin that article and what | nmeant in ny response was
that we invest in the switching infrastructure, the
transport infrastructure, and by transport | nean
between end offices where we're collocated, and the

infrastructure at the physical collocation.

Q Does that terminclude the last m|e?
A No, it does not include the last mile.
Q In response to an earlier question from

Ms. Ander!| discussing digital services versus anal og
servi ces, you responded that there were nmany reasons why

you choose not to offer services in an area even where
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you m ght have a market presence. What are those
reasons?

A In my response, | think | said even where we
have a network presence.

Q |'"msorry, network presence.

A In other words, we nade the network
i nvestnment, and |'ve got incentives to capture market
share to recover that network investment. And in spite
of those incentives, where we have chosen not to sell or
mar ket as aggressively generally relate to conpetitive
reasons. And specifically I was alluding to the
deci sions we have made with regard to the Seattle Min,
Seattle Elliott, and Bell evue G encourt exchanges where
Qnest has been given conpetitive classification of T1
and hi gher |evel services.

And by the way, on that point | have done ny
own analysis, and | am confortable sharing our
penetration rates in those exchanges relative to our
penetration rates where Qwest has not been given the

conpetitive classification as evidence of ny statenent.

Q What are those penetration rates?
A In the exchanges --
MS. ANDERL: Well, | guess | will object. |

think that's outside of the scope of any cross that |

had asked and that the witness is sinply volunteering
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1 additional direct testinony.

2 JUDGE MACE: Sust ai ned.

3 MR. FI NNl GAN:  The obj ection was sustai ned

4 before I get a chance --

5 JUDGE MACE: What was your response then?
6 MR, FINNIGAN: | knowit's late in the day,
7 but .

8 There were a whol e series of questions, in

9 fact, nost of Ms. Anderl's questions were related to

10 what areas that Integra had pulled back in and what were
11 the reasons for that, for that decision. And | was

12 doing a followup question to that |ine of questioning
13 by Ms. Anderl, and the wi tness has indicated that he has
14 sone information that woul d be responsive to an

15 understanding of Integra's reason. So | would offer

16 that it is responsive to the cross-exam nation.

17 CHAI RMOVAN SHOWALTER:  Well, |'m not sure,

18 what are we -- if the witness said he pulled back in

19 those exchanges and then it shows a different

20 penetration rate, what are we supposed to nake of that,
21 what is cause, what is effect?

22 MR, FINNIGAN: It would show -- it would

23 verify the subjective statenent with objective nunbers.
24 CHAI RMOVAN SHOWALTER: That he pul | ed back?

25 MR. FINNI GAN:  Ri ght.
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CHAIl R\OMVAN SHOWALTER:  Why woul d that be
Cross?

MR. FINNIGAN: It was | nean there was al so
-- there were a long series of questions by Ms. Ander
as to what markets he pulled back in, Integra pulled
back in, and why they had pulled back in those markets.
And | was just sinply following up for clarification on
t hat question, on that |ine, excuse me, not that
question but that |ine of questions.

MS. ANDERL: Your Honor, we wouldn't expect
to challenge the witness's assertion that he had, in
fact, pulled back in certain markets or that he hadn't
in other markets, and so |I'mnot sure that additiona
obj ective verification of that representation needs to
be made.

JUDGE MACE: Sustain the objection.

COW SSI ONER OSHI E:  Well, isn't this
information already in the record? At least if Integra
had responded to the raw data survey that was submitted
by Staff, at |east there would be sone information in
the record as to their presence in certain exchanges.
I'"massuning that to be true.

MR, FINNIGAN: Well, | certainly believe they
responded to the data request, but whether or not you

could do the calculations on their relative penetration
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rates in different exchanges, | don't know, because |I'm
not, quite frankly, I'mnot famliar enough with the
data to know whether that's possible or not.

CHAl RMOMAN SHOWALTER: | honestly think that
it would not tell us anything, because the witness said
he pulled back, it really puts a nunber to the statenent
that's already nmade, it doesn't qualify, and that's what
cross is there to do, to restore or qualify a statenent
that was made. It doesn't -- excuse ne, redirect.

JUDGE MACE: Well, | sustained the objection,
so.

MR. FINNIGAN: Since it was sustained before
| started, | guess | didn't |ose anything.

CHAl RWOVAN SHOWALTER: And we do have the
information already in the record.

MR, FI NNl GAN:  Ri ght.

BY MR. FI NNI GAN:

Q You had a discussion with Ms. Anderl| about
the use of your one existing switch to serve the entire
state of Washington, and you stated that it was nostly
for economic reasons that you did not want to use one
switch. Could you tell us what those econonic reasons
are?

A Yeah, | would be happy to. It's principally

the cost of transport. It would nmake very little sense



0894

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

in my opinion to build a collocation presence in the,
you know, Northeastern corner of Washington and back al
the traffic including | ocal exchange traffic to Kent,
Washi ngton. That sinply would not do.
MR, FI NNl GAN: That conpletes ny redirect.
JUDGE MACE: Anything from Qnest?

MS. ANDERL: One foll ow up.

RECROSS- EXAMI NATI ON
BY MS. ANDERL:

Q Wth regard to the transport network that you
have represented Integra is building itself or self
provisioning, is that over facilities that Integra has
actual ly constructed or over via |leased capacity from
anot her whol esal e provider?

A It's both.

MS. ANDERL: Ckay, thank you.

JUDGE MACE: Thank you very much, you're
excused.

We indicated that we were going to conme back
at 6:30, naybe we should nmeke it 6:40 to give ourselves
at least an hour for dinner. | wanted to suggest that
when we conme back to cross examne M. WIIlianmson that
we begin with ATG since it seens |ike you need to finish

your cross with himif possible.
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MR, LEVIN. Yes, thank you.
JUDGE MACE: All right, then we're adjourned
until 20 to 7:00.

(Di nner recess taken at 5:40 p.m)

EVENI NG SESSI ON

(6:50 p.m)

(Wtness ROBERT T. WLLIAMSON sworn in.)
JUDGE MACE: |'ve already sworn the w tness
in, and | believe we have to have the witness presented

by Staff first, M. Watson.

Wher eupon,
ROBERT T. W LLI AVMSON,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MS. WATSON:
Q Good eveni ng, would you pl ease state your
nanme for the record, spelling your |ast nane.
A Robert T. WIIliamson, WI-L-L-1-A-MS-ON.
Q And who is your enployer?

A The Washington Uilities and Transportation
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Commi ssi on
Q What is your business address?
A 1300 South Evergreen Park Drive Sout hwest,

Post O fice Box 47250, O ynpia, Washington

Q What is your position with the Conm ssion?
A. Utility engineer on Staff.
Q Are you testifying on behalf of Comm ssion

Staff in this proceedi ng?

A Yes, | am

Q I s Exhibit Number 301T your pre-filed direct
testinmony in this case?

A Yes, it is.

Q Was Exhibit 301T prepared by you or under
your direction?
Yes, it was.
Do you have any changes to Exhibit 301T?
Yes, | do.

And what is that change or are those changes?

> 0 » O >

On page 10, line 12, where it says, first in
the state of Washi ngton npst, change npbst to sone.
JUDGE MACE: Hold on just a nonment so we can
make the change.
Al'l right, go ahead.
A And then on line 14, the end of that sentence

where it says, for all tel ephone nunbers served by a
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PBX, cross that all out.

JUDGE MACE: |'m sorry, cross what out?

THE WTNESS: Cross all of it out, for al
t el ephone nunbers served by a PBX, but |eave the
f oot not e.

JUDGE MACE: The footnote stays?

THE W TNESS: The footnote stays.

MR, LEVIN. Wiit, can you do that again

THE WTNESS: Sure. On line 14 where it
says, for all tel ephone nunbers served by a PBX, cross
that out. Do you want nme to read the sentence then
after the changes?

JUDGE MACE: No, as long as we know al so that
the footnote renmins.

THE W TNESS: The footnote renains.

BY M5. WATSON

Q Do you have any ot her changes to this
exhi bit?

A No, | don't.

Q If | asked you the questions contained in

your pre-filed testinony, would your answers be the sane
wi th that change?

A. Yes, they would be.

Q And are your answers true and correct to the

best of your know edge?
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A. Yes, they are.

MS. WATSON: At this tine | would like to
nove Exhibit 301T into the record.

JUDGE MACE: |s there any objection to the
adm ssion of that exhibit?

Hearing no objection, | will admt that
exhi bit.

M5. WATSON: And it |looks Iike M. WIIlianson
is ready for cross-exam nation

JUDGE MACE: M. Levin.

MR, LEVIN. Thank you.

CROSS-EXAMI NATI ON

BY MR LEVIN:

Q M. WIIlianmson, would you please turn to page
6 of your direct testinobny that you were just
introducing. At line 11 to 12 there's a question there,
and if | were to change the word CLECs to the word Quest
in that question so that it read, can digital services
supplied by Qnest over digital capable | oops be used as
substitutes for basic business exchange service, would
your answer still be yes?

A. I'"'mnot sure, and that's why I'mtaking a
little tine. Inline 13, if what you're getting at is

T1, ISDN, BRI, and xDSL --
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1 Q Well, you say | nmean right -- your beginning
2 of your answer to that question is yes, and |I'm asking

3 you, if | change the word CLECs to the word Qmest, would

4 your answer still be yes, or would it change to no?
5 A. It would be yes.
6 Q And that's because the services provided by

7 the CLECs from a technol ogy standpoint aren't any

8 different than the services provided by Qwest?

9 A That's correct.

10 Q So Qnest's own digital services can al so be
11 used as substitutes for Qmest's business basic exchange
12 services?

13 A | believe that's true.

14 Q And all of the statements you nake in this
15 answer about the capabilities of the CLECs' digita

16 services apply as well to Qwnest digital services?

17 A Yes.

18 Q It's true, is it not, that the market for al
19 of these services is the voice services market for

20 busi ness, isn't it?

21 A | believe that's true.

22 Q And that's really the market we're talking
23 about in this docket?

24 A I"'mnot sure that I'mreally the right one to

25 ask that to, because |I'mjust looking at it froma
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techni cal point of view

Q From a technical point of view though, we're
tal ki ng about the voice services market --

A Yes.

Q -- whet her provided over analog or digita
facilities?

A It is the voice narket.

Q So if we then look at page 7, lines 3 to 5
where you say that because of the substitution
opportunities Qwest is missing or understating
conpetitors' market share in business, basic business
exchange services by excl udi ng unbundl ed | oops typically
associated with digital services, you are only
considering the conpetitors' digital services and not
Qnest as part of the market when you say that; isn't
that right?

A I did based on ny experience working for a
CLEC. The way that we served, when | worked for TCG
the way that we served a nunber of custoners that we
couldn't bill to was to lease a digital facility from
Qnest or Verizon and then attach that to our switch and
serve the customer over a T1l, so 24 DSO circuits. So
had that in mnd when | answered this question.

Q But as we were saying a mnute ago, with that

TCG service, you're providing a voice service over a
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1 digital facility, whether it's a leased facility or it's
2 owned by the CLEC?

3 A Provi ded anal og voice service over digita

4 facilities, true

5 Q All voice services are analog ultimtely,

6 aren't they?

7 A At sone end, yes.

8 Q True?

9 A At the tel ephone at |east.

10 Q I nmean the difference between a digita

11 service and an anal og service when we're tal king about
12 voice is really a question of where it's converted to
13 digits as opposed to an anal og wave?

14 A That's true, but the difference between a
15 digital service that we're tal king about or an anal og
16 service is not quite the sane. It is where it's

17 changed, but analog service is delivered to the

18 custoner's equi pnment as an anal og service, not as a
19 digital service

20 Q And both Qwest and the CLECs, that is the
21 facilities based CLECs, typically have the ability to
22 deliver voice service either as an analog circuit or as
23 a digital circuit to the custonmer premni ses?

24 A That's true.

25 Q Now i n your testinony, you have a di scussion
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that | think begins on page 4 where you talk about --
you're trying to explain the difference between, the
basic di fference between analog and digital. And in the
course of that discussion, you get into a discussion of
the renoval of bridged taps and |oad coils in order to
provide digital services, and that's basically how you
get a loop ready to provide digital services, isn't it?

A Yeah.

Q And it's true that depending on the digita
service, there are many digital services that can be
provi ded over the old copper twi sted pairs?

A Yes, if it's healthy copper.

Q Yeah. And but you still have to get the
bridged taps and the load coils off in order for that
not to have noise and interference on that circuit?

A That's true.

Q And those statenents are true for both Quest
and CLEC digital voice services, that you have to do the

same thing to get the loop ready for their digita

service?
A That's true.
Q And that's not an extraordinary process, it

happens every day at Qwest, doesn't it, either for its
own services or a CLEC s?

A They do it every day. | only hesitate with
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extraordinary, if you're a splicer in the rain doing it,
but you're right, that is done every day for both
conpani es, CLECs as well as |LECs.

Q So the things about a circuit that are really
good for analog voice turn out not to be so good when
you get to do digital voice?

A That's true.

Q Is it your understanding that Qeaest in the
authority that it got in the previous classification
docket UT-000883, that the authority that it got was for
both anal og and digital services provided over DS1s?

A DS1 or above.

JUDGE MACE: |'msorry, |I'mnot understandi ng
your answers, if you could speak a little nore slowy

and clearly, thank you.

A It's nmy understanding yes, that it's DSl and
above.
Q In both analog and digital?
Yes. Well, let me think about that a second.
| wasn't here for that, so |I'mnot as famliar. It was

my belief that it was digital services at DSl and above,
so that would include digital service such as BRI, BRS

service, |SDN service, digital transport service, but I

don't believe it included analog carried over DS1

Q And we could check that | assume by | ooking
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at Qnest tariffs and price lists to see what they filed

that the Staff would have approved?

A Yes.

Q Let's talk for a bit about voice over |P.
First of all, VolP stands for voice over Internet
prot ocol ?

A Yes, it does.

Q Isn'"t that right? And Internet protocol is a

node of digital transmission, is it not?

A Yes, it is.

Q And in this node, the data, which can be
voi ce or just regular data service, is divided up into
dat a packets, and those packets are di sassenbl ed as they
travel and reassenbl ed when they get to their
destinati on?

A That's true.

Q And that's basically a software function that
depends on the information that's programed into what's
call ed the packet header?

A That's true.

Q And when it's used for voice, it's called
voi ce over |P?

A Yes.

Q And the voice over, the Internet protoco

itself was devel oped in the context of ARPANET when the
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1 Internet was getting started?
2 A Yes, it was.
3 JUDGE MACE: |'msorry, what was it that you

4 called it?

5 MR, LEVIN.  ARPANET.

6 BY MR. LEVIN:

7 Q When they -- basically it was a Defense

8 Department project to get the Internet started?

9 A That's true. And then it was used for

10 col | eges, universities.

11 Q The idea was to have a network that was

12 survi vabl e even no matter what happened, if there were a
13 bombi ng or a catastrophe or a war and part of the

14 net work went down, the data would continue to route over
15 ot her nodes?

16 A That's true al so.

17 Q Now there are several other digital nethods

18 used for transni ssion of voice, aren't there?

19 A Yes, there are.

20 Q For exanple, tinme division nultiplexing?

21 A Ri ght.

22 Q Asynchronous transm ssion node or ATM?

23 A Yes, that's true.

24 JUDGE MACE: Try to wait for the end of his

25 guesti on.
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THE W TNESS: Sorry.

JUDGE MACE: That way she can get what
everybody is saying.
BY MR LEVIN:

Q In fact, in ATM the data is al so divided up
and instead they don't call it package, they call it
cells, but it's reassenbl ed when received?

A. That's true.

Q And there's a difference which is very
i mportant to software programrers but isn't rea
essential to our understanding of the difference between
ATM and voice over IP, is it?

A I'"msorry, rephrase the question

Q In other words, the difference between cells
and packets isn't all that significant to fol ks who are
trying to understand the way the phone network works?

A That's true. It's very interesting to an
engi neer, but that's true.

Q I'"'mglad we don't have to go any further than
that, because | have just reached the depths of my own
know edge.

And ISDN itself also relies on a packet data
technol ogy standard cal |l ed X25, does it not?

A Well, it is alittle nore than that. The D

channel also signals, it's a signaling channel as well a
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data channel, it uses @31 protocol for signaling. And
in the two B channels, if they're not set up for data,

is truly a circuit switched type of call. It can also
do X25, which is a much ol der type of packet.

Q Packet in one form or another has been around
for a while?

A Yes, it has.

Q So to sumit up, Internet protocol is a newer
formof digital data transm ssion, which |ike the
ot hers, can carry voice?

A That's true.

Q And when it's used for voice, it's called
voi ce over |P?

A That's true.

Q Now you nentioned in your testinony that
there are several carriers who are using voice over or
using I P technology to carry voice?

A Yes, | did.

Q And sone of themare using IP to carry voice
over virtual private networks?

A That's true.

Q Pl ease | ook at Exhibit 313. W excerpted
this froma book that was published and copywited in
1995, as you can see on page 3, and the technology is

somewhat dat ed.
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A Yes, it is.

Q Pre Act?

A Yes, it is.

Q Really pre full deploynment of ATM and

certainly pre voice over |P?

A. And like me, | was a young man with gray hair
in 1995, and things have changed a |ot.

Q But despite the fact that it's now nore than
ei ght years old, the page we have reproduced here has a
di scussion of the virtual private network, so there were
virtual private networks back then well before voice
over |P?

A That's true.

Q And | ooking at this excerpt, this is froma
book that, of course, is witten in a way where it's
trying to explain things through a hypothetica
t el ephone network, so we're being taken here through a
hypot heti cal tel ephone network; isn't that right?

A Yes.

Q And it's based on real technol ogy but kind of
typi cal considerations that a network manager m ght nmake
in planning a voice and data network?

A In 1995, yes.

Q In 1995. And this says, |ooking down three,

wel |, the second paragraph, it says:
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1 Reali zing that interoffice phone calls

2 were costing the conpany tens of

3 t housands of dollars, XYZ, which is the
4 conmpany they have made up here, analyzed
5 its calling patterns and determ ned that
6 creating a VPN, which is a virtua

7 private network, was justifiable. The

8 costs to set up and maintain the VPN

9 were far less than the |ong distance

10 charges being incurred, and the VPN

11 provi ded greater functionality,

12 particularly when it canme to the

13 comput er network

14 That's kind of the typical consideration in

15 pl anni ng, especially at the enterprise level, a

16 corporate network?

17 A Particularly in 1995. |It's changed a little
18 t oday.
19 Q And in this hypothetical, the third paragraph

20 they used T1 circuits, which were partitioned into

21 voi ce, video, and data segnents. So you could also, it
22 was possible as of then to al so have a single network
23 that carried voice, video, and data?

24 A And that woul d be the biggest difference

25 believe fromtoday, because partitioning it would be
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losing a I ot of the good reasons for having VPN Today
it would be nore Iikely to have one |arge |IP pipe and
not partition the voice and data away from each ot her
but take advantage of both of them together

Q So what the IP pipe, as you call it, does is
to provide a nmuch nore efficient node of doing the sane

thing that the VPN did --

A Yes.

Q -- in this exanple in 1995?

A I'msorry, yes.

Q Now i f you | ook at the | ast paragraph of that

section, it says, long distance rates quoted by phone
conpani es, the phone conpani es, AT&T, Sprint, M, et
cetera, are typically mleage based, and it expl ains,
then it goes on to explain how you can use the VPN to
avoid the -- some or all of the toll charges, |ong

di stance charges you otherwi se pay. |s that your

under st andi ng?

A. That's what it says.
MS. WATSON: I'mgoing to interject an
objection here. It seens |ike we're getting pretty far
of f the scope of M. WIlianmson's testinmony. | realize

that it's sonmewhat tied to the VolP issue, but it's
pretty far off the scope of what M. WIIlianmson

di scussed in his testinony.
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JUDGE MACE: M. Levin, can you connect this
up to M. WIlianson's testinmony?

MR, LEVIN. Absolutely, and | will explain
exactly why |'m asking these questions. M. WIIlianson
has suggested that voice over IP as used on corporate
networks is a substitute for the services in this
docket, and what | am denonstrating, and | think | have
al ready pretty much denonstrated, is that it is a
substitute for toll services when it's over corporate
networ ks, not a substitute for |ocal service.

JUDGE MACE: Well, | think I"'mgoing to |et
hi m go ahead at this point.

CHAI RWOVAN SHOWALTER: | think that's fine
The only thing | would add though is it isn't necessary
for you to read everything that's in front of us. You
can have himread that sentence or all of us can, and
then ask him a question about it, just to speed things
up.

JUDGE MACE: And not only that, as you have
sai d, you probably already made your point.

MR. LEVIN: Yeah, I'mdone with this exhibit.
I'"m not quite done with voice over |P.

BY MR. LEVIN:
Q Now I P can also ride on T1s?

A Yes.
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Q And those Tls may be | eased by an enterprise
custoner, that is a l|large corporation or governnent
entity, they may be | eased from Qvest in areas where
Qnest has service?

A. They may be, or they may be | eased fromthe
| argest providers of |IP protocol pipes, which would be
nost of the conpanies here, M, AT&T, Sprint, and Qmest
al so.

Q And they provide Tl service as wel|?

A. They provide an | P pipe over a nunber of

di fferent nmeans, T1 being one.

Q They al so provi de ATM?
A That's true.
Q And that's part of the service that they have

provided for quite sone tinme as part, in fact, the
origins of MCI were providing that kind of service,
weren't they?

A MCl started -- MCl started that way, but
Wor | dCom bought UUNET, which was the | argest provider
so that's now part of M

Q The heavy use of voice over IP in fact right
now is in corporate virtual private networks, isn't it?

A. I don't know that | can agree with that.
There are heavy users of IP in corporate networks. O

et me add, did you say voice over |IP or just |IP?
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Q No, | said IP, but I'mtal king about voice
over |P.

A Okay. |I'mnot sure | can characterize it
that way. You are correct that there are a |lot of |arge
conpani es that are using voice over IP internally. But
in the last year to two years, there's been a | arge
i nflux of small business and residential custoners that
are al so beginning to use voice over |IP

Q Okay, |'mnot tal king about conpanies I|ike
Vonage and Packet8, which run service over the Internet.
I'mtal ki ng about conpani es which use voice over |P for
virtual private networks at the enterprise |evel.

A Most peopl e don't have virtual private
network at their small business, so you're correct.

Q Okay. The other option for the use of voice
over P is the other one that you have nentioned in your
testi mony, and those are the conpanies |ike Vonage and
Packet 8, those conpanies?

A Yes.

Q And t hose are conpanies that typically
transmt some or nost of their service over the public
I nternet?

A. That's true. Although part of the path that
they take may be over their own private network. The

cust oner accesses Vonage or Packet8 over the Internet,
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but then Packet8 or Vonage may carry that |ong distance
over their internal |IP network.

Q To the extent that the data runs over the
Internet, there is a security issue, isn't there, that
is the public Internet?

A. Yes, but that's another place that virtua
private networks changed drastically from 1995. There
are a nunber of security issues that have to be dealt
with now on a VPN

Q But it's a lot easier to manage on a VPN
where you have control of the network than it is on the
public Internet where you can be bouncing to nodes al
over the country that you have no control over?

A. To a degree | would agree with that to get to
the conpany that you're going to use, the Vonage or the
Packet 8 or an AT&T or an MClI. After you get off the
Internet, then the problemis less since you' re on a
private network, yeah.

Q Now custoners who buy service froma conpany
i ke Vonage or Packet8 may not be able to keep their
t el ephone nunbers when they go over to those conpani es;
is that right?

A. My understanding is that Vonage and Packet 8
both use CLECs to gain nunbers for their custoners, and

as such, the same rules apply for nunber portability for
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1 them as do any ot her conpani es.

2 Q Doesn't it say on the Vonage Wb site, you
3 may not be able to keep your numnber?

4 A The sane as if you go to -- if you nove and
5 go to a CLEC and want to keep your number. | mean the
6 same rules apply. You have to stay in the same rate

7 center to be able to keep your nunber

8 Q Have you | ooked into whether if a custoner
9 | eaves Vonage they can take their nunber with themif
10 they get a nunber from Vonage?
11 A My understanding is the sane rules apply,
12 because it's a CLEC who has the nunber and not truly
13  Vonage.
14 Q Vonage custoners are not entitled to
15 automatic directory listing, are they?
16 A | don't believe so.
17 Q Now pl ease | ook at Exhibit 314, and this is a
18 page froma Vonage Wb site, and it's a quick
19 installation guide for the ATA. Now when you sign up

20 for Vonage, no installer shows up, right?

21 A That's true.

22 Q Package comes in the mail?
23 A That's true.

24 Q And you install it yourself?
25 A Yes.
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Q And all of the problens that are nentioned
here are things that nay cone up that you have to dea
with without any hel p except naybe tel ephone support?

A | suppose that's true.

Q And if there's a problem you service it
yourself too, right?

A | believe that's true, although | believe
that's true if you go buy your own tel ephone and connect
it to a CLECline or a Qwest line also.

Q Well, but if the problemis in the line, you
can have the CLEC come out?

A But if it's in the line fromthe demark, then
you have to fix it yourself.

Q Ri ght, but we're tal ki ng about somethi ng now

that's hooked up to the Internet, right?

A Yes.

Q On a high speed connection?

A Yes. | have one at hone.

Q And if the equi pment you get from Vonage,

this ATA mal functions and you have di sconnected your
regul ar tel ephone service, you're out of service?

A That's probably true.

Q That's not too likely to be attractive to
busi ness, is it?

A I"'msorry, but | believe it's the sanme as if
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I go buy a phone from sonewhere el se and the phone goes
dead and that's the only one | have, then you have to go
buy anot her phone or you have to find a replacenent.
It's true, but it's true in both cases.

Q You need a high speed connection to the
Internet to use a Vonage type service?

A Yes, you do.

Q And if your connection is DSL, you still need

to keep your phone |ine?

A That's true.

Q So you renmain a wireline custoner?

A That's true.

Q But you save sone |ong di stance charges?

A. Well, | think you save nore than that
depending on the service. |If all you have is one

tel ephone and that's all you require, then this my or
may not be as good for you. But if you're a custoner
who has a small office and nmaybe two or three |ines, you
may find that keeping your wireline as one line, a
Vonage |line as another, and a cell phone as a third is a
great boon for you.

Q Pl ease turn to page 10 in your testinony
starting at line 12, that area where you nade those
changes.

A Yes, |'mthere.
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Q Yes. You are obviously aware that rules in
the state of Washington require some PBX operators to
update 911 records?

A That's very true

Q And they're required to do that through a
service called ALI or PSALI; is that right?

A Yes.

Q And t hat nmeans they have to subscribe to
t hose services fromthe phone conpany?

A. The phone conpany normally does that for
them but yes.

Q And what that does is it provides the
| ocation identification for the phone set in the event
there's an energency so they don't just get office

conpl ex, they get office conplex, building D, floor C,

of fice 2.

A That's correct, and a call back nunber as
wel

Q Are you al so aware that Washi ngton has

statutes that require schools, for exanple, neke it
unl awful for schools to install service that does not
i nclude autormatic |ine identification?

A. Yes, | believe that's the WAC that's on ny
note attached, it's 118-68-050, paragraph 2.

Q Pl ease turn to Exhibit 315, and turn to page
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1 3. Nowthis is -- | gave you, when we identified the
2 docunent, we gave you the place on the Vonage Wb site
3 where you could find this.

4 A I did.

5 Q And this is, in fact, their small business
6 ternms of service agreement?

7 A Yes, it is, the words are all the sane.

8 Q At 2.1 they've got a paragraph here that

9 tal ks about the non-availability of traditional 911 or
10 E911 dialing service.

11 A That's true.

12 Q And | think all caps, does not support

13 traditional 911 or E911 access to energency services.
14 Do you see that?

15 A Yes.

16 Q So you don't have E911 if you subscribe to
17 Vonage?

18 A You don't have E911 as you would with a

19 wi reline phone, but you do have access to public service
20 answering points if you follow their instructions

21 t hrough here.

22 Q But it's not automatic line identification?
23 A No.

24 Q It's self line identification?

25 A The way it works is they explain it in the
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FCC Docket 94102 is that if you follow the instructions
here, you build in your address of your |iving quarters,
and then Vonage with a contract through --

Q I nt rado?

A. I ntrado, thank you, that just left nme, who is
the | argest provider of 911 database service, searches
your address, finds the correct answering point, and
t hen when your call, when you dial 911, it dials the
adm nistrative line at the public service answering
point. So it does bypass the data base that brings up
the address and a call back nunmber, but you do get a 911
oper ator.

Q Ri ght, but what you get is you get sonething

that | ooks a lot nmore like the old 911 --

A. Very rmuch.

Q -- than E911.

A. Very true.

Q And so |I'm not asking you legally, but as a

matter of policy, it looks like there might be a problem
usi ng the Vonage service in any place where state | aw
and rule requires automatic line identification.

A I would say that that is a |arge concern for
comm ssions like ours, and the difference may be if we
or the FCC decides that this is a tel ecomunications

service. At the nonment, they do not register with us,
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so they're not a tel econmuni cati ons service.

Q But the onus of the Washington |aws and rules
also fall on fol ks who purchase tel ephone service and
provide it to others like in schools or office
conpl exes, shared tenant situations?

A. If they purchase tel ecommunications service
and provide it to others, then that's true.

Q And they can only purchase service that
i ncludes automatic line identification?

A If it's teleconmunications in this state,
that's true.

Q Well, okay, | nmean the statutes say what the
statutes say. But if they substituted Vonage service
t hrough their PBX for the service that they now got,

they | ose E9117

A They | ose, yes, they lose E911. Before Apri
of, I"'msorry, before April of this year, Vonage had no
911 service at all, so it was a relatively new service

that they're trying to work on with Intrado. And

think there is nmore interest in 911 now because there
are nore people who are buying Vonage, and that's why
the pressure is on regulatory agencies as well as 911 to
| ook at Vonage and deci de whether it's

t el ecomruni cati ons or not.

Q But right now they're experinenting with 911
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and don't have E911?

A

That's true, they're working with Intrado to

try and cone up with an E911 service

Q

Even their 911 service has just been

introduced in the | ast few nonths?

A
Q
won't t

subj ect

Since April of this year.
Now you have read through this agreenent,
ake you through every piece of it, but that

of their not having 911 and wanting to be

rel eased fromany liability for that seens to cones up

agai n and again and again, doesn't it?

o > O >F

out age

> o » O >

Q
reconfi

A

Yes, it does.

They seem worried about it?

I'"'msure they see it as a liability.

Now even their 911 service if there's a power
doesn't conme back up autommtically, does it?

Coul d you point ne to where that says that?

Let me see if | can find it.

Oh, | found it w thout you.

Thank you.

It's Paragraph 2.3.1.

So if there's a power failure, you have to
gure your E911 service?

It says:

A power failure or disruption may
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require the custoner to reset or

reconfigure equipnent prior to utilizing

the service or 911 dialing.

The way | read that is you have to get your
servi ce back before you can dial 911, not that you have
to redo your 911.

May require the custoner to reset or

reconfigure equipnent prior to utilizing

the service

Q And at 2.4 when you plug in your Vonage
phone, you don't have 911 service at all unless you
activate it?

A That's true, and to activate it you have to
put your address in.

Q And if you make a mi stake in designating your

address, they don't have any way to check on it?

A I would say that's probably true.

Q I nmean 2.5 says if you nake a mistake, it's
on you.

A I'"'m sure they don't know where you |ive.

Q And if you change your phone nunber, 2.6 says

you got to reactivate it again or you don't have 911; is
that right?
A That woul d nmeke sense since it's a new

t el ephone nunber.
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1 Q But it comes automatically fromthe phone

2 conpany?

3 A There's a |l ot of work that goes on behind it,
4 but yes, it does cone automatically to the custoner.

5 Q 2.9 warns custoners that if there's network
6 congestion, their 911 may go slower than what they're

7 used to on the public switch network. |Is that right?

8 A That's true, and they explained that also in
9 their coments to the FCC on the sane docket.

10 Q And at 2.10 they nention that automatic

11 nunber identification may not be available with their

12 service

13 A To the PSAP, to the public service answering
14 poi nt.

15 JUDGE MACE: M. Levin, | don't want to

16 interrupt the flow of your cross-exani nation, but | just

17 want to point out, to the extent this docunent cones

18 into the record, you can cite it in your brief. And I'm
19 not sure it's of nuch value to the record for you

20 necessarily to go through every single one of these

21 paragraphs with M. WIlIliamson and just have him

22 identify the paragraph essentially.

23 MR LEVIN. |I'mjust about done. | m ght

24 have one nore question. Thank you.

25 BY MR. LEVIN
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Q I n your experience, businesses are concerned
with reliability and continuity of service, aren't they,
in their tel ecomuni cations service?

A I would say that's true

Q They tend to rely on it pretty nmuch as a
lifeline, or it may be the primary route that business
cones to then?

A. That's true.

Q And have you observed that under 4.4 Vonage
reserves the right to termnate at any tine for no
reason at all, term nate service, first sentence?

A It goes on to give reasons, but the first

sentence says that they can di sconnect it.

Q At any tine at its sole discretion?

A That's what the sentence reads.

Q Pl ease turn to Exhibit 302. |In this exhibit,
we gave you a definition that we found at a -- do you
have that? |[|'m sorry.

A. I'"m al nost there. Mist be getting late. [|I'm
sorry, | don't have a 302, or | misnmarked nmy pages. Oh,
I"'msorry, | found it. | had it nmarked incorrectly.

Q And this is we gave you a definition that

came froma Web dictionary.
A Yes.

Q And you agreed with the description, and you
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made a change, you said, to the LEC or CLEC, a physica
line connecting to the LEC or CLEC. What's the
signi ficance of that change?

A Well, ny understanding what the -- or
didn't understand the first paragraph. Wat the service
isis to allow a PBX owner to have tel ephone nunbers for
every set within the PBX but only have to connect a nuch
smal | er nunmber of connections to a LEC or a CLEC. They
may have 100 enpl oyees working inside the PBX with 100
t el ephone |ines but only have to connect to 10 trunks to
a LEC or a CLEC. | didn't read the |ast sentence to
read that way in that first paragraph.

Q | see. And, in fact, a typical planning
ratio is ten to one, isn't it?

A Yes, it is, that's the rule of thunb.

Q Kind of the standard. So for every ten phone
stations, you have one phone |ine?

A Normal |y, dependi ng on the type of business,
but you're right, that is the rule of thunb.

Q And DI D service is technology neutral, that
is it's available both for anal og and digital PBX?

A That's true.

Q And then on -- turn to please Exhibit 303.
That was our data request 1-004.

A ' mthere.
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Q Do you have that? And you di sagreed with --
this is a definition of Internet tel ephony that we got

fromthe same Wb encycl opedi a source, and you di sagreed

with it because you said it -- basically it was dated.
A That's true.
Q Sonewhat. And you say that there's sone
i mprovenent in voice quality. |Is that right?
A. That's true.
Q But otherw se that you don't have a probl em

with the definition?

A That's true. It was a little nore detail ed
than that, but that's true. |In fact, there are a |ot of
really cool engineering things in the rest of that that
enhance voi ce.

Q It's a work in progress though still, isn't

A I wouldn't say that it's totally mature, but
it does no |onger have the earlier pinples and bl em shes
of the early days.

Q Now we had attached to our discovery request
a paper by a Dr. Hall, and | think that has becone an
exhibit of M. Gates.

A | believe that's true.

Q And that is the subject of Exhibit 304. And

agai n your response here -- and what Dr. Hall was doing
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I guess was testing for voice quality, trying to cone up
with neasures of voice quality for voice over |P?

A He was really trying to find a way to be able
to nmeasure voice quality. That really was the subject
of his paper, not so nuch testing voice quality, but to
find a way to test voice quality.

Q And you basically -- your only kind of
di sagreenment with what we said in that question is that
you think again that it's sonmewhat dated and that sone
advances have been nmde?

A I would say there are | arger advances than
the way you have stated. But yes, voice quality is much
better, and if you quote the Gol dman Sachs report, they
say if it's engineered correctly and uses the new
software that it's close or virtually the sane as tol
grade voice. And that also is found in the European
tel ecommuni cation standard institute's test, the NC test
in France in 2002, so it was a little newer test.

Q Now i f sonebody places a call on a voice over
| P tel ephone that uses the Internet, and | don't have a
-- and is calling ne, and I don't have a voice over
I nternet phone, that call has to terminate to the public
switch network for themto reach nme; isn't that right?

A Yes, it does.

Q And if | want to call them that call has to
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originate over the public switch network to reach them
if I don't have a voice over |P?

A I"msorry, | thought you said if you
originated the call

Q Well, at first the call was term nated to ne,
and | don't have an I P phone, so it goes over the -- it

term nates over the network.

A. That's correct.
Q Public network. And then turning it around,
| still don't have an | P phone, and | want to cal

somebody who's got a Vonage nunber, and that goes out
over the regular public switch network, doesn't it?
A Yes, it does.
Q Exhi bit 309, we asked you to adnit the DID
trunks serving PBXs are digital services, and you

replied that they're nost likely digital services but

can be provided as an analog service. |Is that right?
A That's true, that's what | said.
Q So nost PBX trunks out there then are, in

fact, digital these days?

A Yes, | would say nobst are.
Q If I wanted to buy an analog PBX at this
point, | probably would have to | ook an eBay, woul dn't

I ?

A I think you're probably right.
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Q Exhi bit 310, and we asked you to admt that
DSO equi val ent voice channels created using tine
di vi sion nultipl exing and post code nodul ati on provi ded
over channelized T1 or T3 facilities are digita
servi ces.

CHAl RMOVAN SHOWALTER: Can you sl ow down.
MR LEVIN. |'msorry.
BY MR, LEVIN

Q That was fram ng the question, and you
replied, and I didn't understand your reply here, you
said that those are indeed digital services, but the
voi ce services carried over them may be anal og. What do
you nean by that?

A. VWhat | nmean is that if I want to buy anal og
service froma CLEC or a LEC and there are not enough
facilities to get the analog service to ne, the LEC of
whi chever variety may put that on a digital service,
convert it to digital, and then reconvert it to anal og
to deliver it to ne. And we have tal ked about that a
nunber of tinmes today. |It's very standard in today's
world to do.

Q Okay. So in other words, what you're saying
is, for exanple, if you had a digital |oop carrier and
you had fiber up to the digital loop carrier and then

you had copper on the other side to the custoner's
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1 prem ses, in order to put it on the copper and make it
2 go to ny anal og phone, it would have to be converted at
3 that point?

4 A That's true, or to deliver service to a
5 business in a multistory building, you could deliver 24
6 DSO anal og services to that building over a T1.
7 Q And that's where the business still has, for

8 exanpl e, an anal og PBX?

9 A Anal og set or a key systemor a PBX. Mbre
10 likely it would be an anal og set or a key system

11 Q And with regard to Exhibit 311 then, |

12 didn't, again, | didn't understand your response, and it

13 was for the same reason; is that right?

14 A. Yes, it was, and you will find 312 is the

15 sanme, | believe.

16 Q Okay.

17 A | basically just wanted to nake sure that we

18 differentiated between the transport and the service
19 itself.

20 Q | guess one point that could be drawn from
21 this is that DSls are flexible and can be used to

22 deliver analog or digital services?

23 A That's true.

24 Q And what you deliver over that may perform

25 the sane functionality for the custoner, you're just



0932

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

tailoring it to the equi pment that they happen to have?
A That's true.

MR, LEVIN. Thank you. At this tine, let ne
see what exhibits we used here, we would nove the
adm ssion of Exhibit 302, 303, 304, 305, 306, no, |I'm
sorry, not 306, 306 and 307 we are not noving. 309,
310 --

JUDGE MACE: And so you're not noving 308
either?

MR, LEVIN: No.

JUDGE MACE: Okay, thank you.

MR. LEVIN. 310, 311, 312, 313, 314, and 315.

JUDGE MACE: |Is there any objection to the
adm ssion of those proposed exhibits?

MS. WATSON: No obj ection.

JUDGE MACE: | will admt those exhibits.

Let's see here, Ms. Friesen

M5. FRIESEN: | have no cross at this point,
t hank you.

JUDGE MACE: And | haven't called on you,
Ms. Singer Nel son, because you indicated you woul d not
be crossing this witness.

MS. SINGER NELSON: That's right, Your Honor

JUDGE MACE: All right.

Public Counsel, | don't have you down for any
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1 cross for this wtness.

2 MR. FFI TCH: That's correct, Your Honor, no
3 Cross.

4 JUDGE MACE: And M. Mel nikoff.

5 MR, MELNI KOFF: | just have a coupl e of

6 guesti ons.

7 JUDGE MACE: Co ahead.

8 MR. MELNI KOFF: O one compound question

9 CHAl RMOVAN SHOWALTER: Use the microphone.
10

11 CROSS- EXAMI NATI ON

12 BY MR MELNI KOFF

13 Q Good evening, M. WIIianson

14 A. Good eveni ng.

15 Q I'"'m Steve Mel ni kof f representing Departnent
16 of Defense and Federal Executive Agencies. Is it true
17 that Vol P services introduced problens or at |east

18 i ssues to be considered that need to be consi dered by
19 the custonmer in terms of security? | think you touched
20 alittle on this with M. Levin.

21 A Where it's on the public Internet, there is

22 al ways a concern for security.
23 Q I nteroperability?
24 A Interoperability with other tel ephone

25 services, or |'mnot sure --
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Q O her tel ephone services, other equi pnment
that the custoner nmay have.

A Particularly if you were going to a |arge
custoner that's going to do a VPN, there may be concerns
on the type of routers that they' re using or servers,
that's true.

Q And nmaybe interoperability with other

net wor ks such as a DSN defense, what is it, defense --

A DI SA and DI SN?
Q Yes.
A Yes.
JUDGE MACE: | don't know what you're talking

about. One of you is going to need to tell us what
you' re tal ki ng about.
THE W TNESS: Defense Information Switch
Agency is the agency that the governnent, the nmilitary
anyway, gets their tel ephone service through. And DI SN
is DI-S-N, defense Informati on Switch Network.
JUDGE MACE: Thank you.
BY MR MELN KOFF
Q So that would be, VolP would be a -- would
rai se interoperability issues, concerns for |arge
custoners |i ke DOD and Federal Executive Agencies?
A I"'maware, |'msorry, |I'maware that at Fort

Huachuca, Arizona there has been interoperability
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testing that has begun with VolP, and |I believe that the
DISA is concerned with all the issues you spoke of.
Al t hough, excuse ne, | know the Navy has installed IP
PBXs in a number of places, which has not nmade everybody
happy in the Navy, but they do exist, and they're in
servi ce today.

Q And as you were suggesting, there is a
concern within the hierarchy of the government over the
installations of those VolP networks, VolP equipment; is

that correct?

A Anywhere on the DOD there is concern with al
comuni cations, and | got that firsthand in Hawaii, so
it is very painful. Yes, it's very true, they are very

concerned with all comrunicati ons equi pnrent, and
particularly with anything that may be touched by the
Internet, the public Internet, or may be nonitored, you
know, and they're just not sure of the quality of that
for DOD.
Q And | take it your statenent also that you
just made, that concern also includes wireless systens?
A It did when | was involved with it.
JUDGE MACE: |t did?
THE W TNESS: Yes, it did, sorry.
JUDGE MACE: Thank you.

BY MR. MELN KOFF:
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Q So we touched about security, we touched
about interoperability, what about survivability?

A I"'msure that's a concern, although |'m sure
this is public know edge so | can nmention it, the
government, the Army, Navy, Air Force, Marines has used
IP for a long time even on the battleground for
communi cations, secured and unsecured, so they're very

aware of how I P works over radio as well as over wre.

Q | P?
A P itself.
Q What about quality of the transmission, is

that a concern that's raised by --

A For this particular service or in general?
Q For Vol P
A. I haven't been firsthand involved with the

testing, so | could only guess that that would be.

Q And from your background with AT&T upgradi ng
DOD' s equi pnent on Hawaii, was that the H TS systenf?

A Yes, it was.

Q That's HI-T-S.

MS. FRIESEN. Could | interject just an
adnoni tion here to be careful not to go too closely into
things that m ght be confidenti al

MR, MELNI KOFF: | can appreciate your

concern.
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MS. FRIESEN. Thank you.

MR. MELNI KOFF: | have the same concerns.

MS. FRIESEN. Thank you.

CHAI RMOVAN SHOWALTER: And al so any time you
use initials, if they're not in conmopn use, please tel
us what they are.

BY MR MELNI KOFF:

Q M. WIlianmson, will you tell us what H TS,
HI1-T-S, stands for?

A. Hawaii Information Transfer System

Q Is it your experience that the federa
government is highly interested in those four
categories, security, interoperability, survivability,
and quality of service, alnost sonme would say to an
obsessi on?

A Yes, | would agree with that.

Q Wuld it surprise you that there are severe
limtations and even restrictions on the use of VolP and
wi rel ess services for conmunications in the federa
governnment as a substitute for |ocal exchange, business
| ocal exchange service?

A I would not be surprised unti
interoperability testing was conpleted at places |ike
Fort Huachuca, which it has not, so |I'msure there would

be a concern in DOD. Now in the Departnment of Comrerce
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1 t hey have converted about a quarter of their phones to
2 Vol P, 10,000 to 40,000, but it's not DOD.

3 MR. MELNI KOFF: Thank you, | have no further

4 guesti ons.

5 JUDGE MACE: M. Butler.

6 MR, BUTLER: No questi ons.
7 JUDGE MACE: Commi ssi oners.
8

9 EXAMI NATI ON

10 BY CHAI RWOVAN SHOWALTER

11 Q Well, | find this technical discussion

12 i nteresting, because | think that you are providing the
13 vant age point of the technology. But fromthe point of
14 view of the consumer, at l|least that's the vantage point
15 I want you to think about, but in this discussion so

16 far, it seens that, you know, one posture is to say or
17 to inply, unless you' ve got an apple and an apple, they
18 are not conpetitive with each other. 1'mnot saying

19 that's what anyone said here, there was just evidence
20 gat hered, but one posture is that unless two products
21 are really equivalent, they aren't the same and

22 therefore can't really conpete with each other

23 On the other hand, the whol e point of

24 conpetition is differentiation and different markets and

25 that -- and things that are not quite apples and appl es,
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the nore we have of them the nore we night say there
actually is conpetition going on. But the irony perhaps
is the nore differentiation you have, the | ess each
product can be conpared agai nst each ot her
Isn't it the case that it really is all a

matter of degree. That is, if you have let's take a
true apple and an apple. One |landline owned by an |ILEC
and anot her one fully owned by a CLEC with a plain old
tel ephone at the end of it. Now would you agree that
those two are very conparable froma consuner's point of
Vi ew?

A Yes, | would agree.

Q All right. Now if you change the paradi gm
just slightly, or maybe not so slightly, supposing
i nstead you have a plain old tel ephone on the one hand
and soneone has a wirel ess phone on the other; they are
not absol ute equival ents; would you agree?

A I would agree, but they could conplinment
t hensel ves or conplinent each other, the strength of the

one neking up for the weakness of another, of the other

Q But there is a substantial overlap, isn't
there? For example, | do have right with nme a cel
phone. | could pick it up and use it right here.

A | hope it's not turned on.

Q It's always on, but it's on silent.
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A. Ckay.

Q So where the phone is getting a good signal
the cell phone is getting a good signal and a good
sound, fromny point of view, if |I don't care about
security, then it's the sane as a landline for a

particul ar purpose; is that correct?

A That's true.
Q Now if | were at a | ocation where the cel
phone got a bad signal, it would not be a very good

substitute for an office line, correct?

A That's true al so.

Q On the other hand, there are many pl aces
where ny cell phone has a good signal, but mnmy |andline
is stuck in my office. So to that extent, on that
score, the cell phone offers many possibilities and
therefore is very conpetitive with ny landline, correct?

A. That's true.

Q Now goi ng to voice over Internet protocol, |
take it there are sone types of custoners who woul d not
find it appealing for various reasons that you have
outlined such as security; is that correct?

A That's al so correct.

Q On the other hand, if that is not your
concern, if that is not the custoner's concern, it could

be quite attractive. And on this score, do we have --
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1 do you have know edge of you say Vonage, that's the

2 French way, | don't know if it's Vonage or Vonage, but
3 do you have know edge of growth rates, the growmh rate
4 of Vonage in this state?

5 A. Sadly | don't. | have sonme know edge of

6 growth rate throughout the United States.

7 Q For that conpany?

8 A For that conpany.

9 Q Is that confidential information?

10 A | don't believe so. It was in a press

11 release, and | believe it's in this book sonepl ace, and
12 I can find it for you in a mnute.

13 Q Well, if you know it off the top of your

14 head, go ahead.

15 A This is an estimate. | believe it's

16 somewhere around 50,000 lines since April | believe of
17 this year. They don't have service in every state, so
18 it's difficult to gage how many |ines per state or our
19 state, but | would say that | also have heard that the
20 state of Washington is on the top of the list for

21 connection to Internet for popul ation, which neans we
22 have a pretty high tech group of people living here, and
23 t hose woul d be what | would expect the early adopters of
24 voi ce over |P, but |I have no proof of that.

25 Q And you woul d not know or you don't know if
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1 that's residential or business, or do you?

2 A I don't know. | believe the press article
3 quoted high growh in business. |f you would Ilike, |

4 will find the article, and you can use it here.

5 Q Al right, if it's not in our records.
6 A It's not.
7 CHAl RMOVAN SHOWALTER:  All right, then let's

8 ask for a Bench request for that information
9 JUDGE MACE: Bench Request Nunber 3 and

10 that's the article about?

11 THE W TNESS: Vonage or Vonage sounds a
12 little better.
13 A And maybe of interest to your question or

14 what | think your question is |eading to, M. Shooshan
15 who was here testifying for Qeest | think it was

16 yesterday but it seemed like a long tinme ago, whenever
17 it was, has two Vonage lines at his house and one cel

18 phone, and he works part time fromhis house. That's
19 his home office. And he has landlines in his Maryland
20 office. So he's a perfect type of early adopter of that
21 ki nd of service

22 BY CHAI RWOVAN SHOWALTER:

23 Q And if you have voice over Internet, you must
24 ei ther have cable or a phone line; is that correct?

25 A That's correct, a DSL over a phone line or a
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cabl e nodem

Q So if it's the DSL line, you could and
probably have to pay for a voice part of that |ine?

A That's true, that's nmy understandi ng of the
rule.

Q And if you have voice over Internet, can you
be using your conputer for all your normal purposes and
still either simultaneously or off and on use the voice
over Internet for your voice calls?

A Yes, you can.

Q So in effect, isn't voice over Internet
protocol on a DSL line |ike having two phone |ines?

A That's true, and one that you can meke very
cheap I ong distance calls on or have a tel ephone nunber
fromsome other |ocation, a New York tel ephone nunber,
at your | ocation.

CHAI RWOVAN SHOWALTER:  Ckay, thank you.
JUDGE MACE: Commi ssioner Oshie.
COW SSI ONER OSHI E:  No questi ons.

JUDGE MACE: Redirect.

M5. WATSON: | have no redirect, Your Honor
JUDGE MACE: Thank you, you're excused.

(Di scussion on the Bench.)

JUDGE MACE: We're going to finish up now |

thi nk our next session will be October 1st, but there
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are a couple of itenms | want to take care of before you
all leave the room

One is the matter of Exhibit 83, which was
this lowa Utility Board order that we asked that you
have presented to us. | have marked it Exhibit 83, and
is there any objection to the adm ssion of that as an
exhi bit?

I"mgoing to adnit it as an exhibit.

Al so there was a question about providing,
the tinme for providing record requisitions. Have you
talked with the parties at all about a reasonable tine
frame for that?

M5. ANDERL: No, | haven't had a chance to do
that, Your Honor. | think, we checked our notes today
though, | think we have themall witten down, we don't
need to wait for the transcript, so | would reconmend,
you know, that ten days seens to be a reasonabl e anpunt
of time. Now that |ands on a Sunday, so | would ask
for --

JUDGE MACE: And do you know what that date
is?

MS. ANDERL: Well, ten days fromtoday is the
28th. Monday the 29th is the -- there's the ROC in
Seattle, and | will be at that all -- so if the 30th

were okay for parties, we could certainly provide our
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1 responses by then.

2 JUDGE MACE: |s that a problen? Does anyone
3 have any objection to that?

4 Al right, then Quest will provide those

5 record requisition responses on or before Septenber

6 30t h.

7 MS. ANDERL: Sure, if they're ready sooner
8 we' Il provide them

9 JUDGE MACE: Is there anything el se we need

10 to address before we adjourn?

11 CHAl RMOVAN SHOWALTER: The only thing | want
12 to discuss a little bit is on the 1st we will have

13 Gates, Stacy, and Cowan; is that correct? And fromthe
14 | ooks of it, it would be very difficult to do anything
15 other than that. And the only thing | want to inject
16 here is that -- oh, no, that -- the 1st, let's see,

17 that's only a single day that we have in any event.

18 It's the other day that there's -- okay, then it's very
19 unlikely it seens to ne we will finish on that day.
20 MR. MELNI KOFF: Chai rwonan, when you

21 originally or when Judge Mace originally voiced it, it
22 was COctober 1st and 2nd, | don't know if --

23 JUDGE MACE: If | said that, it was because
24 had down on a little slip of paper those two dates, but

25 | think October 1st is the only date we --
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MR, MELNI KOFF:  Ckay.

CHAl R\MOVAN SHOWALTER:  Wel |, | guess the only
thing I"'mgoing to get at at all is if Public Counse
determines that it's not necessary to wait as long as
the 21st for M. WIlson, then have a discussion to see
if the 2nd is available or not. Just, in other words,
rather than settle this mnute that we're going that
long, if you can advise at sonme point in tinme before too
l ong, we m ght do sonme different kind of scheduling.

But if it goes to that day, it goes to that day, because
I think Qwest has indicated it would accommpdat e t hat
day.

MS. ANDERL: Yes, certainly, if necessary,
but, you know, if we can clear things off our plates
earlier, then | think that's better for everyone not to
have things extend out unnecessarily.

COWM SSI ONER OSHI E:  That woul d be fine, but
if we have to go on the 2nd, | would like to know j ust
as soon as possible, because there will be nmany people
set in motion for this nmeeting on the 2nd, and if it
doesn't happen, then | need to let them know so that
they don't meke their plans and then have nme call on the
1st and say, sorry, but we're going to run over on the
2nd, | won't be there, so that's nmy only request.

CHAI RWOMAN SHOMALTER:  Well, then in that
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1 case, why don't we just say it's going to be the 21st.
2 I think it's just going to be easier.

3 JUDGE MACE: All right, thank you very nuch,
4 we will be back on the record on Cctober 1st.

5 (Hearing adjourned at 8:00 p.m)
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