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INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Gary A. Fleming. My address is 6820 Creekside Ln, Plano, Texas, 75023.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am a consultant for SBC Management Services L.P. (“SBC”) involved with the

switching and policy aspects of the FCC’s Triennial Review Order.
WHAT IS YOUR TELECOMMUNICATIONS EXPERIENCE?

I have over 30 years of telecommunications experience, with the preponderance in
network related positions. I retired from SBC, on November 15, 2001. At the time of
my retirement [ was Vice President-Network Regulatory. In this capacity, [ was
responsible for the development of technical regulatory policies, network interconnection
negotiations, and advocacy of technical regulatory issues at a state and federal level.
During my tenure in this position, I personally testified before several state regulatory
commissions concerning various issues, including SBC’s 271 applications, and

participated in commission sponsored workshops.
PLEASE DESCRIBE YOUR WORK EXPERIENCE WITH SBC.

I was hired by Southwestern Bell Telephone Company (now Southwestern Bell
Telephone, L.P.) in January of 1972 as Chief Operator of a 3CL switchboard operation.
Within six months I was moved to a network position responsible for the administration
of electromechanical switches, and remained in network related fields for the rest of my
career. From 1973 until 1985, I worked in a variety of network positions including
network design, where I was responsible for preparation of network design orders to
augment network switches for electromechanical and electronic switching systems;
network administration with responsibilities for administration of switching and transport
facilities for assigned offices in portions of Oklahoma; and network operations, where I

had responsibility for switch and transport facility maintenance and electromechanical
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switch replacements in eastern Oklahoma. In 1985 I transferred to Bell Communications
Research (now Telcordia) as a Member of Technical Staff where I worked in the North
American Numbering Plan Administration and created and published industry guidelines
for the allocation of numbering resources. In 1987 I was appointed Director-Carrier
Technical Liaison and moderated the Industry Carriers Compatibility Forum, a national
industry forum comprised of local exchange and interexchange carriers which dealt with
technical interconnection issues. In 1989, I returned to Southwestern Bell Telephone
(SWBT) to handle long range network planning for the state of Oklahoma. From 1993
until 1996, I held a series of jobs in the network planning organization for the MOKA
(Missouri, Oklahoma, Kansas and Arkansas) region which included responsibilities for
network planning process improvement; wire center forecasting, trunk facilities
management, numbering planning and network regulatory planning and network
interconnection negotiations. I assumed responsibility for the implementation of Local
Number Portability (LNP) for SWBT in 1996 during which time I served as SBC’s
representative to the North American Numbering Council (NANC) LNP Administration
Working Group and as President of the Southwest Region Portability Company Limited
Liability Corporation. I continued in that role until 1998, when I assumed responsibility
for network regulatory management for all of Southwestern Bell Telephone Company. I
continued in this position, with a title change to Executive Director-Network Regulatory

and then Vice President-Network Regulatory until my retirement.
WHAT IS YOUR EDUCATIONAL BACKGROUND?

I hold a Bachelor of Science degree in General Engineering from Oklahoma State
University. I also have completed training courses conducted by the Bell System, AT&T
(Lucent), Northern Telcom (Nortel), Bellcore (Telcordia) and SWBT on network

switching systems.
WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I will address the appropriate definition of geographic markets in the state of Missouri for

the purposes of the mass market switching analysis required by the FCC and the
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A.

appropriate DSO cutoff level for differentiating the mass market from the enterprise

market.

COULD YOU PROVIDE A “ROADMAP” OF SBC MISSOURTI’S TESTIMONY
IN THIS PROCEEDING?

Yes. I will provide certain facts and positions supporting SBC Missouri’s definition of
the geographic market and the DSO cutoff. Dr. Tim Tardiff addresses the definition of

geographic markets from an economic perspective.
HOW IS YOUR TESTIMONY ORGANIZED?

I will first discuss what SBC Missouri believes is the proper definition of a geographic
market and present information to support that definition. I will next discuss the proper

DSO0 cutoff level for defining “enterprise” customers.
ARE YOU INCLUDING ANY ATTACHMENTS WITH YOUR TESTIMONY?

Yes. I have included several attachments as described below:

e Schedule GAF-1 — Metropolitan Statistical Areas in Missouri

e Schedule GAF-2HC — SBC Missouri central offices with ported numbers,
collocation, EELs, UNE Loops, ALs, and UNE-P lines

e Schedule GAF-3 — CLEC switches in Missouri
e Schedule GAF-4 — Summary of NXX codes assigned to CLECs

e Schedule GAF-5— AT&T Schedule JR-3 from the testimony of Javier Rodriguez in
Case No. TO-2001-455.

e Schedule GAF-6 — CLEC Integrated Access Analysis
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II.

Q.

OVERVIEW OF FCC’S MASS MARKET SWITCHING CONCLUSIONS

WHAT FINDING DID THE FCC MAKE WITH RESPECT TO THE
UNBUNDLING OF LOCAL CIRCUIT SWITCHING FOR THE MASS
MARKET?

Although it made a national finding of impairment with respect to local circuit switching
for the mass market (based solely on alleged hot cut related costs and difficulties), the
FCC stated in the Triennial Review Order (TRO) that “a more granular analysis may
reveal that a particular market is not subject to impairment in the absence of unbundled

91

local circuit switching.”” As the FCC explained, “[b]ecause our [impairment] standard
and the guidance from the [D.C. Circuit’s] USTA decision require that the determination
of impairment be made on a granular basis, and because the record provides insufficient
evidence concerning the characteristics of particular markets, we find it appropriate to

ask the states to assess impairment in the mass market on a market-by-market basis.”

CAN YOU PLEASE PROVIDE AN OVERVIEW OF THE ACTIVITIES
ASSIGNED TO THE STATES?

Yes. The state activities include:

e Determining the geographic markets;

e Establishing a DSO “cut-off,” which serves to differentiate between the mass
market and the enterprise market;

e Applying two local switching triggers to the geographic markets;

o If neither of the triggers is satisfied in a geographic market, determining the
potential ability of CLECs to deploy their own switches to serve the geographic
market;

1

In the Matter of Review of the Section 251 Unbundling Obligations of Incumbent Local Exchange Carriers

(CC Docket No. 01-338), In the Matter of Implementation of the Local Competition Provisions of the
Telecommunications Act of 1996 (CC Docket No. 96-98), In the Matter of Deployment of Wireline Services Offering
Advanced Telecommunications Capability (CC Docket No. 98-147); Report and Order and Order on Remand and
Further Notice of Proposed Rulemaking, FCC 03-36 (released August 21, 2003) (“Triennial Review Order” or
“TRO”), Y 461.

2

Id., 9 493.
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I11.

e [fthe state commission determines that CLECs are impaired without access to
unbundled switching, determining whether rolling (e.g., 90-day) access to
unbundled local circuit switching would eliminate the impairment.

I will address the first two of these activities in more detail in my testimony below. I will
not be discussing the application of the local switching triggers to these areas in this

phase of the proceedings.

GEOGRAPHIC MARKET DEFINITION

A. Principles of Geographic Market Definition.

DID THE FCC PROVIDE ANY DIRECTION TO STATE COMMISSIONS
REGARDING THE ESTABLISHMENT OF APPROPRIATE GEOGRAPHIC
MARKETS?

Yes. The FCC determined that the geographic market for mass market switching may
not be as large as the entire state, nor may it be so small that it fails to reflect available
scale and scope economies from serving a wider market. The FCC’s specific rule

regarding geographic market definition identifies three criteria that must be considered:

Market definition. A state commission shall define the markets in which it
will evaluate impairment by determining the relevant geographic area to
include in each market. In defining markets, a state commission shall take
into consideration [1] the locations of mass market customers actually being
served (if any) by competitors, [2] the variation in factors affecting
competitors’ ability to serve each group of customers, and [3] competitors’
ability to target and serve specific markets profitably and efficiently using
currently available technologies. A state commission shall not define the
relevant geographic area as the entire state.’

Paragraph 496 of the Triennial Review Order lists specific factors that a state commission
may elect to consider in defining a geographic market. These are “how competitors

ability to use self-provisioned switches or switches provided by a third-party wholesaler

99, ¢

to serve various groups of customers varies geographically”; “how UNE loop rates vary

99, ¢

across the state”; “how retail rates vary geographically”; “how the number of high-

347 CFR. § 51.319(d)2)(0).
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revenue customers varies geographically”; and “how the cost of serving customers varies
according to the size of the wire center and the location of the wire center”; and

“variations in the ability of wire centers to provide adequate collocation space and handle
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large numbers of hot cuts.”

B. Definition of Geographic Markets in Missouri.

DOES SBC MISSOURI HAVE A SPECIFIC RECOMMENDATION FOR THE
DEFINITION OF GEOGRAPHIC MARKETS IN MISSOURI?

Yes. SBC Missouri believes that the Commission should use Metropolitan Statistical
Areas (“MSAs”) to define the geographic markets for the purpose of the mass market

switching analysis.

DOES YOUR TESTIMONY DEMONSTRATE HOW SBC MISSOURTI’S
PROPOSED GEOGRAPHIC MARKETS MEET THE CRITERIA
ESTABLISHED BY THE FCC?

Yes. Idiscuss the FCC’s first criterion below by demonstrating where CLECs are
currently serving Missouri mass market customers - both with their own switches and

through use of SBC Missouri’s unbundled switching. I also use this data to address the

FCC’s third criterion. For example, I will demonstrate through several different kinds of

data that where CLECs have entered a MSA market using their own switches, they have

the ability to use them to serve the mass market customers in most if not all of the MSA
if they choose. Later in my testimony, I discuss the FCC’s second criterion and
demonstrate that there is little variation across the MSAs in factors that might
substantively affect a competitor’s ability to serve mass market customers. Finally, I
discuss some of the FCC’s factors that state commissions may choose to consider in the

event that the Commission deems them to be relevant here.

* Triennial Review Order, {9 495-96.
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Q.

A.

WHAT IS A “METROPOLITAN STATISTICAL AREA”?

In its June 6, 2003 bulletin, OMB BULLETIN NO. 03-04, the Office of Management and
Budget (“OMB”) defined a MSA as having at least one urbanized area of 50,000 or more
population, plus adjacent territory that has a high degree of social and economic

integration with the core, as measured by commuting ties.
HOW MANY MSAs ARE THERE IN MISSOURI?
There are eight MSAs in Missouri.

e (Columbia, MO Metropolitan Statistical Area

e Fayetteville-Springdale-Rogers, AR-MO Metropolitan Statistical Area
e Jefferson City, MO Metropolitan Statistical Area

e Joplin, MO Metropolitan Statistical Area

e Kansas City, MO-KS Metropolitan Statistical Area

e St. Joseph, MO Metropolitan Statistical Area

e St. Louis, MO-IL Metropolitan Statistical Area

e Springfield, MO Metropolitan Statistical Area

WHAT GEOGRAPHIC AREA IS INCLUDED IN EACH OF THE MSAs?

MSAs are composed of counties. Schedule GAF-1 contains a list of the counties

included in each MSA in Missouri.
DOES SBC MISSOURI SERVE ENTIRE MSAs?

No. There is some territory in each MSA that is served by other incumbent local
exchange telephone companies and where SBC Missouri does not provide service.
Additionally, there are four MSAs which extend into other states. SBC Missouri is
proposing that the Commission define the market areas as those portions of the MSAs
located within Missouri, and that the use of these markets for impairment analyses for
SBC Missouri be limited to SBC Missouri’s service areas. SBC Missouri does not

provide service to the Fayetteville-Springdale-Rogers, AR-MO MSA, and I will not
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address it further in this testimony. Additionally, the quantity of SBC Missouri access
lines within the Columbia and Jefferson City MSAs is minimal, and they also will not be

addressed further in my testimony.

DO MSA BOUNDARIES TRACK THE BOUNDARIES OF SBC MISSOURI
WIRE CENTERS?

In general. Although wire center serving areas, unlike MSAs, are not designed strictly
around county boundary definitions. In most instances, the service areas of wire centers
in a MSA will be completely within the MSA. Around the periphery of MSAs, however,
there may not be an exact match between the wire center service area and the MSA

boundary.

HOW DO YOU RECOMMEND THE COMMISSION DEAL WITH THESE
VARIATIONS?

To accommodate this difference, I propose that the entire service area of a wire center be

treated as part of the MSA in which the central office is physically located.

COULD FUTURE CHANGES IN MSA BOUNDARIES MAKE IT DIFFICULT
FOR THE COMMISSION TO USE MSAS AS A MARKET AREA DEFINITION?

No. First, MSA boundary changes are infrequent, and the current boundaries should be
stable for years. The OMB defines MSAs based on census data which is collected only
every ten years. The very fact that the OMB has just released a change in MSAs
indicates that the current MSAs should be stable for an extended period in the future.
While there can be changes in the intervening years, they tend to be administrative and/or
limited to an individual state. If future changes by the OMB result in a reassignment of
counties in the Missouri MSAs, the Commission could choose to continue with the same
market area boundaries or decide to reevaluate those boundaries. Alternatively, if the
Commission wishes to dispose of the question now, it could freeze the market boundaries

based on the OMB’s June 2003 MSA definitions.
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Q.

PARTS OF THE ST LOUIS AND KANSAS CITY MSAS ARE NOT LOCATED IN
MISSOURI. WHAT SHOULD THECOMMISSION DO ABOUT THOSE PARTS
OF A MSA?

SBC Missouri understands that the Commission has no authority to make decisions about
the counties located in Illinois (St. Louis MSA) and Kansas (Kansas City MSA).

Therefore, no action is required on these portions of the MSA.
HOW SHOULD AREAS OUTSIDE THE MSAS BE ADDRESSED?

Schedule GAF-2HC is a list of SBC Missouri wire centers. As shown on Schedule GAF-
2HC, there are a number of SBC Missouri wire centers that are not assigned to an MSA.
These are generally located in smaller urban and rural areas. The use of Micropolitan
Statistical Areas’ may be appropriate as geographic markets for the smaller urban areas.
However, geographic market definitions for these areas outside of the MSAs in Missouri

should be addressed at a later date and are not discussed in this testimony.

WOULD SMALLER GEOGRAPHIC MARKETS (£.G., COUNTY OR WIRE
CENTER) BE APPROPRIATE?

No. Smaller market definitions would conflict with the FCC’s mandate that “states
should not define the market so narrowly that a competitor serving that market alone
would not be able to take advantage of available scale and scope economies from serving

a wider market.”®

It would be hard to conceive of a market narrower than a wire center,
and from a practical perspective, it would be neither efficient nor reasonable for a
competitor to serve only an isolated wire center. The best proof of this is the actual entry
pattern of competitors in this state. It does not appear that any competitors have
generally chosen to enter the market on a wire center level. Rather, competitors have

entered the market on a regional basis, in clear recognition of the economies of scale and

> Micropolitan Statistical Areas (“MicroSAs”) are a relatively new set of statistical areas defined by the OMB that
have at least one urban cluster of at least 10,000 but less than 50,000 population, plus adjacent territory that has a
high degree of social and economic integration with the cores as measured by commuting ties. This classification
includes about 10 percent of the population. MicroSAs have the same characteristics, albeit on a smaller scale, as
MSAs, and allow the states to address competition in smaller metropolitan areas in the State.

6

Triennial Review Order, q 495.
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scope available via geographically broader entry. CLEC’s market entry activity confirms
that CLECs view the market on geographically broad terms, such as an MSA or even

larger area.

ARE THERE OTHER REASONS WHY WIRE CENTERS WOULD NOT BE
APPROPRIATE FOR THE GEOGRAPHIC MARKET AREA DEFINITION?

Yes. Defining the geographic market area as a wire center would also be inconsistent
with the TRO because it would give competitive providers the power to perpetuate
unbundled switching and UNE-P in wire centers indefinitely based on the relative
economics of use of their own switch versus low priced UNE switching rather than on
whether it is economically feasible to serve mass market customers using their own
switch. Not only is this inconsistent with the TRO, it would also provide a strong
disincentive for competitive providers to expand the use of their switches to serve the

mass market.

C. Support for MSAs as the Proper Geographic Market.

WHAT EVIDENCE SUPPORTS THE USE OF MSAS AS THE PROPER
GEOGRAPHIC MARKET?

The best evidence comes from the manner in which CLECs have deployed their own
switches and served customers from those switches in Missouri. CLECs generally have
not entered the local market on a county-by-county basis or wire center-by-wire center
basis. Instead, CLECs have deployed a large number of switches in Missouri. These
switches each can serve very large geographic areas, including entire MSAs or larger
areas. As evidenced by data presented below, in those MSA markets where CLECs are
using self provisioned switches they are serving a large number of customers, including
mass market customers, in wire centers which constitute a significant majority of the
SBC access lines in the MSA. Morcover, the CLECs themselves do not view the relevant
market as being as small as a county or wire center, but rather speak of entry in terms of

entire metropolitan areas (such as MSAs) or even larger areas

10
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1. CLEC Deployment of Their Own Switches.
HAVE CLECS WIDELY DEPLOYED THEIR OWN SWITCHES IN MISSOURI ?

Yes. Competitors have widely deployed their own switches in Missouri to provide local
telephone services. Moreover, a number of those switches are currently being used to
offer service to mass market customers in many locations within MSAs. I have identified
over 20 CLECs that have deployed over 40 digital central offices switches to serve
Missouri. Schedule GAF-3 is a list of telephone switches owned by CLECs which are
used to provide local service in Missouri. Each of these switches has at least one
Missouri NXX code assigned to it. Each such switch should be capable of serving CLEC

customers throughout the MSA and many are serving mass market customers.

WHAT IS THE SOURCE OF YOUR DATA REGARDING CLEC CIRCUIT
SWITCHES, AND IS IT RELIABLE?

The primary source of data regarding CLEC circuit switch totals and deployment
information is Telcordia’s Local Exchange Routing Guide (“LERG”). This is the
database that both incumbent and competitive local carriers use to provide the location of
their switches to each other and to interexchange carriers to ensure the proper routing of
calls.” Because of the obvious importance to all carriers of maintaining accurate and up-
to-date information in the LERG, it is a reliable source of information about the presence

of competitive switches.
HOW CURRENT IS THE LERG INFORMATION THAT YOU USED?

The data was obtained from the LERG in October 2003.

! See Telcordia, Telcordia Routing Administration Catalog of Products,

http://www.telcordia.com/products_services
/trainfo/catalog_details.html#Telcordia%20LERG%20Routing%20Guide (“The LERG Routing Guide is primarily
designed to be used for (1) routing of interLATA calls by interexchange carriers, (2) providing information on the
local environment for the numerous carriers involved in the local arena, and (3) any other company needing
information about the network, numbering, and other data in the product.”).

11
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Q. IS THE LERG A COMPLETE SOURCE OF INFORMATION CONCERNING
CLEC SWITCH OPERATIONS?

A. While the routing information in the LERG is correct, all of the information in the LERG
is not always complete. A carrier need not populate certain fields in the LERG and,
therefore, the data may not be complete. For example, a CLEC does not have to indicate
the type of switch that it is using or that the switch is located outside of the state. If the
switch is physically located outside of the state but is used to serve Missouri customers,
the CLEC will provide the location of the Point of Interconnection rather than that of the

actual switch.

Q. HAVE CLECS CONCEDED THAT THEIR SWITCHES SERVE OR CAN SERVE
LARGE GEOGRAPHIC AREAS AS LARGE OR LARGER THAN AN MSA?

A. Yes. CLECs have repeatedly testified that their switches are capable of serving areas as
large or larger than an entire LATA®. For example, AT&T witness Javier Rodriguez

testified in Missouri Case No: TO-2001-455,

“I am presenting a switch list showing the switch name and its physical location
(Schedule JR-3). The AT&T switches shown serve our AT&T Local customers
throughout the state. The geographic areas served by those switches are
comparable to the areas served by SWBT tandem switches. For example, the
AT&T switches in Kansas City serve the 521, 522 and 524 LATAs and in St.
Louis, the AT&T switches serve the 520 and 521 LATAs. We are currently
serving customers throughout the state in locations such as Belton, Branson,
Carthage, Cassville, Cape Girardeau, Chesterfield, Columbia, Creve Coeur,
Fenton, Gladstone, Jefferson City, Joplin, Kansas City, Ladue, Lebanon, Liberty,
Manchester, Osage Beach, Poplar Bluff, Richmond, St. Charles, St. Joseph, St.
Louis, Independence, Springfield, Webster Grove, Wentzville and Wright City.

¥ The consideration presented under the FCC's framework for defining the geographic markets in which impairment
will be evaluated is significantly different from the test for tandem compensation, which should reflect network
costs and functionality. Further, because a switch can serve any particular customer within an MSA does not mean
that it can serve all customers within the MSA.

12
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One can see that the distances to transport calls to these customers from our
switches can be anywhere from 5 miles to over 150 miles. This demonstrates that
AT&T’s switches serve a geographically dispersed customer base, even though
that is not a requirement of the FCC’s rule for receipt of the TIR. Based on this
information our switches clearly cover the same geographic area as the SWBT

tandems in the same LATAs.”
I have provided a copy of Schedule JR-3 as Schedule GAF-5.

ARE THERE OTHER WAYS TO DETERMINE THE GEOGRAPHIC AREAS
WHERE CLECS ARE USING THEIR OWN CIRCUIT SWITCHES TO SERVE
END USERS AND HAVE THE ABILITY TO SERVE MASS MARKET
CUSTOMERS?

Yes. The geographic locations that CLECs serve, or can serve, by using their own
switches can be determined by four other methods: (1) examining the locations where
CLECs have obtained unbundled local loops without also obtaining unbundled local
switching (stand alone loops), (2) examining “ported number” data, (3) examining CLEC
NXX assignments, and (4) examining the locations where CLECs have collocated or

leased enhanced extended links (EELs)’ in SBC Missouri central offices.

2. Unbundled Loops.

WHAT INFORMATION DOES SBC MISSOURI HAVE ABOUT THE UNE
LOOPS THAT EACH CLEC BUYS?

SBC Missouri maintains records in the ordinary course of its business that track the

number of UNE loops purchased by each CLEC and where those UNE loops are located.

® An enhanced extended link (EEL) consists of a combination of an unbundled loop, multiplexing/concentrating
equipment, and dedicated transport. The EEL allows new entrants to serve customers without having to collocate in
every central office in the incumbent’s territory.

13



O 0 9 N n b~ W

10
11
12
13
14
15
16

17
18
19
20

21
22

23
24
25
26
27
28
29

Fleming Direct
TO-2004-0207 Phase I

Q.

PLEASE EXPLAIN WHY THIS INFORMATION IS RELEVANT TO THIS
PROCEEDING.

The location of the stand alone unbundled local loops shows the geographic areas within
which CLEC:s are providing service using their own switches, including service to
residential and business customers in the mass market. As Schedule GAF-2HC shows,
CLEC: are using their own switches in conjunction with unbundled loops to serve mass
market customers in a large number of wire centers in the largest Missouri MSAs where
they have entered the market. The wire centers in MSAs where CLECs are using their
own switching facilities and SBC unbundled loops to serve mass market customers
account for over 76% of SBC Missouri’s total access lines in those MSAs. In most
instances, the use of UNE loops also closely parallels the locations where CLECs have
obtained collocation space. Schedule GAF-2HC shows how the use of UNE loops
correlates to the use of ported numbers, collocation and EELs. As indicated earlier stand
alone unbundled loops describe the situation where a CLEC obtains an unbundled loop
without unbundled switching, therefore this stand alone loop information excludes loops

used as a part of a UNE Platform.

3. Ported Numbers

HOW DO PORTED NUMBERS IDENTIFY GEOGRAPHIC AREAS WHERE
CLECS ARE USING THEIR OWN CIRCUIT SWITCHES TO SERVE END
USERS?

Local number portability (LNP) allows an end user to retain its telephone number when
changing service providers by “porting” the end user’s number from the ILEC switch to
the CLEC switch from which the end user is served. Each ported number represents a
line served by a CLEC self-provisioned switch and identifies the wire center area in
which the end user customer is located. SBC Missouri maintains internal data regarding
the wire centers in which CLECs have ported telephone numbers from SBC Missouri’s

switches to the CLECs’ own switches. Schedule GAF-2HC indicates the number of
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CLEC:s using ported numbers in each SBC Missouri central office and the quantity of

ported numbers in each central office.

HAVE CLECS PORTED NUMBERS TO THE MAJORITY OF CENTRAL
OFFICES IN MSAS?

Yes. In Missouri MSAs where CLECs have entered the MSA market and are serving
customers using their own switches they have ported numbers in a majority of the wire

centers.

DOES THIS PORTED NUMBER DATA IDENTIFY ALL OF THE CUSTOMERS
THAT CLECS ARE SERVING FROM THEIR SELF-PROVISIONED
SWITCHES?

No. It only identifies those end user lines won from SBC Missouri where the end user
has retained its number. It does not include lines that CLECs serve using their own
NXXs or lines they have won from other providers which were assigned telephone
numbers from the those providers’ assigned NXX codes. Thus, this data likely

understates the scope of the switch-based CLECs’ geographic coverage.

DOES THIS PORTED NUMBER DATA INCLUDE BOTH MASS MARKET AND
ENTERPRISE CUSTOMERS?

Yes, however, the point of this data is twofold. First, it is responsive to the FCC’s
criterion 1 as identified earlier, by identifying the location of customers currently being
served by CLECs using their own switches. Second, as I explain below, it also addresses
criterion 3 in that it is indicative of the CLECs’ ability to serve mass market customers
profitably and efficiently using the scale and scope economies referenced in the FCC’s
directions on geographic market area determination. While these ported numbers are
likely to include both mass market and enterprise customers, if it were assumed that all
of the ported numbers were for enterprise customers, the data would still be relevant to
the market determination. The FCC found in paragraph 508 of the TRO that the

existence of switching serving customers in the enterprise market in a wire center to be a
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significant indicator of the possibility of serving the mass market because of

demonstrated scale and scope economies.

4. NXX Codes

WHAT ARE NXX CODES AND HOW ARE THEY ASSIGNED?

NXX codes, or central office (“CO”) codes, are the three digit code which follows the
area code, or NPA code, in a ten digit telephone number. Each NXX code is associated
with a “rate exchange area” served by an incumbent LEC and contains 10,000 numbers. '’
The North American Numbering Plan (NANP) CO Code Administrator assigns NXX
codes to CLEC switches. In order to obtain a NXX code, CLECs must submit an
application to the Code Administrator certifying that a need exists for the assignment of a
NXX code to its switch. For initial code assignments in a rate center, CLECs are
required to provide documented proof that “(1) the code applicant is authorized to
provide service in the area for which the numbering resources are requested and (2) the
applicant is or will be capable of providing service within 60 days of the number resource

activation date.”!!

To prove their ability to provide service in the geographic area
covered by an NXX code, CLECs may submit an executed interconnection agreement, a
business plan excerpt showing planned coverage areas and in-service dates, a switch
installation schedule or other indicators of the presence of an installed switch and
interconnection. Thus, the rate exchange areas where CLECs have obtained NXX codes
are the areas where CLECs have formally certified their capability and plans to use their
own switches to provide telecommunications services. Because NXX codes are a finite
resource and NXX assignments directly impact NPA exhaust, codes are not requested or
assigned casually. In fact, holders of NXX codes must be prepared to participate in an

audit in order to assess code utilization, and if a code holder no longer has a need for a

code, the guidelines require the return of the code to the CO Code Administrator.

Rate exchange areas are “geographically defined areas within which calls that originate and terminate (i.e.,

remain within the area) are considered local calls.” FCC Local Competition Report, Dec. 1998 ed. at 41, n.17.

Section 4, Central Office Code (NXX) Assignment Guideline, INC 95-0407-008 issued August 15, 2003.
16
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Q.

HOW CAN NXX ASSIGNMENTS BE USED TO DETERMINE WHERE CLECS
ARE OFFERING SERVICE TO LOCAL CUSTOMERS USING THEIR OWN
CIRCUIT SWITCHES?

As indicated earlier, besides porting an end-user’s existing telephone number to the
CLEC’s own switch, a CLEC may assign new telephone numbers to end users from the
NXX codes assigned to its switch. Because each NXX code is associated with a
geographic area (the rate exchange area), the geographic areas that CLECs serve or are
capable of serving with their own circuit switches can be determined by the NXX codes
that CLECs have obtained. Telcordia’s LERG database contains the location of each
CLEC circuit switch, the NXX codes associated with those switches, and the rate
exchange areas served by those NXX codes. Schedule GAF-4 shows the number of
NXX Codes assigned to CLECs in each MSA. As Schedule GAF-4 demonstrates,
CLECs have obtained NXX codes to serve a large number of customers in each of the

MSAs where CLECs have entered the market.

CAN NXX CODES BE USED FOR BOTH MASS MARKET AND ENTERPRISE
CUSTOMERS?

Yes. However, just as I indicated in my response regarding ported numbers, the use of
NXX code assignment data is twofold. It is used to demonstrate where CLECs are
providing local telecommunications services to customers today using their own
switches, and it is also relevant to the determination of the market area as an indicator of

the ability of CLECs to provide local telecommunications service to the mass market.

5. CLEC Collocation Arrangements.

HOW ARE COLLOCATION AND EELS USED AS INDICATORS OF THE
GEOGRAPHIC AREA SERVED BY CLECS?

A CLEC that collocates in an SBC Missouri central office has the ability to access the
local loops in that office (or, with EELSs, to connect to local loops in other offices) and to
direct traffic from those loops back to the CLEC’s own switch. The presence of

collocation and EELs in multiple offices within an MSA indicates a capability and intent
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to do business throughout that MSA. And when multiple CLECs collocate or acquire
EELs in multiple offices across an MSA, it indicates that they all are viewing the relevant

competitive market in much the same way; that is, as the entire MSA.

Schedule GAF-2HC shows the number of CLECs collocated and the number of CLECs
with EELs in each SBC Missouri central office. Most significantly in those MSAs where
CLECs have entered the market using their own switches, CLECs have collocated or
acquired EELs in the majority of the Missouri central offices. For example, CLECs are
collocated and or have EELs in 19 of 23 SBC Missouri central offices in the Kansas City
MSA ; 42 of 51 SBC central offices in the St. Louis MSA and 10 of 13 SBC central
offices in the Springfield MSA. Further in the larger MSAs, most central offices have 3
or more CLECs collocated and/or leasing EELs. In those MSAs markets that CLECs
have entered using their own switches they have collocated in wire centers which serve
over 95% of SBC Missouri’s total access lines in these MSAs.

CAN COLLOCATION ARRANGEMENTS BE USED FOR PROVIDING LOCAL
TELECOMMUNICATIONS SERVICE TO BOTH MASS MARKET AND
ENTERPRISE CUSTOMERS?

Yes. Again, as indicated in my earlier responses on ported numbers and NXX code
assignments, collocation data is used to both demonstrate where CLECs are currently
providing local telecommunications services using their own switches as well as
providing evidence of the CLECs’ ability to serve mass market customers profitably and
efficiently, and of the scale and scope economies referenced in the FCC’s directions on

geographic market area determination.

DOES SBC MISSOURI HAVE OTHER DATA WHICH CAN BE USED TO
DEMONSTRATE WHERE CLECS ARE SERVING THE MASS MARKET
TODAY?

Yes. UNE-P residential lines, while addressing only a portion of the mass market, also
can be used to demonstrate where CLECs have targeted and are serving mass market
customers. UNE-P lines are in use in offices throughout Missouri, which clearly shows

that the geographic area for the mass market is large. Additionally, the CLEC focus on
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the MSA market areas can be seen in the market penetration of UNE-P which is higher in
the MSAs where CLECs are serving the mass market with their own switches than in the

rural areas.

6. CLEC-Provided Information.

Q. IN ADDITION TO THE DATA YOU HAVE PRESENTED REGARDING
SWITCH DEPLOYMENT, UNBUNDLED LOOPS, PORTED NUMBERS, NXXS,
COLLOCATION, AND EELS, DOES CLEC-PROVIDED INFORMATION
CONFIRM THAT THE MSA IS AN APPROPRIATE GEOGRAPHIC MARKET?

A. I have had only a very limited opportunity to review CLEC responses to discovery as not
all CLECs had responded to discovery requests and others had responded only in a partial
fashion. However, public CLEC marketing information tends to confirm that CLECs

enter the market on a much broader basis than a single wire center.

Q. DO THE PUBLIC STATEMENTS AND ENTRY BEHAVIOR OF THE CLECS
REFLECT MARKET ENTRY AT THE WIRE CENTER LEVEL ?

A. No, they do not. Press releases by Allegiance'?, Gabriel® (now Nuvox) and Birch'*
indicate a much broader entry than a wire center level. Additionally, websites for
McLeod and AT&T which offer interactive methods to check service availability in the

MSAs, indicate that service is available across the MSA.

12 April 3, 2000 - Allegiance Telecom, Inc. (Nasdaq: ALGX) announced today that it initiated service in St. Louis.
The Company will serve small and medium-sized businesses primarily in St. Louis County, including service to the
following cities: Bridgeton, Kirkwood, Manchester, Overland, St. Charles and St. Louis.

" Kansas City, MO. -- Tuesday, August 17, 1999 Arrival Of Gabriel Communications, Inc. Changes
The Way Kansas City Does Business Gabriel Communications Inc. is bringing the future of telecommunications
to Kansas City businesses with the launch of its integrated communications services today.  St. Louis, MO. --
Wednesday, September 15, 1999 Arrival Of Gabriel Communications, Inc. Changes The Way Springfield Does
Business Gabriel Communications Inc. is bringing the future of telecommunications to Springfield businesses with
the launch of its integrated communications services today. St. Louis, MO. -- Tuesday, June 15, 1999 Arrival Of
Gabriel Communications, Inc. Changes The Way St. Louis Does Business Gabriel Communications Inc. is
bringing the future of telecommunications to St. Louis businesses with the launch of its integrated communications
services today.

'* Kansas City, Mo. — Birch Telecom today announced that it now is offering local and long-distance services to
business and residential telephone customers in the St. Louis metropolitan area.
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7. Potential Variation in Ability to Serve Customers.

YOU HAVE NOW DISCUSSED 2 OF THE 3 FACTORS ESTABLISHED BY THE
FCC IN RULE 51.319(D)(2)(I). WHAT IS THE THIRD FACTOR?

The variation in factors affecting competitors’ ability to serve each group of customers.

DID YOU CONSIDER WHETHER THERE IS ANY VARIATION IN FACTORS
AFFECTING COMPETITORS’ ABILITY TO SERVE EACH GROUP OF
CUSTOMERS?

Yes. I first considered the amount of variation in UNE loop rates and retail rates in

within Missouri MSAs.
PLEASE DESCRIBE THIS ANALYSIS.

There are four UNE rate zones in Missouri, numbered 1 through 4, and 4 retail rate
groups , A-D, with several subgroups (D1, D2, C1). The sequencing of the UNE Zones
from the highest UNE loop rates to the lowest is 3, 2, 4, 1. The sequencing of Retail
rates range from highest to lowest is D2, D1, D, C1, C, B, A. There are 3 retail rate
groups and associated UNE rate zones in the largest two MSAs, Kansas City and St.
Louis. However, over 94 % of SBC access lines are located within the two highest retail
(D, B) and two lowest UNE-L (2, 1) rate zones within those MSAs. In addition, in
excess of 76 % of SBC access lines are in the Retail Group D, the highest retail group,
and UNE Zone 1, the lowest UNE rate zone in those MSAs. Similarly in Springfield,
where there are only two retail rate groups and UNE zones, 97% of the access lines are
located within the highest retail rate zone (C) and lowest UNE Zone (4) in the MSA.
Finally, in the Joplin and St. Joseph MSAs, a similar pattern can be found with over 94%
of the access lines in the highest of the 2 retail rate groups and lowest of the 2 UNE rate
zones within the MSAs. Further, the potential for increased revenues from optional
Metropolitan Calling Area (MCA) service in those portions of UNE rate zones 2 and 3
located in the optional MCA areas, which range from $12.35-$32,50 per month for
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residential customers and $24.80-$70.70 for business customers in the St. Louis and
Kansas City MCAs and $11.45 for residential customers and $21.75 in the optional MCA
areas in Springfield, would effectively offset the higher UNE loop rates in these areas.
Based on this data, I conclude that the variation in UNE loop rates and retail rates across
the rate zones in the Missouri MSAs does not impair a competitor’s ability to serve mass

market customers in the those MSAs.
WHAT DID YOU CONSIDER NEXT?

I next considered whether there was a material variation in the size of the SBC Missouri
wire centers in the MSAs, because this reflects the number of customers available to
competitors in a wire center.”” In the two largest MSAs, Kansas City and St. Louis, 62
out of 75 total wire centers, or over 82 % of the wire centers, contain more than 5000
lines and many wire centers contain in excess of 20,000 access lines. In the Springfield
MSA approximately 38% (5/13) of the wire centers are larger than 5000 access lines, but

those 5 offices account for almost 90% of the access lines in the MSA.

DID YOU CONSIDER ANY OTHER POTENTIAL VARIATIONS IN FACTORS
AFFECTING A COMPETITOR’S ABILITY TO SERVE CUSTOMERS?

Yes. As indicated earlier, the FCC noted that the variations in the capabilities of wire
centers to provide adequate collocation space was a factor that states may choose to
consider in determining the appropriate geographic markets. In addition to
demonstrating the areas in which CLECs are providing local services using their own
switches, the collocation information in Schedule GAF-2HC also provides an indication
of SBC Missouri’s ability to provide collocation space to CLECs in its wire centers
within the MSAs. As indicated in GAF-2HC, CLECs have engaged in a large amount of
collocation already. To date, 25 different CLECs have obtained a total of 300 collocation
arrangements in 51 separate SBC Missouri central offices in Missouri MSAs, including
collocation arrangements in wire centers serving in excess of 90% of the access lines in
the three largest MSAs where CLECs have entered the market using self provisioned

switches. Moreover, there are no central offices in SBC Missouri's service territory

15 See id.
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which are closed to physical collocation. Additionally, SBC Missouri offers a variety of

physical collocation arrangements, virtual collocation and EELs to meet different CLECs

needs.
DID YOU CONSIDER ANYTHING WITH RESPECT TO HOT CUTS?

No. The Commission has initiated a separate proceeding to review the Hot Cut process
in Phase 2 of Case TO-2004-0207. In that phase of the proceedings the Commission will
either determine an appropriate batch cut process to be implemented or will determine
that such a batch cut process is not necessary. In either event, the hot cut issue will be
fully addressed in that phase of the proceeding and need not be considered in any

geographic market analysis.

DID YOU CONSIDER HOW A CLEC’S OTHER COSTS MIGHT VARY FROM
WIRE CENTER TO WIRE CENTER WITHIN THE MSAS?

I did not perform any cost study, but I did consider whether costs for two other key
elements in the provision of service to the mass market, equipment costs and collocation
rates, vary between wire centers, and determined that they do not. For example, SBC
Missouri does not charge any more or any less to provide a collocation arrangement in a
central office in the St. Louis MSA than it does in a central office in the Kansas City
MSA. I also note that a CLEC would pay its vendor the same price for the equipment it
uses in a collocation space, regardless of the SBC Missouri central office in which the

CLEC places equipment.

WHAT ABOUT THE COSTS A CLEC WOULD INCUR TO TRANSPORT
TRAFFIC WITHIN AN MSA?

Transport is a cost that any carrier must bear to provide service within a geographic
market. In general, the larger the geographic market from a central office perspective,
the more transport costs that a carrier will have to bear. There are network alternatives to
minimize transport costs, however, such as through the use of concentration devices in
collocation space or by dispersing switching capabilities closer to the customers so that

traffic can be switched closer to the location at which it originates or terminates. There
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is a trade-off between transport costs and switching costs that all carriers face, and
efficient carriers generally find a way to strike an economic balance between the two
consistent with there business plans. For example, AT&T witness Dennis Humes’
testified in Case No. TO-2001-455, that AT&T has purposefully designed its network

considering these relative switching and transport costs:

“Due to the very high initial cost of switching platforms as compared to the lower
incremental cost of high-capacity facilities, AT&T has chosen to deploy fewer
switches and more transport on the end-user side of the switch. Even where
AT&T has determined the need for multiple switches within a LATA, they are
often collocated within the same building. The distinction between the two
networks is that while SWBT deploys tandems first and then grows (has grown)
into large volumes of high use dedicated trunking between offices, AT&T deploys
a single switch combined with long transport on the end-user side of the switch,
because that combination is incrementally less costly than adding a new switch in

each part of a market.”
CAN CLECS OBTAIN TRANSPORT AT REASONABLE RATES?

In the Triennial Review Order, the FCC made a national finding that CLECs are impaired
without access to unbundled interoffice transport at less than an OCn level. Accordingly,
SBC Missouri continues to provide unbundled interoffice transport at TELRIC-based
rates. Of course, this may change on select routes in the Missouri MSAs as a result of a
granular analysis being performed by the Commission in Phase 3 of the Commission’s
TRO proceedings. Regardless of the outcome of that proceeding, however, interoffice
transport will continue to be available to CLECs at reasonable rates. If SBC Missouri
cannot persuade the Commission to enter a finding of non-impairment for any particular
interoffice transport route, that transport will continue to be available to CLECs at
TELRIC-based rates. If, on the other hand, the Commission makes a finding of non-
impairment on a particular route, it will be because competitive alternatives are available

such that CLECs are not impaired without access to SBC Missouri transport. In either
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case, the Commission can be satisfied that transport will be available to CLECs within

Missouri MSAs.
Q. WHAT DO YOU CONCLUDE REGARDING TRANSPORT COSTS?

A. I conclude that any variation in costs attributable to transport across the Missouri MSAs
is a normal part of any carrier’s business. There is nothing unique about the distances
involved in the Missouri MSAs that would impair an efficient CLEC’s ability to provide

mass market service using its own switch across the MSA.

Q. WHAT DO YOU CONCLUDE FROM YOUR REVIEW OF ALL THE FACTORS
YOU HAVE DISCUSSED ABOVE?

A. I conclude that there are few, if any, variations in the factors that would substantively
affect a CLEC’s ability to serve mass market customers in Missouri MSAs. From this, I
further conclude that this factor in the FCC’s Rule 51.319(d)(2)(i) supports the use of

MSAs as the geographic market definition in Missouri.

IV.  DSO0 CUT-OFF

Q. WHAT IS THE “DS0 CUTOFF” AND HOW IS IT RELEVANT HERE?

A. The TRO establishes different unbundling rules and standards depending on whether a
CLEC would use local circuit switching to serve “mass market” customers or
“enterprise” customers. The FCC decided that the demarcation point between mass
market and enterprise customers would be determined by the number of DSO lines the

customer uses. As the FCC explained:

At some point, [mass market] customers taking a sufficient number
of multiple DSO loops could be served in a manner similar to that
described above for enterprise customers—that is, voice services
provided over one or several DS1s, including the same variety and
quality of services and customer care that enterprise customers
receive. Therefore, as part of the economic and operational
analysis discussed below, a state must determine the appropriate
cut-off for multi-line DSO customers as part of its more granular
review. This cross over point may be the point where it makes
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economic sense for a multi-line customer to be served via a DS1
16
loop.

Once established, the DSO cutoff can be used in defining what constitutes a “mass

market” customer both for purposes of market definition (by determining which CLEC

customer locations are in the mass market) and for purposes of deciding whether a carrier

serves mass market customers in the relevant market so as to be counted toward meeting

the FCC’s triggers.'’

Q. WHAT IS THE FCC’S RULE REGARDING THE DS0 CUTOFF?

A. The FCC’s rule states as follows:

Multi-line DSO end users. As part of the economic analysis set
forth in paragraph (d)(2)(iii)(B)(3) of this section, the state shall
establish a maximum number of DSO0 loops for each geographic
market that requesting telecommunications carriers can serve
through unbundled switching when serving multiline end users at a
single location. Specifically, in establishing this “cutoff,” the state
commission shall take into account the point at which the increased
revenue opportunity at a single location is sufficient to overcome
impairment and the point at which multiline end users could be
served in an economic fashion by higher capacity loops and a
carrier’s own switching and thus be considered as part of the DS1
enterprise market."®

Thus, the FCCs rule requires state commissions to consider in its analysis: (1)

“the point at which the increased revenue opportunity [from serving a customer through a

DS1 rather than multiple DSOs] at a single location is sufficient to overcome impairment”

and (2) “the point at which multiline end users could be served in an economic fashion by

' Triennial Review Order, 9 497.

17 Similarly, once established, the DSO cutoff also defines which customers constitute the enterprise market. In
other words, enterprise market customers are not only those served by DS1 loops, but also, those served by DSO
loops but could be economically served by DS1 loops.

' 47 C.F.R. § 51.319(d)(2)(iii)(b)(4).
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higher capacity loops [such as a DS1 rather than multiple DS0Os] and a carrier’s own

switching.”

Q. DID THE FCC SET A DEFAULT VALUE FOR THE DS0 CUTOFF IN THE
TRIENNIAL REVIEW ORDER?

A. Yes. The FCC stated that, “absent significant evidence to the contrary,” it “expect[ed]”
that the appropriate cutoff in density zone 1 of the top 50 MSAs, where the switching
carve-out was applicable, would be four DSO0 lines.'” In this instance the FCC is

describing the minimum number of lines to be considered an enterprise customer.

Q. WHY DID THE FCC’S UNE REMAND ORDER CONCLUDE THAT FOUR
LINES WOULD PROVIDE AN APPPROPRIATE POINT TO SEPARATE THE
MASS MARKET FROM THE MEDIUM AND LARGE BUSINESS MARKETS?

A. The FCC observed that any business that has three or fewer lines is more likely to share
characteristics of the mass market customer than a medium and large business, and likely
to purchase similar volumes and types of telecommunications services as a residential
mass market customer.”’ Additionally, the FCC noted that that virtually all residential
customers would be captured by such a threshold. The FCC stated that while an
increasing number of American homes are served by second lines, three lines for

residential homes are a rarity, and four lines are even more unusual.

Q. HAS THE FCC DESCRIBED WHAT CONSTITUTES THE MASS MARKET IN
ITS TRIENNIAL REVIEW ORDER?

A. Yes. The FCC has defined the mass market as consisting “primarily of consumers of

analog ‘plain old telephone service’ or ‘POTS’ that purchase only a limited number of

" Triennial Review Order, 1 497. There has been some inconsistency in the use of the term “cutoff”. In this cite,
the FCCs reference to a “cutoff” of four lines, from the UNE Remand Order (paragraph 293 and associated rule 47
CFR 51.319(c)(1)(B)), defines the minimum number of DSO0 lines to an enterprise market customer. In contrast, in
its new rule cited above, the FCC defines the DS0 “cutoff” as the maximum number of DSO lines to a mass market
customer. To reduce confusion that might arise from changing terms at this point, I will define the meaning of the
term “cutoff” as I use it.

* UNE Remand Order, para. 293, and associated rule 47 CFR 51.319(c)(1)(B).
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POTS lines and can only economically be served via analog DS0 loops.”' The FCC also
stated that mass market customers “consist of residential and very small business
customers.” For the purposes of these analyses for this proceeding, SBC Missouri has
defined a DSO line as an analog voice grade loop or subloop to a customer’s premises. It
has not used DSO0 in this context to mean one of the 24 digitized channels making up a

DSI1 line to a customer’s premises.
Q. WHAT IS SBC MISSOURI’S RECOMMENDED DS0 CUTOFF?

A. SBC Missouri proposes a cutoff of four DSO lines per customer, meaning that a customer
served by four or more DSO0 lines at a given location would be in the enterprise market,
while a customer served by one to three DSO lines would be in the mass market.”® This
recommendation is based on the FCC’s chosen default value and is bolstered by a
qualitative analysis of CLEC offerings to small business customers and a quantitative
analysis of revenue opportunities from serving such customers through higher capacity

loops and the CLEC’s own switching.

Q. WHAT “INCREASED REVENUE OPPORTUNITIES” WOULD A CLEC GAIN
BY SERVING AN END-USER THROUGH A DS1 LOOP RATHER THAN
MULTIPLE DS0 LOOPS?

A. The increased revenue opportunity for a CLEC comes from the ability to combine the
customer’s voice and data traffic in an efficient manner on a single high-capacity loop.
Rather than obtain voice service over analog lines and Internet service over a separate
broadband data line, a small business customer could obtain combined voice and
broadband Internet data service, at very high speeds, over a single DS1 loop. This leads
to increased service options for the customer and increased revenue for the CLEC. In
addition, once the CLEC is the customer’s data service provider, it can offer additional

services (and thus obtain additional revenue) such as hosting the customer’s web site on a

2 Id., 9 459.

2 Triennial Review Order, § 127.

3 For the purposes of this discussion, SBC Missouri has defined a DSO0 line as an analog voice grade loop or
subloop to a customer’s premises. It has not used DSO in this context to mean one of the 24 digitized channels on a
DSI loop.
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virtual private server, providing an IP address, supporting the customer’s domain name

server (“DNS”), and providing the customer’s e-mail server.

DO SMALL BUSINESSES HAVE SUCH SOPHISTICATED
TELECOMMUNICATIONS NEEDS?

Yes. As AT&T stated in a June 9, 2003 press release:

Small businesses today have become more sophisticated in terms
of communications. Many have multiple locations that cross
regional boundaries, interfacing with customers, suppliers and
vendors. These businesses often have a growing need for
advanced services.

Broadband data and Internet services provide small businesses with access to
customers and suppliers at a low cost. Studies have shown that small businesses have
rapidly moved online in North America. A June 2000 summary of small business
Internet use surveys included results from Dun & Bradstreet and Arthur Andersen, which
found that between 75 and 85 percent of small and medium businesses have web sites.**
A Gallup survey in 2001 found that 44 percent of small businesses that did not have a
web site planned to have one within the next year.”> Similarly, a Small Business
Administration (SBA) survey found that 32 percent of small businesses that are not
already on the Internet plan to be within the next year.”® The business that relies on the
circuit switched network and does not use broadband access is rapidly becoming an
anachronism. At the same time, however, very small business (such as those with one to

three lines) may well be satisfied with basic local telephone service, long distance

** “Internet Use Increases at Small Businesses,” Computer, available at www.cyberatlas.internet.com/
markets/smallbiz/article/0,,10098 _897771,00.html.

» Press release, “Summary: SuperPages.com/Gallup Release Results of National Small Business Internet-Use
Survey,” http://superpages.com/about/press/press3.html, downloaded December 10, 2003.

% Joanne Pratt, “E-Biz: Strategies for Small Business Success,” October, 2002, p.12, SBA contract number HQ-00-
C-0004.
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service, and some vertical features (e.g., call waiting, Caller ID), and access to the
Internet. Their needs are more like those of a typical residential customer, which is why

such businesses would be part of the mass market.
IS THE INCREASED REVENUE OPPORTUNITY FOR CLECS SUBSTANTIAL?

Yes. The revenue opportunity associated with providing data services to the typical small
business is quite substantial and ranges between $100 and several hundred dollars per
month. For example, business class small/home office (“SOHO”) ADSL service for e-
mail and browsing from Covad ranges from $69.99 to $149.99 per month. Higher-grade
data transport services using symmetrical speed SDSL needed for online applications
over the Internet range from $139.99 to $299.99 per month.*” Further examples of CLEC

prices for such offerings are discussed below.

CAN YOU GIVE SOME EXAMPLES OF SMALL BUSINESS CUSTOMERS
WITH THE KIND OF SERVICE REQUIREMENTS THAT MIGHT BE MOST
EFFICIENTLY MET BY A DS1 RATHER THAN MULTIPLE DS0S?

Yes. Typically, enterprise customers have a need for data services beyond basic internet
access to operate their businesses. This is the case even for the smaller business
customers that have only a few voice lines. Some examples of smaller business
customers with data requirements may include: franchise customers linking to a
corporate or parent computer database; small law firms with large bandwidth needs for
research and electronic filings; small retailers providing point-of-sale credit card
processing; and small realtors using web-based programs for their listings. Both the
customer and CLEC may achieve economies by serving even the smallest business
customers via a higher capacity loop in lieu of multiple DSOs. And by using higher
capacity loops, a CLEC can achieve incrementally increased revenues by providing its
customers with bandwidth for their data needs at the same time they provide voice lines,

all via the same loops.

T See http://www.covad.com/business/solutions/smalloffice.shtml.
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Q.

ARE CLECS OFFERING SERVICES TO MEET THE DATA NEEDS OF SMALL
BUSINESSES?

Yes. Many CLECs offer service packages that include multiple voice, data, and Internet
combinations over a single DS1 line, thereby saving customers money on their overall
telecommunications bills. This is an “increased revenue opportunity” for the CLEC that
arises from serving the end-user “in an economic fashion by higher capacity loops.”*® 1
refer to this type of offering as “Integrated Access Service.” For example, Allegiance
Telecom markets to businesses that require several phone lines or rapid Internet access or
a combination of both. Its Integrated Access Service provides 1.54 Mbps of capacity and

can be configured several ways to cost-effectively meet the customer’s voice, data and

. . 2
Internet needs over a single access line.”’

CLEC:s also report very rapid growth of this type of product. Allegiance reports
that during the quarter ended September 30, 2003, its “Integrated Access Service
represented approximately 37 percent of net lines sold for the quarter (and when
including all services delivered via Tlcircuits, 54 percent of [its] net lines sold for the
quarter).”® Allegiance’s lowest-priced small business service provides up to six business

lines and a 256 Kbps data line for $330 per month.*!
DO YOU HAVE ANY OTHER EXAMPLES?

AT&T also has responded to the need of small business customers for high-speed data

services:

To support these increased needs, AT&T has made its entire
portfolio of services available to the small business market,
services that competitors often reserve for much larger businesses.
In addition to basic services such as local and long distance voice,
the company provides data, hosting, Internet Protocol Virtual

47 C.F.R. § 51.319(d)(2)(iii)(B)(4).

29

www.algx.com/business/voice/integrated.jsp.

% Allegiance 10Q for period ending 9-03.

3! Price information obtained from Allegiance (November, 2003).
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Private Network (IP VPN), business continuity, managed services
and much more, all customized to their individual needs.*

In particular, AT&T’s “Business Network™ provides a customized solution for voice,

vertical features, data and Internet services.>

McLeod’s Preferred Access Integrated Access service “combines voice and data
over a single, high-speed connection to McLeodUSA’s advanced network, giving your
business unprecedented communications power at affordable rates.” It features “six local
voice lines and 256k of high-speed Internet access, with the ability to grow in single

channel increments .*>*

In its July 22, 2003 Press Release announcing the launch of
Preferred Advantage service, McLeod explains that, through the use of IADs, “customers
will now have the opportunity to add digital channel increments for additional voice and
high-speed Internet service at a single price for voice or data. [...] This flexible product

structure is scalable, making it easy to add or delete channels as business needs dictate.””

XO Communications offers its Integrated Access service, which combines local,
long distance, and dedicated Internet access over the same facility. It allows the customer
to balance its needs for voice lines and data speeds and is suited for any small or growing

XO Communications

company with moderate bandwidth and voice requirements.
offers between six and 23 voice lines, and from 128 Kbps to 1,024 Mbps of Internet

access, for between $600 and $900 per month.*’

32

33

37

AT&T Press Release, “Small businesses Benefit From Competitive Local and Long Distance Offer”.

http://businessesalesa.att.com/products services/datanetworkproduct businessnetwork.jhtml

http://www.mcleodusa.com/ProductDetail.do?com.mcleodusa.req.PRODUCT ID=241500.
McLeodUSA Press Release, July 22, 2003.

www.x0.com/products/smallgrowing/integrated/integratedaccess.
“SME Integrated Access Services & Strategies Assessment” — Stratecast Partners, May 2003, p.136.

31



10

11
12
13
14
15
16
17
18
19
20
21
22
23

Fleming Direct
TO-2004-0207 Phase I

Allegiance Telecom markets to businesses that require several phone lines or
rapid Internet access or a combination of both. Its Integrated Access Service provides
1.54 Mbps of capacity and can be configured several ways to cost-effectively meet the
customer’s voice, data and Internet needs over a single access line.*®

MCl is offering its “MCI Advantage” service which combines unlimited local
and long distance calling with high speed Internet connectivity by replacing existing
analog lines with a single VoIP service, a technology trend that is expanding across the

Us.¥

WHAT ARCHITECTURE AND TECHNOLOGY DO CLECS USE TO PROVIDE
SUCH DS1-BASED SERVICES TO CUSTOMERS WITH ONLY A FEW LINES?

CLEC:s typically install an Integrated Access Device (“IAD”) at the customer premise.
An IAD is a device that is made available by a number of different technology providers
(e.g., Lucent Technologies, Larscom, Adtran, Nortel, etc.) that allows a higher capacity
facility to provide voice line ports along with broadband data capabilities. IADs can be
provisioned in a variety of configurations, depending on the needs of the end user, by
allocating bandwidth across a number of voice lines and varying data speeds. An IAD
with the ability to serve 24 lines that is connected to a DS1 loop provides at least 1.54
Mbps of bandwidth to the end user. That bandwidth can then be divided in 64 Kbps
segments to provide up to 24 voice lines, or, if the end user only needs a few voice lines,
the remaining bandwidth can be used for data services. Some CLEC services are
designed such that the bandwidth may be dynamically allocated in accordance with the
customer’s use of the voice lines and the data. There are larger and smaller [ADs

available in the marketplace today.

3% www.algx.com/business/voice/integrated.jsp.

3% http://business.mci.com/small business/local long distance/mci advantage.jsp
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IADs allow CLECs to use DS1s for smaller and smaller customers in a flexible,
economic, and efficient manner because they allow use of broadband pipes to integrate
voice and data on single loop and allocate bandwidth based on the needs of the end-user
at any point in time. This provides tremendous advantages, in terms of revenue to the
CLEC and service to the end-user, compared to using multiple DSO lines, even for the

smallest business customers.

YOU HAVE EXPLAINED WHY SMALL MULTILINE CUSTOMERS WOULD
DESIRE THE KINDS OF SERVICE MOST EFFICIENTLY PROVIDED OVER A
DS1 AND HOW CLECS ARE MEETING THEIR NEEDS WITH INTEGRATED
ACCESS OFFERINGS. HAS ANY QUANTITATIVE ANALYSIS BEEN
PERFORMED TO SUPPORT SBC MISSOURI’S PROPOSED DS0 CUTOFF?

Yes. This analysis, which was performed under my supervision, identifies combinations
of voice and data services that make it economic and efficient for a CLEC to use a DS1 to
serve a small business customer that has as few as four DSO lines. The analysis compares
the economics of the CLEC providing “voice-only” over multiple DSOs to the economics
of providing both data and voice via a single DS1 loop. The purpose of the analysis is to
determine the number of voice lines which, in conjunction with provision of data
transmission, make it economic for the CLEC to serve the customer via a DS1 access

loop; in other words, the economically efficient cut-over point from DSO to DSI1.

PLEASE DESCRIBE THE TYPICAL CLEC THAT IS ASSUMED IN THE
ANALYSIS.

The CLEC is assumed to serve business customers in the mass and enterprise markets
and may also serve residential customers. It offers local, long-distance, and vertical
services. When providing integrated access it offers business grade broadband Internet
access. As the Internet access provider, the CLEC may also provide other data services
including, as I noted previously, web site hosting on a virtual private server, provision of

IP addresses, support for DNS, and provision of an e-mail server.
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Q. HOW DID YOU MODEL THE PROVISION OF INTEGRATED ACCESS?
A. The model is explained in detail in Schedules GAF-6.
Q. WHAT ARE THE RESULTS OF THE ANALYSIS?

A. Results depend on the UNE density zones. In Missouri, a DS1 line is cost-effective,

compared to four DSOs, so long as the customer has at least:

a. $108.81 per month of data revenues in Zone 1;

b. $89.48 per month of data revenues in Zone 2; and
c. $86.73 per month of data revenues in Zone 3; and
d. $94.20 per month of data revenues in Zone 4.

Based on the product bundles and prices discussed above, which CLECs are
offering in the market today, a CLEC can reasonably expect to sell these amounts of data

services, even to small business customers with only a few DSO0 lines.
Q. IS THIS ANALYSIS SPECIFIC TO MISSOURI?

A. Yes. All of the UNE loop rates, inter-office transport rates, hot-cut charges, income and

property tax rates, and depreciable lives used in the analysis are Missouri-specific.

Q. BASED ON THIS ANALYSIS AND THE DISCUSSION ABOVE, DO YOU
RECOMMEND THAT THE COMMISSION ADOPT SBC MISSOURI’S
PROPOSED DS0 CUTOFF?

A. Yes. This analysis provides significant evidence that the FCC’s default cutoff of four
DSO0s defining the minimum number of DSO lines in the enterprise market is entirely

reasonable for all Missouri zones.

V. CONCLUSION
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Q.

A.

PLEASE SUMMARIZE THE KEY POINTS OF YOUR TESTIMONY.

The key points included in this testimony along with the testimony of the other SBC

witness identified in this testimony are as follows:

I. Metropolitan Statistical Areas (MSAs) best meet the FCC’s criteria and
should be used by the Commission for its mass market impairment
analysis.

2. The FCC default cut-off of three DSO lines at a customer location provides
the most reasonable line of demarcation between the mass market and
enterprise market and should be adopted by the Commission for use
within Missouri geographic market areas.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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