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INTRODUCTION

Q.
WHAT IS YOUR NAME AND BUSINESS ADDRESS?
A. My name is Sylvia Acosta Fernandez and my business address is 530 McCullough, San Antonio, Texas 78215.  
Q.
HAVE YOU PREPARED AN EXHIBIT THAT PROVIDES INFORMATION REGARDING YOUR EMPLOYMENT, EDUCATIONAL BACKGROUND AND APPEARANCES BEFORE THE COMMISSION?
A.
Yes.  That information is attached as Schedule 1.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
A.
The purpose of my testimony is to:

a) describe SBC Missouri’s core business voice services; 

b) demonstrate that effective competition continues to exist statewide for core business voice services by  providing evidence that SBC Missouri customers can purchase similar services from alternative providers that are functionally equivalent to or substitutable for SBC Missouri’s services at comparable rates, terms and conditions; 
c) describe how the current classification does not allow full competition to provide even greater choices to Missouri customers;
d) describe SBC Missouri’s current business “go to market” strategy and how competitive classification in the remaining 158 exchanges will further benefit Missouri business and  
e) recommend to the Commission that it find SBC Missouri’s business access line services, related EasyOptions® Services, High Capacity Access Exchange services and Plexar®  competitive and move these services closer to regulatory parity with those of SBC’s Missouri’s competitors in Missouri. 
Q. WHAT PRODUCTS AND SERVICES WILL YOU BE DISCUSSING? 
A.
I will be discussing the various services our business customers use to make and receive calls over the Public Switched Telephone Network (PSTN). These services include:
a. “non complex” or basic business access services including exchange access line services, Basic Rate ISDN (DigiLinesm Service), and other line-related services and features such as Hunting, Caller ID and the tariffed packages that include these features;
b.  “complex” services such as Analog Trunks (PBX trunks), “High Capacity Exchange Access Line Services,” including Digital Loop Service, SuperTrunk and Primary Rate ISDN (SmartTrunksm) Service (digital PBX trunks), SelectData® and Plexar® (Centrex Service) which is a central office based substitute for key system/PBX service.
Please refer to Schedule 2, Business Product Descriptions, for a detailed description of the core business services SBC Missouri currently offers and seeks to have classified as competitive statewide.
Q. WHAT ARE THE MAIN POINTS YOU WOULD LIKE TO CONVEY TO THE COMMISSION?
A.
The Commission should consider the following points when evaluating whether SBC Missouri’s business core services face effective competition:

· Between July 2004 and July 2001, SBC Missouri has seen a loss of 17% of its business access lines in service. 

· There are alternative providers providing substitutable or functionally equivalent services to SBC Missouri’s business non-complex and complex core services and therefore, the Commission should find that effective competition exists for SBC Missouri’s business core services.

· While the obvious competition to SBC Missouri’s business services include traditional services offered by competitive local exchange carriers (CLECs), there are also non-traditional forms of competition from providers of  wireless, Internet-based (IP) telephony, electronic mail (e-mail), and customer premises equipment (CPE)
· SBC Missouri faces pricing constraints that do not apply to its competitors.

· Missouri customers are not receiving the full benefit of a competitive market because SBC Missouri’s existing pricing constraints limit its ability to respond to changing customer demands and a competitive marketplace.
Q.
YOU PREVIOUSLY TESTIFIED IN SBC MISSOURI’S FIRST COMPETITIVE CLASSIFICATION CASE (CASE NO. TO-2001-467).  WHAT WAS THE PURPOSE OF YOUR TESTIMONY IN THAT CASE?  
A.
The purpose of my testimony was to show the myriad of services available from alternative providers and the extent to which those services are functionally equivalent at comparable rates, terms and conditions to the core business access line services and related line item services offered by SBC Missouri.  
Q.
WHAT WAS THE OUTCOME OF CASE NO. TO – 2001-467 WITH RESPECT TO BUSINESS SERVICES YOU PRESENT HERE?
 A.
Pursuant to Section 392.245, in December 2001, the Commission found that business access line services, High Capacity Access Exchange service, associated line-related business services and optional business MCA service in the St. Louis and Kansas City exchanges faced effective competition and should be competitively classified.

Q.
HAS COMPETITION IN THE BUSINESS SEGMENT OF THE MARKET CONTINUED TO GROW SINCE CASE NO. TO – 2001-467 WAS DECIDED?
A.
Yes.  The access line losses realized statewide in Missouri partially reflect the competitive environment.  In July 2001, business access lines in Missouri were  809,703 compared to July 2004 of  674, 910.  This represents a 17% decline in our access line “in service.”  The access line in service losses only portray a piece of the impact of many alternative providers.  This decline does not reflect losses of new customers that SBC Missouri doesn’t ever have an opportunity to compete to win.  Competition continues to expand and thrive throughout all of SBC Missouri’s exchanges.  The level of competition can be seen by the continuous stream of sales and marketing information business customers are receiving from SBC Missouri and its competitors.  Through these sales and marketing efforts for both traditional and alternative services, the benefits (savings, convenience) achieved from purchasing “ bundled”  offers are evident.   
basic access Line services

Q.  
WHAT IS BUSINESS ACCESS SERVICE?
A.
Business access service gives a customer the ability to send and receive telephone calls or to connect to data networks through the public switched telephone network (PSTN). Analog Trunks allow the customer to connect its PBX or key telephone system to the PSTN.  Business access services can be very simple – basic access lines and a stand alone telephone – or complex – digital trunks behind a PBX such as ISDN PRI service. 

Q. HOW ARE BUSINESS ACCESS LINES AND TRUNKS TYPICALLY PURCHASED?
A. Missouri customers have many alternatives available to purchase business access lines and PBX trunks.  They may purchase these services on a stand-alone basis at month to month rates or they may receive discounted prices under a term agreement or in a “bundle” that combines the basic access line with line-related services such as Caller ID and perhaps other popular services like Hunting.

Q.
WHAT ARE LINE-RELATED SERVICES?
A. Line-related or “vertical” services are services a business customer with non-complex telecommunications needs may add to the access line for additional functionality.   Examples of line-related services include services such as Call Waiting, Three-Way Calling, Call Forwarding, Caller ID, or Speed Calling.  In Missouri these services are referred to as Easy Option services.  For customers that have more complex needs, a key system or PBX will perform these line-related services.
Q. WHAT IS METROPOLITAN CALLING AREA SERVICE AND HOW DOES IT FIT IN THIS CASE?
A.
Metropolitan Calling Area (MCA) service is an expanded calling area plan that exists in St. Louis, Kansas City and Springfield.  It is an optional service that customers can purchase when their businesses reside in MCA exchanges outside the St. Louis, Kansas City and Springfield exchanges where MCA service is considered “mandatory” which means the MCA calling scope is part of their local charge.  CLECs compete vigorously within the MCA areas so optional MCA service should be declared competitive along with the underlying access line services in the optional MCA exchanges in the St. Louis, Kansas City and Springfield MCAs.

Q. WHAT TYPES OF COMPETITION EXIST FOR BUSINESS ACCESS LINE AND LINE-RELATED SERVICES?
A. There are two main types of competitive providers – traditional and non traditional providers.  CLECs are the most evident type of traditional competitor for business access line customers, providing services that are substitutable for or functionally equivalent to SBC Missouri’s services.  CLECs today focus on bundled solutions  – bundling local with vertical features or messaging as well as long distance.  CLECs are also creating “super bundles” that is, local services (line and features), broadband (with Internet access) and long distance and wireless services at a discount.  Bundling provides greater savings to the business customer.   CLECs and SBC Missouri have developed attractive bundled pricing arrangements.  These are designed to sell the most popular telecommunications solutions presented in a bundle that is easy for a business customer to evaluate and purchase.   

In addition, SBC Missouri faces competition from non-traditional forms of competition such as wireless carriers and Internet-enabled technologies such as Internet-telephony and electronic mail (e-mail).  

High Capacity Exchange Access Line SERVICES
Q.
WHAT ARE HIGH CAPACITY EXCHANGE ACCESS LINE SERVICES?
A.
High Capacity Exchange Access Line services provide customers with up to 24 56/64Kbps channels of switched access to the local PSTN on a single DS-1 (1.544 Megabits per second) transport facility.

Q.
WHAT TYPES OF HIGH CAPACITY EXCHANGE ACCESS LINE SERVICES ARE AVAILABLE TO BUSINESS CUSTOMERS IN MISSOURI?
A.
There are generally three types of High Capacity Exchange Access Line services commonly available to business customers in Missouri:

· The first type utilizes ISDN Primary Rate Interface (PRI) as the underlying technology.  

· The second type utilizes simple time division multiplexing (TDM) for digital trunking over a DS-1.  

· The third type is commonly known as Integrated Access.  Integrated Access service also utilizes simple TDM and DS-1 technologies.  

Integrated Access allows customers to use the 24 channels for access to multiple voice and data services.  In addition to using the service or local PSTN access, a customer may also use some of the channels for exchange private line access.  Some competitive offerings allow customers to use a single DS-1 for switched access to local, dedicated access to long distance, Frame Relay and Internet services.  

Q.
WHICH HIGH CAPACITY EXCHANGE ACCESS LINE SERVICES DOES SBC MISSOURI OFFER?
A.
SBC Missouri offers the following High Capacity Exchange Access Line Services in Missouri:

 ISDN PRI  

· SmartTrunk 

· Select Video Plus®
· SelectData®
 TDM/DS-1 - digital trunking 

· SuperTrunk

· Digital Loop Service 

Integrated Access

· Access Advantage Plus (limited to access to local regulated services)

Q. PLEASE DESCRIBE THE COMPETITIVE LANDSCAPE IN MISSOURI FOR RETAIL HIGH CAPACITY EXCHANGE ACCESS LINE SERVICE.
A.
Missouri business customers have many alternatives to SBC Missouri 's High Capacity Exchange Access services -- including purchasing functionally equivalent services from CLECs such as AT&T, Birch Telecom, MCI Worldcom, Sprint and Allegiance.  PRI and Digital Trunking services are purchased predominantly by large business and Internet Service Provider (ISP) customers.  PRI and Digital Trunking services are standard products for CLECs selling to the large business PBX market or the ISP inbound dial access networking market.   CLECs are SBC Missouri’s main competitors in these markets.  CLECs have been reselling SBC Missouri 's retail products like SuperTrunk and SmartTrunk at discounted rates to customers since the passage of the Act.

In addition, CLECs commonly provide High Capacity Exchange Access services using SBC Missouri network facilities (e.g., unbundled network elements (UNEs)).  CLECs take advantage of the economics of critical customer mass and buy their own PRI-equipped switches and then utilize SBC Missouri’s unbundled loops to reach the customers from the CLEC’s own switch.  CLECs can also build their own loop facilities and use their own switch, thereby totally bypassing SBC Missouri’s network.  

High Capacity Exchange Access Line services are designed for large business customers, with high volumes of telecommunication traffic.  Large PBX business customers are lucrative targets for CLECs.  CLECs also compete directly and effectively with SBC Missouri to provide service to Internet Service Providers (ISPs).
Q.
WHAT TYPES OF COMPETITION EXISTS FOR HIGH CAPACITY EXCHANGE ACCESS LINE SERVICES?
A.
Most, if not all, CLECs who compete for large business and ISP sales offer equivalent services to SmartTrunk, SBC Missouri 's ISDN PRI service.  CLECs also offer equivalent services to SuperTrunk and Digital Loop Service, which are digital.  PRI is a mature technology and numerous CLECs offer PRI services at extremely competitive rates.
Q.  
WHAT ARE SOME OF THE RECENT COMPETITIVE OFFERS YOU HAVE SEEN IN THIS SEGMENT OF THE MARKET?
A.
In this higher end of the market, CLECs are very aggressive at undercutting SBC Missouri on PRI service.  As the following table shows,  typical competitive monthly rates for  PRI services are around $540 to $850.  This is very aggressive pricing given that SBC Missouri’s equivalent pricing is typically over $1,000 per month. 
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Q. 
HOW HAS SBC MISSOURI RESPONDED TO THESE COMPETITIVE OFFERS?
A.
SBC Missouri responded by developing a promotional bundle for PRI services in 2003 referred to as the Missouri “May Day.”  This promotion is still available today and it offers aggressive rates for the PRI with an option to bolt on either Outbound Caller ID or first 1000 block of DID numbers for $10 per month.  Refer to Schedule 3 for a copy of the promotional tariff filing.
Q.
IS THERE ANY FUNCTIONAL DIFFERENCE BETWEEN SBC MISSOURI’S HIGH CAPACITY EXCHANGE ACCESS LINE SERVICE AND THAT OF A COMPETITOR OF SBC MISSOURI’S BUSINESS HIGH CAPACITY EXCHANGE ACCESS LINE SERVICE?
A.
No. Digital Trunking Services from CLECs’ and SBC Missouri's DS-1 based Digital Trunking Services are functionally the same.  There is no functional difference between SmartTrunk (ISDN PRI) and a CLEC’s PRI. The number and types of switch features (i.e., PRI 2 B-channel transfer) may vary from CLEC to CLEC and between CLECs and SBC Missouri, but the basic products provide the same functionality to customers.  

PLEXAR SERVICE
Q.
WHAT IS BUSINESS PLEXAR SERVICE?
A.
As Schedule 2 describes, Plexar is a central office based communications system that allows business customers to use SBC Missouri’s central office technology instead of purchasing their own switching equipment.  The Plexar family of services includes Plexar-1, Plexar Express, Plexar II and Plexar-Custom. A business customer has no capital outlay since Plexar switching equipment is provided, housed and maintained in SBC Missouri central offices. The industry refers to this service as “Centrex”.


Plexar service provides basic call processing capabilities, such as call hold, call transfer, and three-way calling. Additionally, some Plexar services also offer advanced voice and data call handling, such as Basic Rate Interface (BRI) and Integrated Service Digital Network (ISDN) capabilities.   Essentially, Plexar is a central office based PBX.
Q.
HOW DO CLECS PROVIDE BUSINESS PLEXAR SERVICE?
A.
Resellers purchase SBC Missouri’s  Plexar service at wholesale prices and then “resell” the service to end user customers.  Facility-based providers provide Plexar-like service and features through their own switching equipment.

Q.
IS THERE ANY FUNCTIONAL DIFFERENCE BETWEEN SBC MISSOURI’S PLEXAR SERVICE AND THAT OF A COMPETITOR RESELLING SBC MISSOURI’S BUSINESS PLEXAR SERVICE?
A.
No.  A reseller uses SBC Missouri’s network to provide service.    SBC Missouri resells its telecommunications services to the CLEC at a discount off of its retail rate.  The CLEC bills the customer directly for services purchased by the end user customer.
Q.
IS THERE ANY FUNCTIONAL DIFFERENCE BETWEEN SBC MISSOURI’S PLEXAR SERVICE AND PLEXAR-LIKE SERVICES OFFERED BY CLECS USING THEIR OWN SWITCHING FACILITIES?
A.
No. A CLEC that uses its own switch, either with its own loops or combined with loops from SBC Missouri, can offer Plexar-like service with equivalent functionality to Plexar.  Below are the Internet hyperlinks of known facilities based CLECs that offer Centrex service in Missouri. 
[image: image2.emf]Company
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Everest http://www.everestgt.com/business_vs.php

IDT http://www.idtsolutions.com/products/voice/centrex.asp

MCI

XO http://www.xo.com/products/smallgrowing/voice/local/centrex/index

.html

Big River http://www.bigrivertelephone.com/services.html

Nuvio http://www.nuvio.com/centrex.php


Q. DO SBC MISSOURI AND OTHER TELECOMMUNICATIONS PROVIDERS HAVE THE ABILITY TO UTILIZE CUSTOMER SPECIFIC PRICING (CSP) FOR PLEXAR-TYPE SERVICES?
A. Yes.  Pursuant to Section 392.200.8 RSMo 2000 SBC Missouri and other carriers have the ability to utilize CSP pricing for Plexar type services.  In fact, this provision existed before the legislature authorized local competition (i.e., the creation of CLECs) because the legislature recognized that CPE provided a competitive alternative to Plexar-type services.    The intent was to allow open competition and reclassifying Plexar as competitive would give Missouri business customers more choices.
Q. DO CPE ALTERNATIVES FUNCTION THE SAME OR ARE SUBSTITUTABLE FOR SBC MISSOURI’S PLEXAR SERVICE?
A.
Yes, business customers may purchase PBX or key telephone systems from many vendors.  These vendors provide service that is substitutable for SBC Missouri’s Plexar service.  In addition, the vendors install and maintain the equipment for the customers. The final point is that many of the web pages specifically call out the comparison between Centrex service and key systems and PBXs.  This further supports SBC Missouri’s position that CPE is a direct, functionally equivalent substitute for Plexar.
Q.
WHAT TYPES OF COMPETITION EXIST FOR BUSINESS PLEXAR SERVICE?
A.
For decades Plexar has faced competition from key telephone systems and PBXs.   
Key telephone systems and PBXs were developed and offered to replace some of the central office based offerings for larger business customers.  Over time, the prices for PBX systems have been driven down by competition and by advances in switch technology.  PBXs and key telephone systems continue to be an attractive alternative for business customers that choose to "own" their voice system.   
The convergence of voice and data is one of the industry's leading drivers for migration as business customers search for economic solutions for their voice and data needs.  PBX, key system and Centrex growth is declining over time, VoIP demand is projected to grow as more customers migrate from  traditional circuit switched services to IP services.  Since January 2002, Plexar “in service” has declined about ** ___ **.  Refer to Highly Confidential Schedule 4, SBC Missouri Plexar In Service, for monthly station in service counts.  
Proprietary Schedule 5 provides analysis of the 4Q03 InfoTech nationwide Business System trends.  This schedule shows Centrex line growth to be declining while VoIP is predicted to rise.  From 2003 to 2008 Centrex lines are forecasted to decline by
**      ** but VoIP is predicted to grow by **     ** over the same period.  In my opinion, SBC Missouri’s Plexar station losses shown in Schedule 4 are primarily due to substitution (PBX, key systems) or migration to IP enabled CPE.  

Q. IS IT YOUR OPINION THAT A PBX OR AN IP PBX IS THE FUNCTIONAL EQUIVALENT TO PLEXAR?
A. Yes. Like Plexar, a PBX is a telephone system that switches calls between users on station lines while allowing all users to share a certain number of local exchange access lines.  Most state-of-the art PBXs today use digital switching technology rather than analog.  A PBX generally includes the following:

· PBX trunk lines provided by the local exchange service provider.

· A premises-based PBX switch (computer) that manages the switching of the station calls (intercom) within the PBX system and calls to and from the PSTN.

· The inside wiring between the PBX switch and individual PBX stations.

· A console (switchboard for attendant service).

· Direct Inward Dialing (DID) provided by the local exchange service provider.


An IP PBX provides the same feature functionality as a traditional PBX or Plexar but it uses the data network to transport both voice and data.

COMPETITIVE LANDSCAPE

Q.
PLEASE DESCRIBE THE GENERAL COMPETITIVE LANDSCAPE IN MISSOURI FOR SBC MISSOURI BUSINESS SERVICES. 
A.
As mentioned earlier, between July of 2001 and 2004, SBC Missouri has lost approximately 17% of its business access lines.  The existence of a number of both traditional and non traditional competitive alternatives as well as bypass  provides clear evidence that SBC Missouri faces a very competitive market for all of its popular non-complex and complex core business access services.  For years, SBC Missouri has faced competition from:

· CLECs that are facilities based as well as non facilities based;

· CPE alternatives such as PBXs and  key telephone systems;

· Non-traditional alternatives such as wireless, Internet or IP telephony, e-mail and

· Bypass – businesses that choose to build their own private voice networks 
The number of traditional alternatives is evidence of a fully competitive market.  Alternatives emerged within the Missouri marketplace because it is financially rewarding to these alternative providers to offer the business customer choices – statewide.  Further evidence that the Missouri market is fully competitive is the emergence of non traditional alternatives such as IP telephony, e-mail and other forms of communication that businesses make use of instead of using the public switched telephone network (PSTN).  

Q. IS THE COMPETITIVE NATURE OF THE BUSINESS MARKET A RECENT DEVELOPMENT?
A. Absolutely not.  The business market, especially the large business market, has been competitive for years – even before the existence of CLECs.  For example, business customers have a long history of seeking alternatives to SBC Missouri business services such as vertical features and Plexar.   Early on, various CPE providers offered many of the alternatives.  PBXs were developed and offered to replace central office based offerings for larger customers. Prices for PBX systems have come down over the years, making them attractive alternatives for medium and small business customers.  Some large business customers, such as Washington University, Bi-State Development Agency, and Edward Jones have opted to construct private networks to handle much of their communication needs.  Additionally, CPE has been developed to offer functionally equivalent capabilities to many of SBC Missouri’s optional central office based features.  
Q.
WHAT FACTORS HELP EXPLAIN WHY THERE IS GROWING COMPETITION FOR BUSINESS CORE SERVICES?
A.
There are two clear reasons.  First, businesses are always searching for ways to lower their operational costs in order to increase their profitability.  Secondly, it’s clearly profitable for competitors to enter into the telecommunications market – if it were not lucrative, then why would both the number of alternative providers rise as well as the myriad of substitutable products. Many business customers are geographically concentrated in metropolitan areas.  Facility-based alternative carriers are able initially to reach a high concentration of high volume customers without building networks that serve the entire state.  
These local service providers use a network infrastructure that does not mirror SBC Missouri’s statewide infrastructure, allowing market entrants to serve large areas with lower average levels of investment than that employed by SBC Missouri.  If a potential customer is located in an area where the competitor has not yet constructed facilities, the competition can rely upon resale of SBC Missouri’s telecommunications services or purchase unbundled network elements (UNEs) to serve the customer without having to make any additional capital investments.  The basic economics of the alternatives lead other service providers to offer business customers comparable service alternatives at generally lower prices.  Unlike SBC Missouri, they do not have to balance revenue and contribution sources between an embedded base of lower margin residence and rural customers against higher margin business customers.
Q.
WHAT LEVEL OF COMPETITION DO YOUR BUSINESS ACCESS LINE SERVICES FACE IN MISSOURI?
A.
SBC faces a very competitive market statewide for all of its business access line services.  Based on information found on the Commission’s web site, there are on average about 30 certified CLECs certified to offer business services in SBC Missouri exchanges.  These competitors utilize aggressive marketing strategies (bundling and aggressive monthly rates) and direct, focused selling tactics (direct mail, outbound telemarketing, door to door sales) to gain market share.  Some advertise through mass media (print ads, radio or TV), outdoor (Birch billboards) and make use of the Internet (permission marketing) to communicate the choices they offer Missouri  businesses.

Q.
REGARDING ADVERTISING, CAN YOU QUANTIFY THE LEVEL OF ADVERTISING BY YOUR COMPETITORS?
A.
Yes, through external advertising agency analysis commissioned by me,  I can estimate annual telecommunications advertising expenditures for the state of Missouri.  SBC Missouri competitors spent nearly **                  ** in mass media and online advertising from 1Q02 to 2Q04.  (Refer to Proprietary Schedule 6, Missouri CLEC Advertising Spend.)  These expenditures show the level of our competitors’ focus on  Missouri businesses, with many of these competitors having doubled or tripled their spend.  During this study period:

· AT&T spent just under **        **
· Sprint spent just under **        **
· Verizon spent **        **
· Birch spent almost **        **
· CenturyTel spent **         **
· MCI spent **        **  

· McLeod spent * *        **
Q. WHAT IS THE SOURCE OF THIS INFORMATION?
A. This information was obtained through a study I commissioned our advertising agency to undertake.  Based on public records for advertising in print, radio, TV and banner advertising, the agency is able to use rate sheets to calculate an estimated spend.  This information was collected from Competitrack, Nielsen Adviews, and surveys of supplier reports.  The survey data was used  in combination with publicly available rate sheets to calculate the estimate.  

Q.
WHAT IS THE “KEY MESSAGE” SBC MISSOURI’S COMPETITORS’ HAVE DELIVERED VIA ADVERTISING?
A.
There is a common theme running in the advertising – it’s bundling.  While the schedule doesn’t show all the competitors that advertised in Missouri (nor does it reflect direct mail expenditures), it does show that Missouri businesses are exposed to a trend of utilizing advertising to more effectively reach business decision makers.  Missouri businesses have been targeted repeatedly with advertising describing the numerous bundled choices available.  

Q.
ARE THERE OTHER FORMS OF ADVERTISING THAT YOUR COMPETITORS USE?
A.
Yes.  Not all advertising is overt or easy to find publicly.  Our research has found CLEC advertising also makes use of banner ads on Internet sites as well as promotional content on various web sites.  Analysis of Internet sites shows the vast choices they offer Missouri businesses.  Please refer to Schedule 7 which shows examples of the actual web content for Birch, NuVox, AT&T, McLeodUSA, MCI and Sprint. 

Q.
HAS SBC MISSOURI RESPONDED TO THE INCREASED COMPETITIVE ADVERTISING AND IF SO, IN WHAT WAYS?
A.
Yes.  Given the fact that CLECs increased their level of advertising and direct sales efforts, SBC Missouri has responded with advertising of its own.   From 1Q02 to 2Q04, SBC Missouri spent **         ** to reach Missouri business customers.   The competitive market SBC Missouri operates in is what drove the decision to increase advertising from **        ** in 2002 to **          ** in 2004.  Refer to Proprietary Schedule 8 for a summary of SBC advertising in Missouri.  

Q.
PLEASE EXPAND ON THE TYPES OF NON-TRADITIONAL COMPETITION THAT EXISTS FOR BUSINESS ACCESS LINE SERVICES?
A.
Missouri customers have the option of utilizing “non-traditional” services such as wireless service, cable modems, and Internet based telephony or IP Telephony and e-mail.   

Wireless service is widely available throughout SBC Missouri’s exchanges in Missouri. Increasingly, the business customer is choosing to reduce the number of wireline business access lines and instead utilizing wireless services.  Besides the obvious applications for “mobile” users such as salespeople and real estate agents, many diverse small businesses have adopted wireless service as their only means to stay in contact with their customers.  For example, a landscaper can work on jobs and still be able to receive calls allowing him/her to schedule additional jobs. Wireless service is particularly attractive to business customers because the service often includes long distance calling at no extra charge.

Cable modems offered by cable TV companies and DSL offered by telecommunications companies eliminate the need for additional access lines.  

The Internet is now pervasive and accessible to all business customers in SBC Missouri’s exchanges, and the various Internet-related capabilities such as e-commerce, e-mail, web pages, and Internet-based or IP telephony provides even more alternatives to SBC Missouri’s business access line services.   The growth of the Internet and e-commerce applications has also provided attractive business voice choices.   There are an increasing number of e-tailers that allow visitors to click on an Icon on their web site to use the IP network to complete a voice call, thereby reducing the demand for traditional business access services.

VoIP (Voice over Internet Protocol) service is an immediate and growing competitive alternative to SBC Missouri’s “traditional circuit switched” core telecom services (POTS) such as basic access, ISDN and others.  Examples of some of the VoIP providers that offer business service in Missouri and their service offerings are provided below.  The competitive freedom that VoIP providers currently enjoy has created an environment that drives innovation and investment in VoIP and other alternatives.  And Missouri customers benefit.  The table below identifies several providers that are offering business VoIP services.
[image: image3.emf]Company

VoIP Web link

DeltaThree Yes http://www.iconnecthere.com/

Global Crossing Yes http://www.globalcrossing.com/xml/services/serv

_voice_voip_over.xml

IDT Net2Phone Subsidiary Yes http://web.net2phone.com/solutions/corporate/

i2 Telecom Yes http://www.i2telecom.com/products.html

MCI Yes

McLeodUSA Trialing http://www.mcleodusa.com/ResourceRetrieval?fil

eId=325

Time Warner Yes http://www.timewarnercable.com/corporate/produ

cts/digitalphone/default.html

Vonage Yes http://www.vonage.com/

Nuvio Yes http://www.nuvio.com/voice.php

Covad

Yes http://www.covad.com/voip/index.shtml


BENEFITS FROM COMPETITIVE CLASSIFICATION STATEWIDE 

Q.
HOW HAS THIS COMPETITIVE ENVIRONMENT BENEFITED BUSINESS CUSTOMERS IN MISSOURI?
A.
Further evidence of a fully competitive market is the evolution of the product offer strategy toward bundling to deliver savings.  In response to customer demands, telecommunications providers such as SBC Missouri and its competitors are focused on bundling traditional core business access with complimentary services such as long distance, Internet access and broadband at rates that are lower than if the services had been purchased separately.  Bundling is evidence that service providers acknowledge the competitive nature of the market and that all business customers have choices for business access and related services.  Telecommunications providers recognize that decision makers are well informed and do not need to be sold stand alone products.  Rather, decision makers have the knowledge gathered from personal experience as a business owner or gathered from other business owners and the Internet so they want to focus on a complete solution, not individual components that make up a total solution.  Bottom line: bundling provides greater savings to customers because SBC Missouri and its competitors recognize businesses want choice.  Business customers have benefited because competition drives greater choices and savings.  Such benefits can be seen in the recent bundled offers from CLECs that target small businesses as depicted in  Schedule 9, Local Access Bundle Comparison and Schedule 10, Unlimited Bundle Comparison, and as described below:
· In 2003, MCI and AT&T launched “unlimited offers” that bundled local, popular vertical features and unlimited domestic long distance for under $60 per month.  

· Effective July 2, 2004 Birch filed a promotional tariff referred to as Freedom Pak/Pak Plus that offered an aggressive bundle of a local access line plus 500 MOUs of domestic long distance, seven free vertical features for $31 per month.  The promotion was filed to expired September 30th, but was extended as it was presumably a successful offer for Birch.  This is further evidence that Missouri customers benefit from competition –  more choices than just SBC Missouri.

· Vonage and AT&T are putting substantial marketing and advertising effort behind their Voice Over Internet Protocol (VoIP) offerings.  Both advertise a bundled solution of unlimited local, long distance, popular vertical features and high speed broadband connectivity for under $100 per month.  

· Other CLECs such as McLeodUSA http://www.mcldwireless.com/Home.do and Sprint at http://www.sprint.com/business/products/categories/small.jsp that offer Missouri customers the convenience of bundling local access, long distance, broadband and wireless on one bill.  

Q.  
WHAT ARE SOME OF THE RECENT OFFERS THAT HAVE RESULTED FROM EFFECTIVE COMPETITION IN MISSOURI.
A.  
CLECs have been very effective at enlarging their market share through bundling of services at very competitive bundled rates both in the small business market as well as the larger business market.  MCI was one of the first CLECs to introduce an unlimited local and long distance bundle targeted for customers with non complex telecommunications needs.  In 2003, MCI introduced Business Complete Unlimited, which offers unlimited local calling, domestic long distance calling, bundled with Easy Option features like Caller ID, all for $34.99 for the first line.  Schedule 11 is a copy of a direct mail piece MCI used to describe this offer to a St. Louis customer.  Schedule 12 is a promotional flier that states the MCI offer.  AT&T also offered a bundled unlimited offer, All In One, which is almost identical to MCI’s business unlimited offer. In response, SBC Missouri launched business unlimited in July 2003 at a price point of $38.99 for the first line.  
Another promotion that Missouri businesses have recently been offered is Birch’s Freedom Pak/Pak Plus offering.  This bundled offer provides  a $28 per month access line plus $3 per month for 500 long distances minutes of use or $2 for a block of 200 long distances minutes.  Along with these blocks of MOUs, Birch offers up to seven vertical features for no charge.  Please refer to Schedule 13, which is a copy of Birch’s promotional tariff filing, for the specific details.  

Q.
ARE THE CLECS GAINING CUSTOMERS IN THE MISSOURI MARKETPLACE?
A.
Yes.  Significant numbers of customers have responded to the CLECs’ aggressive selling tactics.  The telecommunications bundled services offered by SBC Missouri’s competitors are similar, and very aggressively priced because it’s easy to compete through a differentiated offer that touts “savings.”  What differentiates a provider is very simple and straightforward – deliver the most value in terms of service, reliability, product, and packaging and do so at a competitive rate.  By the nature of competition, not all companies will succeed at the same level; some will do a better job than others.  
Q.
WHAT DOES SBC MISSOURI SEEK IN THIS CASE AND WHY?
A.
SBC Missouri seeks to meet all Missouri business’ telecommunications needs at a price point that meet customers’ expectations.  SBC Missouri must have competitive classification for its business services in all exchanges, not just the two of the 160 exchanges served by SBC Missouri that have been competitively classified.  Giving SBC Missouri this flexibility will benefit all Missouri businesses because it will lead to more choices for these customers where ever they do business – and greater choices drives toward more competition that leads to increased savings (through bundles, new products) and greater improvements to customer service.  Competitive classification will give SBC Missouri the ability to:
· Respond more quickly to competitors’ offerings with a reduced filing interval and approval process;

· Freely move prices up and down to respond to changes in the competitive marketplace and
Businesses don’t want to have to take the time to analyze their telecommunications bills on the basis of the exchange in which the location exists.  Missouri businesses want affordable business rates statewide.  They want the certainty that they are achieving the maximum savings for all their locations, not just those the Commission believes are competitive.
Q. ARE MISSOURI BUSINESS CUSTOMERS RECEIVING THE FULL BENEFITS OF COMPETITION?
A.
No.  Missouri customers are not receiving the full benefit of a competitive market because SBC Missouri’s existing pricing constraints limit its ability to compete on an equal basis with its competitors.  
Q.
HOW DOES THE CURRENT CLASSIFICATION OF BUSINESS SERVICES IMPACT SBC MISSOURI’S MARKETING EFFORTS?
A.
The current classification disadvantages customers that have many locations statewide.  SBC Missouri’s marketing efforts are similar to those of CLECs.  We use door to door premises selling, outbound telemarketing, mass market and online advertising.  Many of SBC Missouri’s marketing efforts, such as advertising and direct mail, are statewide – they are designed to meet customer needs regardless of where their site is located.  Many businesses have locations both in St. Louis and Kansas City as well as in other exchanges throughout the state.  In my experience, business customers prefer uniform pricing throughout the state, rather than having to keep track of different rates for St. Louis, Springfield, Cape Girardeau, etc. Customers want choices that extend to all  locations where they do business. If the Commission permits SBC Missouri to have competitive classification statewide, it will examine how to apply these classification’s benefits.  SBC Missouri wants the same flexibility its competitors have.
Q.
HOW ARE SBC MISSOURI’S COMPETITORS REGULATED AND WHAT ARE THE IMPLICATIONS?
A.
CLECs are classified as competitive and all the services they sell are competitively classified.  With a competitive carrier classification, CLECs  are able to change their prices (up or down) on short notice to the Commission without the need of providing cost support for the change.  In short they have the ability to respond to market dynamics more rapidly than does SBC Missouri.  Because evidence of effective competition exists statewide, the Commission should permit SBC Missouri to have the same flexibility to meet the needs of its customers or its potential customers. 
CONCLUSION

Q.
ARE THERE ALTERNATIVE PROVIDERS OFFERING FUNCTIONALLY EQUIVALENT OR SUBSTITUTABLE SERVICES FOR SBC MISSOURI’S BASIC ACCESS LINE SERVICES, THE ASSOCIATED LINE-RELATED SERVICES, HIGH CAPACITY EXCHANGE ACCESS SERVICES AND PLEXAR?
A
Yes.  My testimony has demonstrated that there are numerous providers offering functionally equivalent and substitutable services for SBC Missouri’s business services.  
Q.
DO THESE COMPETITORS PROVIDE THESE SERVICES AT COMPARABLE RATES, TERMS AND CONDITIONS?
A.
Yes.

Q.
WHAT CLOSING REMARKS SUM UP THE PURPOSE OF YOUR TESTIMONY?
A.
To sum:

· Expanding competitive classification for business services to all exchanges statewide is consistent with the competitive landscape.

· SBC Missouri's competitors adjust prices to meet customer needs without regulatory constraint. Their price adjustments are neither tied to an index nor limited to a certain percentage increase per year and nor should SBC Missouri’s be tied.  
· The pricing constraints placed on SBC Missouri limit our ability to price services in response to the market.   Structuring new pricing plans that can differ from SBC Missouri’s existing rate structure gives CLECs considerable marketing advantages over SBC Missouri.  Giving SBC Missouri the same ability to structure new pricing plans on business access services will provide Missouri business customers with more choices.  
· Customers are looking for a telecommunications provider that provides value to them in a bundled solution that is easy to evaluate and understand.  This value is derived from price and customer service.  Customers choose the provider they prefer based on total value proposition.  
· Customers are sophisticated, know they have choices, and want a provider that can package the needed services at a value everywhere they do business.  CLECs bundle the most popular services and aggressively price them statewide.  
· Missouri customers want packages that eliminate some of the decision making.  They also want a great value.  This is what competition provides.
· Given expanded competitive classification, SBC Missouri will examine how to modify its prices and product offers to provide more choices and more customer focused offers.

· The Commission should find that SBC Missouri’s business access services, line-related services, High Capacity Access Exchange services and Plexar face effective competition and declare them competitive.
Q.
DOES THIS CONCLUDE YOUR TESTIMONY?
A.
Yes.

� The Commission also found that several other services, for which I did not testify to, faced effective competition.
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