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PROCEEDI NGS
(2: 06 p.m)

MS. ATWOOD: Okay. Let's get started. | think

it would be useful, since we're transcribing this, to

identify who you are and who you're representing for the

transcript, so that those that read this afterwards know

who we are. For the FCC, it's Dorothy Atwood.

CAREY: M chell e Carey.

REEL: John Reel .

REYNOLDS: @ en Reynol ds.

330

CROMWNE: My nane is Dana Crowne. |I'mwth
Al | egi ance Tel ecom

MS. ATWOOD: And | should say this. |If we could
speak clearly into the m crophone.

MR. JONES: Thomas Jones, WIlkie Farr, for

Al | egi ance.

3

ALBERT: Mary Al bert, also with All egiance
Tel ecom

LEVITZ: Kathie Levitz, Bell South.

BANKS: Jon Banks, Bell Sout h.

2 30

SCOTT: Dave Scott, Birch Tel ecom

MS. MORELLI: Genny Morelli, on behalf of the
Pace Coalition.

MR. Gl LLAN: Joe G llan, on behalf of the Pace
Coal i tion.
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MR. HUNTER: Charles Hunter, on behal f of
Ascent .

MR. TRI NCHESE: Augie Trinchese, Verizon
Conmuni cat i on.

MR. SHAKIN: Ed Shakin, Verizon.

MR. PHI LLIPS: Gary Phillips, SBC.

MS. ATWOOD: Great. Well, thanks for comng. |
want to sone spend a bit of time just getting sone
prelim nary argunments out of the way and understandi ng --
we' ve had you cone in and talk to us separately. W've
got a lot of record on this proceeding. And one thing
seens to be fairly uniform and that is that no one |ikes
the order as it stands, and that there are three noving
parts, as | can tell, to the order now that we've
di scussed, that parties have brought to our attention.

The first noving part is whether we got it right
with limting it to the MSA -- Zone 1 top 50 MSAs. The
ot her nmoving part is that we adopted the four-or-nore
i ne count, whether we got that right. And then, the
ot her piece of this is the association with the EEL and
the carve-out would be only avail abl e where the EEL was
avai lable. And so | guess it would be useful to just
hear a little bit -- and | realize these will be general
statenments and we're going to get into the neat of each
of these -- but just hear generally a few mnutes from
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5
each side about kind of where you stand on each of those

| mentioned and what you're asking this Conm ssion to
consider. And | don't know who would like to go first.
Why don't we start with you guys.

MR. PHILLIPS: First, |I think that, even anpbng
many of the CLECs, | think that favor nore stringent
unbundl ed switching requirenments, there seens to be
agreenent that the Zone 1 restriction was arbitrary and
shoul d be elim nated. Speaking for SBC, the Zone 1
restriction neans that unbundl ed switching relief would
be potentially available in 64 out of our 3,000-plus wire
centers, nmeani ng about 2 percent of our wire centers.
Those wire centers serve only one-sixth of the business
lines in the top 50 MSAs and 3 percent of our |ines
overall, so it gives us virtually nothing.

And we think that the |larger picture, it's
arbitrary, because the zones were established by
conpani es based on criteria that have really very little
to do with the issue before the FCC today. Sone
conpani es made their decisions to establish zones based
on circunstances that really have nothing to do with this
and, therefore, there's a wide disparity, even anong the
| LECs as to how central offices were classified. | think
in the case of Bell South, the zones are not even on a
W re-center-by-wire-center basis but on a geographic
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basis. So there's a disparate inpact anong the |LECs
Zone 1 requirenent and we think it clearly needs to be
el i m nat ed.

Wth respect to the four-line cutoff, we think
that certainly there is no basis in the record for
raising that. W think that a cleaner, nore | ogical
cutoff would be just a clean, biz-res split. And with
respect to the EEL, we think that there should be no
requi renent that there be relief conditioned on the
avai lability of the EEL.

M5. ATWOOD: Ckay. You guys want to --

MR. TRI NCHESE: For Verizon, | won't spend much
time on Zone 1. CObviously, we don't support a Zone 1
restriction. It wasn't intended to deal with UNEs or the
provi si on of unbundled switching. It was an access
structure and really has no relationship to UNEs at all,
and we favor doing away with the restriction. As far as
the four-line or nore limt, our experience and our data
has denonstrated to us that platformor unbundled
switching is not being used to serve the business nmarket.

It's being served by, primarily, other carrier swtches.
There is switching available, and we'd like to see the
restriction go away, in favor of res-biz split.

As far as the EEL goes, we don't believe that
the EEL is -- should be a requirenent of the unbundled --
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7
the switching limtation. Rather, that it shouldn't have

any relationship to it at all. And we have a pending
court case in front of us that tal ks about new
conbi nati ons, which hasn't been decided yet. It can
create sonme problens with making it a requirenent of
unbundl ed swi t chi ng.

MS. ATWOOD: Ckay.

MR. HUNTER: On behalf of Ascent, |'d agree with
Gary to one extent, that | do believe that Zone 1 is
arbitrary to the extent that we think the Comm ssion got
it right to start with, that a |lack of unbundl ed
switching inpairs, and clearly inpairs, our nmenbers'
ability to conpete in the market. So, to the extent that
there's a change in the geographic area, we think the
geographi c area should be shrunk to nothing. That is, it
hasn't been our position on reconsideration, but that's
where we would like this thing to come out.

Wth respect to four or nore lines, we do think
t hat --

MS. ATWOOD: So, therefore, it isn't your
position, then.

MR. HUNTER: Excuse nme?

MS. ATWOOD: If it's not your position --

MR. HUNTER: It's -- | nean, it's what our
preference would be, particularly given the way the
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8
mar ket has turned over the last six months. Wth respect

to four or nore lines, we do believe that was arbitrary,
that there is no rational relationship to where the

i npai rment would be if an inpairment exists. W think
the only rational linkage is to the T-1 facility. W
think that that |evel should be increased to the T-1
facility. Absent increasing it to that kind of an,
either a line threshold or physical facility threshold,
our nmenbers are denied access -- denied viable, realistic
access to their historically targeted market.

Qur menbers, essentially, are small carriers
that serve small business. UNE-P, effectively, is the
only nmeans -- viable nmeans, by which our nenbers can
reach that market.

MR. G LLAN: On behalf of the Pace Coalition,
guess I'mgoing to take themin the follow ng order.
Wth respect to the line count, our fundanmental view of
this is that there is a digital divide in ternms of
people's ability to provide conpetitive services and
that, fundanmentally, analog lines are nore efficiently
served over UNE-P. \When a custoner gets |arge enough to
be served on digital facilities then people can provide
-- find other ways of nmeeting it. So, in ternms of the
four lines, we think it needs to be changed because it
doesn't track correctly the break point between anal og
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and digital services.

Wth respect to Zone 1, I"mgoing to have to
di sagree with Gary. | don't think there's unanimty that
Zone 1 was arbitrary. 1In fact, | think that there was a

| ogi cal basis for Zone 1, even though we no | onger think
that you necessarily need to apply it.

And here's the logic: In a world where
custonmers can use their own facilities to serve digital
custonmers, the question arises as to where are
concentrations of DS-1 custoner |ocated? And while the
zones were not created for UNE purposes, they were
created to answer a very simlar question. When the
Comm ssion granted the ILECs pricing flexibility for
speci al access services -- services that are defined very
much by the DS-1 break point, those are DS-1 custoners --
it told the ILECs that they could come back with pricing
flexibility plans that gave them pricing flexibility for
t hese dense concentrations of DS-1 customers.

So, in terms of its usefulness, it's not an
arbitrary conclusion, it was a conclusion that basically
said the I LECs have told us this is where concentrations
of DS-1 custonmers are, this is where we don't think it's
necessary for switching to be available. Now, the |ILECs
may have applied all that logic arbitrarily, and so that
the result has nothing to do with concentrations of DS-1
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10
custonmers, but there was a logical tie.

That said, as a practical matter, we have taken
the position that if a line count increases to match this
break point between anal og and digital service, then you
don't need to focus exclusively on those end offices
inside these large cities where their custonmers were
concentrated, because carriers can reach out fromthose
end offices and serve ot her DS-1-and-above custoners in
the city, and that the rule can be expanded in that
sense, so that DS-1-and-above custoners in the entire
city would be subject to the ULS restriction.

Now, does that mean you're tied to an EEL? No,
not in our view. Only because, realistically, the EEL
t hat people were tal king about in the environment |eading
up to this restriction was an unrestricted EEL that could
be used for anything, and as a result of things that
happened since then, the EEL really is nothing nore than
a special access circuit that a carrier can order and
then roll if it meets the test. And that obligation
exi sts outside the MSA, inside the MSA, with or wi thout
switching. There's no real reason to -- there is no tie
any |onger between what you're allowed to buy and whet her
they took switching on or off the table.

So, as far as we're concerned, just view it as
separately, address it separately. The sw tching
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11
carve-out -- | ook at where are, you know, what type of

custonmers can people serve efficiently? Qur viewis it's
anal og versus digital, and the best break point is just,
has the custoner obtained digital service at DS-1 or
shoul d you do sonme approxi mati on of the |ine count?

MS. ATWOOD: Which woul d be?

MR. G LLAN: Qur analysis is around 20 |ines.
Quite frankly, we'd still tell you the cl eanest,
sinplest, nost effective way is to just trust the
custonmer. When they want a DS-1, they will buy one. And
then, just don't let carriers buy a DS-1 fromthe |ILEC
and connect it to a DS-1 switch port. And you get,
effectively, the sanme outcome w thout going through al
this approximati on. But we recogni ze that some custoners
t hat have not yet got a DS-1 perhaps could be served by a
DS-1. It happens every day, and so, we've gone through
this process of approximating it for you.

MS. ATWOOD: Ckay. | have questions for all of
you.

MR. SCOTT: |'m Dave Scott with Birch Tel ecom
and it probably bears describing a little bit about
Bi rch, because many of you may not be famliar with it.
We're a CLEC that has traditionally served underserved
mar kets, and so, you'll find us serving a few |large netro
areas, |ike Allegiance, but nmost of what we do is serve
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12
smal | er places than that. W serve 23 cities, we have

approximately a quarter-mllion access |lines of service,
we have residential accounts, we have business accounts.

Qur average line size is about five. And about 72
percent of our accounts are residential one-, two- and
three-1ine accounts.

The platformin the availability of the switch
port has been absolutely essential in the growth of our
busi ness.

MS. ATWOOD: You said your predonm nant busi ness
is residential one, two, three or residential and --

MR. SCOTT: No. Residential accounts and snal
busi ness, one, two and three size. From our perspective,
using the platformto serve custoners is essential for
the viability of conpetition in these market segnents.

We can get into a lot of the reasons for that. Sone of
them are econom c. Sonme of them are operational. But
from our perspective, any limtations on that erode our
capability of going in and serving these nmarkets. W

al so see that the line limtation is probably the worst

pi ece of it, from our perspective. Operationally, it's
very hard to deal with. 1'll give you an exanple. W
have a three-line custoner, and now they order the fourth
line. Wat do we do? So, | guess that's the part of
this that's been the nost difficult for us, and we would
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13
agree with Joe that we really think the cl eanest cutoff

point is at a T-1 |level, and so, we strongly encourage
t hat .

| think that as we get into this debate, the
jury is still very much out on the viability of
conpetition using a smart-build approach, using single
lines below the T-1 level. And in particular, given how
our industry is absolutely being battered in the
financial community, | think this is an inportant issue
for the FCC. It's pivotal. And right now, | think the
jury's out on whether conpetition for the mass market --
and when | say mass market, | nean residential and small
business -- will be viable. | believe the availability
of the switchboard to be at the heart of that.

MS. ATWOOD: Can | just ask -- and | prom sed
was going to ask everyone separately, but | just can't
resi st because we just tal ked about the viability of the
market. From what |'ve heard from at |east SBC and
Verizon -- and we haven't gotten to Bell South yet, I'm
not sure if you guys are going to talk or were intending
to talk. [I'msure you will -- but I'm hearing them say
there's a general understanding that they're not talking
about going -- that there still is and ought to still
remain an inpairment in terms of switching for
residential markets. Right? |Is that correct? So, in
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14
ternms of having a platform avail able for the residenti al

mar ket and in terns of the concerns you've expressed,
it's a viable entry strategy for the residential narket,
at | east ny understanding of the record that's been
developed in this recon, has been, in fact, that's not
really contested. What we're really tal king about is the
smal | business market.

MR. SCOTT: Yeah, our focus has been on the
smal | business market. ['ll go on to say that | think
you're going to greatly limt conpetition for
residential, as well. The fixed cost of getting in and
serving the mass market. W spend, in Birch's case,
approxi mately $100 million on systenms. And so, when we
go in and market service, it's essential for the way we
do business in the mass nmarket that we get as nmany
custonmers as possible. It's why we've chosen to serve
| arge and smal |l markets, residential and business
subscri bers bot h.

So if we are inpaired fromgoing in and serving
the small business market, you will see an effect on the
residential market, as well.

MS. ATWOOD: Well, okay. You would be -- in
order to have the platform we have to determne if you
are, in fact, inpaired, not that failing to give you the
platforminpairs you.
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MR. SCOTT: Right.

MS. ATWOOD: There's a difference. But okay, |
understand. And thanks for comng, too, to give us the
conpany's --

MR. BANKS: John Banks, with Bell South. |
guess we'll have to say sonething. Just briefly -- and
our reason is that we've | ost very substantial nunbers of
smal | business lines to CLECs. And a very substanti al
percent age of the market has been |lost to CLECs. The
CLECs that have taken these lines and this market share
have used UNE | oops with their own switches, with their
own |loop facilities. So, if the debate's about
i npai rment, we've successfully lost an awful | ot of the
mar ket share to CLECs that don't use our bundl ed
switching or UNE platforns to serve distant cities.

So we feel that the switching exenption would be
much nore sensibly drawn between busi ness and
residential. And based on the market facts, | think even
the Zone 1 restriction isn't linked to the inpairnent
that CLECs m ght have, because we've | ost share in the
maj or downtown areas and Tier 2 cities and throughout the
region. W think that, really, the UNE switching should
be avail able for residential custonmers and not for
busi ness custoners, and that's the only distinction that
shoul d be drawn.
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16
MR. CROWNE: As | said before, I"'mfrom

Al | egi ance Telecom and what |1'd like to do is just give
you a few words on our experiences. Allegiance started
operations in August of 1997, and we did our first hot
cut onto an unbundl ed | oop about eight nmonths follow ng
that. We are currently in 26 of the top 50 MSAs, and by
the end of next year, we expect to be in another 10 of
that same |list of the top 50 MSAs. Qur provisioning

met hods are al nost exclusively unbundl ed | oops into our
own switching facilities, and we target primarily snal
and nmedi um si zed busi nesses.

Shoul d | pass these around? This should give
you an idea of kind of what we're doing, what our
experience is for the custonmers that we are putting onto
unbundl ed | oops. And | think some of this is pertinent
to the discussion. | also find nyself in the awkward
position of tending to agree with our friends in the --
so if | begin to stutter at tines, you're going to have
to forgive me in that regard.

Basically, what this says is that 87 percent of
our custoners have 10 lines or less. In fact, what it
doesn't say on here is that a significant percentage of
t hose custonmers are actually less than three |lines, that
we have had a great deal of success hooking up custoners
usi ng unbundl ed | oops and al so getting thema cut onto
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our network, although there are certainly issues in that

regard.

The question regardi ng whet her the econom ¢
boundaries -- obviously, there's a density issue. On the
top, the DMSAs -- to take your three pivotal itens in

order. W're typically in the nore dense markets, and
we're in the nore dense parts of those markets. And so,
whet her or not that boundary is arbitrary, | don't know.

| can tell you that in sone of the wire centers that
we're in, we are experiencing |less density than just the
Zone 1, and we are experiencing a sufficient nunber of
lines to make it a viabl e business.

In regards to your question regardi ng whet her

three lines or four lines is the right nunber, our
econom es on unbundl ed | oops are basically per -- our
fixed el enents are per wire center, if you will, so,

whet her or not it's two custoners with two |ines or one
customer with four lines, there are sone differences in
what our econom es woul d be. However, typically, that's
mnor. So, we don't really see a reason for there to be
a difference between a three-line and a four-1line
cust oner.

| can tell you that | also disagree with the
assertion that the break point between DS-1 custoners and
DSO custonmers is at 20. Qur nunbers tend to be anywhere
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fromeight to 10. That's highly sensitive to unbundl ed

| oop rates, and DS-1 costs, with there being nore options
on DS-1 than there are on unbundl ed | oops, obvously. So
we don't see a logical split at three or four,
necessarily. In fact, | would see no reason to
differentiate other than the biz-res.

MS. ATWOOD: \When you say eight to 10 |ines, do
you nean that you'll nove over to a T-1 with a custoner
who wants eight |ines?

MR. CROWNE: Yeah. In practice, right now,
we're doing it at 12. W've talked internally about
| owering that to 10, and we have, in sone jurisdictions,
proved to ourselves that we could do it cost effectively
at eight. However, like | said, that's highly sensitive
to the current trends on unbundl ed | oop costs.

M5. ATWOOD: And are you finding, just as your
busi ness case, are you entering through UNE | oop and
then, once the lines are up at a certain |level, noving
them over to a T-1, or are you finding there are T-1
custoners that come in --

MR. CROWNE: We kind of do all of that, if you
will. W'"'ve -- generally speaking, an existing anal og
custonmer is kept as an existing anal og custonmer, and an
existing T-1 custoner is kept as an existing T-1
custonmer. However, we've had a great deal of success
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recently in integrated access devices that will be

provi si oned over. Some conbination of DS-1 facilities or
DSL facilities on an integrated access device, and that
has brought that crossover point down because there's a

| ot of new equi pment, DSL technol ogy.

MS. ATWOOD: Ckay.

MR. CROMNE: So, we're actually exploring in one
option, right now, bringing that down all the way to four
lines for that crossover point, but that has yet to be
proven out. We haven't intentionally marketed a
conversion like you're describing. 1In regards to kind of
the tine frame it takes to enter a market in this -- |ike
| said, it was eight nonths before we did our first hot
cut of an unbundled | oop. W have, currently of those 26
mar kets that we're in, four of them are at EBA- Dow
(phonetic) positive. W expect another four or about
ei ght of those markets to be at EBA-Dow positive or a
cash flow break even by the end of next year. Those
mar kets came up one at a tinme over the course -- since
kind of the mddle of "98 till now. Typically, we've
found that those markets are nearing break even at
sonet hing | ess than 20 nonths.

MR. JONES: You actually nmeant the end of this
year. The eight markets --

MR. CROMNE: By the end of this year. |I'm
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sorry. Thanks. Twenty nonths as being the key, the sort

of paraneter that we're seeing. So, you know, although
there are certainly sonme issues regarding hot cut, and
nost of that procedural in nature, and getting the
systens devel oped, it certainly is a workable, viable
busi ness nodel. In regards to EELs, I'mafraid | don't
have much opinion on that. W haven't any experience

with EEL provision.

MS. ATWOOD: Ckay. | have questions about hot
cuts that I want to talk to you guys about, so I'll use
that as a segue in just a second, but fromwhat [|'ve

heard in the general discussion, there isn't anyone in
this room-- | just want to make sure |'ve got it right
-- that supports our continuing restriction on the EEL,
because of -- maybe it's for different reasons, but there
is nobody in this roomthat really supports a continuing
association with the EEL. Am || right on that? Ckay.

And then, | also heard -- and I'm not exactly sure this
is your position -- | heard sonme support for retaining
the Zone 1. | didn't hear anybody say, however --
chal l enge our 50 MSA. | heard a challenge to the zone
within the MSAs, but | didn't hear a challenge to the

sel ection of 50 MSAs. In other words, sone geographical
l[imtations. Now, | think you have a different position,
don't you?
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MR. TRI NCHESE: Yes.

MS. ATWOOD: But | want to nmake sure | have the
record right.

MR. TRINCHESE: Qur position, if the carrier is
not inpaired based on sone logic of switching being
avai |l abl e, whether it would be that there is sw tching
avai l abl e, they can get access to | oops, they have
co-location -- whether it's in the top 50 MSAs or any
geographi cal area, the limtation should be lifted.

We' ve denpnstrated and put on the record that there are
sufficient -- there are significant switches, as well as
significant rate centers being served by CLECs outside
the MSA to the extent that some of the areas outside the
MSAs have as many switches and rate centers being served
by CLEC switches that the 50 MSAs have.

So, depending on how many, you know, where the
| ogical point is -- one switch, two switches, three
switches -- there is a difference, but there is switching
avai l abl e, there is conpetitive switching avail able, we
are being conpeted with, with CLEC switches outside of
the 50 top MSAs, and we feel that you should take into
consi deration not a geographical restriction, but where
CLECs have switches, have obtai ned NXX codes and are
serving custoners.

MS5. ATWOOD: And what is the number of swtches
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that they have? | believe our order tal ked about four
switches. | nean, how do you determ ne that, if there's
no geographical limtation or a presunption that a
certain amount of -- because | believe that the original

order, in a sense, nmade a presunption that there were a
certain nunmber of facilities in geographical
restrictions. | nean, how would we --

MR. PHI LLIPS: 1In an MSA?

MS. ATWOOD: In an MSA, yeah. And, of course,
in Zone 1, too. But how would we approxi mte the
standard that you're describing?

MR. TRINCHESE: Well, our position is that if a
CLEC provides switching in an MSA, it's not inpaired and
ot her CLECs are not inpaired who provide the sw tching.

MS5. ATWOOD: So one switch.

MR. TRINCHESE: One switch would be the | ogical
break point. And I'mnot sure of the order that you'd
actually --

MS. ATWOOD: We rejected the one switch.

MR. PHILLIPS: Yeah. | nmean, | could give a
little bit of data on that point.

MS. ATWOOD: Ckay.

MR. PHILLIPS: And | just want to el aborate on
one point in response to the Zone 1. The zones were
est abli shed years and years ago based on conpetitive
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conditions that existed at that time, and they were based

on pricing decisions at the ILECs, which were a product
of special access conpetition years ago. So, it is not
true -- and | would disagree with Pace on this point --
that the circunstances that related to the establishnment
of the zones at that time, today, are relevant to the
status of conpetition as it relates to the ULS question
bef ore you.

And | would just say that the proof, and | nean,
sort of the facts, to nme, are definitive on this point.
When the condition was first established, Aneritech had
17 wire centers, total, inits region in Zone 1, and Bel
South had well over -- and GIE -- each had well over 100.

Now, the status of conpetition in those regions
certainly is not that disparate, was not that disparate,
that there should have been such a disparate result. So
| want to nove off that point now.

Just in ternms of where is conpetition, there are
actually heavy pockets of conpetition outside the top 100
MSAs, but if you |l ook at the top, just focusing on the
top 50, I'lIl give you some nunmbers in the top 100. 1In
the top 100, there are 40 MSAs in the SBC region that are
in the top 100 nationally. And in 35 of those 40, there
are at |east four CLEC switches, using the nunber that
the FCC established. 1In the top 50 MSAs, there are 20.
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Twenty of the top 50 MSAs are in the SBC region. And

there are at |east four CLEC switches in all 20 of them
There are, in fact, at |east nine CLEC switches in 19
out of the 20.

If you were going to nove away from an MSA
approach and nove towards a how many CLEC switches are

there in an MSA, if you went to a nunber |ike four, that

woul d cover nost of the top 100 MSAs, | think, if not
al |

MR. SCOTT: | mght want to point out, though,
if we start | ooking at the I evel of conpetition, | really

think it's conpletely unrelated to the nunber of
switches. And | think I'lIl give a pretty vivid exanple
of that. One of the switches that you count is in Kansas
City, Mssouri, and it's in SBC s territory owned by
Birch Telecom We do not use that for sub-T-1 traffic,
because of difficulty in the econom cs of doing that is
to the point that we actually use the platformto serve
custonmers even where the switch is free. So, | think
it's inportant to point out, in our view, that a
correl ati on between the raw nunber of switches in a given
mar ket and the true |evel of conpetition, especially at
the | ower end of the market, is just not fair.

MR. PHILLIPS: Right. And our response would
just sinmply be that | have no doubt that that is, in
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fact, your policy and your business decision, but it is

not necessarily a business decision that reflects the
practice of nost CLECs. And I'll nake one other point,
and that is, it has been alleged in the record that when
SBC goes out of region, SBC will be using the UNE-P to
serve small- and nmedi um si zed busi ness custoners. SBC
strategy out of region is to put switches in, to put
co-location in, and when we can reach our switch, we wl|l

serve that custoner using unbundled | oops or our own

|l oops. If we're laying fiber, fixed wireless service,
before we do -- before we use the UNE-P.
So, it is not true that we will be relying

exclusively on the UNE-P to serve custonmers wi th DSO
anal og | oops. |If we can reach our switch, we'll serve a
residential custoner or a business custoner using a
bundl ed | oop.

MR. GILLAN: 1've really got to respond to that.

MS. ATWOOD:  Yes.

MR. GILLAN: It's actually two things.

MS. ATWOOD: Ckay.

MR. G LLAN: The first is buttressing Dave's
poi nt about the fact that you can't really | ook at a
switch and tell what kind of track is onit. It doesn't
-- the existence of a switch doesn't answer that.
Measures that we do have that try to give us aggregate
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mar ket statistics, like traffic floats, as we shared with

you, show that the switches that are deployed, neasured
at the market |evel, are heavily, heavily, heavily
wei ght ed towards i nbound traffic, which we all know nmeans
that those switches are serving sonme specialized needs.
|"mnot -- we're not saying that they don't serve any end
users -- that obviously would be an exaggeration -- but
they are heavily focused in different market settings.

Secondly, it's not a question that it's Birch's
i sol ated busi ness judgnent. W believe that the case is
that the consensus business plan is to use switches at
digital facilities and above. There are sonme outliers.
We don't disagree. On the other hand, when you | ook at
those outliers, you have to look nmore critically at their
busi ness plan than to just ask, for instance, can
Al | egi ance serve sonme |ines? Allegiance gets, fromtheir
10-Q about 43 percent of their revenue fromreciproca
conp and access charges that are substantially higher
than the I LEC

Now, whether that's a good business strategy or
a bad strategy has nothing to do with nmy point. M point
is that when you | ook at a conpany, if you're going to
say that other carriers that have different focuses that
are nore interested in serving end users than in
col l ecting access charge revenue -- whatever the case my
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be -- you can't make a judgnment as to whether they would

be inpaired sinply because of an isolated instance of a
carrier saying they' ve managed to do sonething, wthout
| ooking at, well, how did you do it, what are the facts
behind it?

Finally, with respect to SBC s out-of-business
strategy, | don't believe anybody said that you were
going to exclusively use UNE-P, and | certainly -- if we
gave you that inmpression, we didn't mean to. However,
your business strategy -- this is proprietary. It is
certainly the case that a substantial el enent of that
strategy was UNE- P-based for an extended period of tine.

And while it is possible for you to conme to the FCC and
indicate, we will do sonething in the future, you al so
have to be able to explain, | think, howis it that you
can overcone these problens that other people have
experienced? It isn't that you ve got business strategy
hasn't been tried and failed. It has been tried by a
nunmber of carriers.

And finally -- and then I"Il turn it over,
because |' m runni ng out of oxygen here. It isn't just
SBC. We can | ook at other ILECs who are here to tell you
that they can't do -- that UNE-P isn't necessary.
Verizon is being asked by the Pennsylvania Comm ssion to
split itself into a wholesale and retail arm \Wen they
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sat there and said well, gee, howw |l this retail arm

provi de service, the answer was UNE-P. GTE, the fornmer
-- before they becane Verizon, entered the market and
tried to serve small business custoners and exited it
when they concluded that they couldn't do it on resale --
UNE- P wasn't avail able -- and when they recast thensel ves
with a new business plan, they had noved away fromthe
smal | business to the medium and | arge busi ness on their
own switch in San Francisco before abandoning that in
favor of just becom ng a |arger incunbent.

It's not just us. They have a | ot of noney.
They all have all these out-of-region states. They don't
need to conme and tell you that they intend to do or they
can do or sonebody el se should do. They can do, but they
haven't. And | just don't see -- you know, unti
sonebody is able to show you nmarket statistics of things
ot her than negligible entry, or revenue streans that are
unrelated to end users, that you should conclude that al
this is actually so sinple, when nobody's been able to do
it.

MS. ATWOOD: Well, actually, can | just ask you
-- and not wusing confidential information, but | think
one of the carriers has put on the record a show ng that
says there is fairly substantial loss in what would be
considered to be the small business --
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MR. G LLAN: Oh, thank you.

M5. ATWOOD: -- market, and that loss is
attributed to -- at a tine when the platform was not
avai |l abl e, which would | ead one to conclude that the
condition was such that sonmebody was able to lure those
custoners away.

MR. G LLAN:. Ckay. Well, without trying to
di vul ge the confidential information, but if | start
getting -- my assunption here is that nethodol ogy is not
confidential, but the nunbers thenselves are
confidential .

MR. BANKS: Certainly, pipe up.

MR. G LLAN. Ckay. First, the definition of
smal | business used, as | understand it, is a nunber
greater than $100,000 a year in telecomrevenues. And we
esti mated out what kind of line count we're talking
about, it was several hundred |lines. So, that concept of
small is, to us, very, very l|arge.

Secondly, the neasure of lines |ost was the
carrier just adding up every disconnect it had seen since
the Act was passed. So, if in March 1996, they
di sconnected a hundred business |ines, a hundred business
lines were attributed lost to CLEC. And next nonth, if
they |l ost 150 business lines, 150 business |lines were
lost to CLECs. And they cunul atively added up every
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single one of these lines that has ever been disconnected

and said lost to CLEC, wi thout ever asking did the
custonmer buy a different service fromus, did the
custonmer go into a different nmarket.

There is no way -- this sane carrier that
reflects that it has, quote, "lost" all these cunulative
lines has its own programto mgrate customers from
swi tched access lines on the higher-speed facilities,
which | believe shows up as a disconnect and then a new
service, and is currently reporting that its equival ent
business line growh is 40 percent a year and has been at
the 40 percent year for the |last several quarters. There
is no way that they' re experiencing the kind of line
| osses that they're describing to you while at the sanme
time they have prograns to mgrate those custonmers onto
other facilities and that process is grow ng at 40
percent a year. It is conpletely bogus.

See, this is where you're supposed to say Joe,
you're getting too far out. It's an extrene nethodol ogy
to try and estimate the kind of |osses that they're
descri bing, and you can't draw any conclusion fromit.
And under a basis where they never | ook at whether the
cust omer bought anot her service.

MR. BANKS: Okay. |'Il say you're getting too
far out. But |'ve talked to other CLECs about this, but
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Bell South put the information on the record. And just

briefly, the revenue ceiling, it's relatively high, but
that's just a ceiling. This includes all custoners bel ow
there, and we've recently put on some nore information
that tries to slice it nore finely so that you can
excl ude what you m ght think are upper-end busi ness
custonmers if you want and just | ook at the very | owest
end. You know, the one- to four-line customer, the four-
to 10-1ine custonmer. The disconnects were all eval uated,
and the only disconnects that we counted were ones where
peopl e reported they were going to a conpetitive carrier.
So, | think the disconnect numbers are correct.

And | think that information shows that we've
lost a lot of lines to small business conpetitors before
there was even a UNE pl atform avail able to business, and
it's our experience that the carriers we're losing to are
the carriers that have put switches in and are using
their own | oops or our UNE | oops and are nore or |ess
following the Allegiance plan, although All egiance -- |
mean, there are several other carriers |ike Allegiance
that are present in our region that are taking up |lines,
and that we continue to | ose a very significant share on
a nonthly basis of small business |ines.

And the lines that we | ose nost of are at the
| omer end of the market, the one- to 10-line sort of
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customer that nost CLECs have identified as the sort of

custonmer that the Bell conpanies aren't so good at giving
personal service to. And the CLECs have this nodel of

gi ving nore personal service to those custonmers. So, the
information we've put out, | think, is pretty reliable.
And 1'll sit around and go through it in nore detail, but
they are real disconnects and they are real market share
| osses.

MR. TRINCHESE: Dorothy, | want to just go back
to some basics here and just figure out if I've m ssed
sonething in the process. 1|'ve heard the argunents about
the digital divide and analog to digital, and I'ma
little concerned here that we're kind of |osing focus.

As far as --

MS. ATWOOD: Perhaps you are. |'m ki dding.

MR. TRINCHESE: Highly possible. The intent of
the Comm ssioner's effort to determ ne whether a carrier
was inpaired or not was, | believe, to determ ne whether
or not a carrier could conpete for a particular custoner
or to serve a particular custoner. The studies that have
been put forward and the argunents we've been hearing
today kind of avoid that issue. It includes in the
argument a conversion of an existing custonmer's service
to a different service, and the argunent is based on the
fact that if | had four lines today -- and | wouldn't say
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they're analog or digital -- if I had four |ines today
and | was a business custonmer being served by four |ines
or if I was being served by eight lines, that the only

way that CLEC could conpete for those lines is if they
built a T-1 systemout to that customer's preni ses and
served that customer over a DS-1. Well, I'ma little --
that may be the way they elect to do business, but that's
not sonet hing the Comm ssion recogni zed was a vi abl e
determ nation of finding out whether they were inpaired
or not. In fact, in your order you specifically said you
didn't want to see a business nodel that would drag you
into the business they wanted to be in and technol ogy

sel ecti on.

MS. ATWOOD: That's true, but let nme -- how l've
distilled the way in which each of the parties conmes at
this is, I think you want to focus on the existing
facilities, and they want to focus on the |lack of ability
to enter a market, whether you |ook at it as an econonic
or a market matter. And in sone respects, the Comm ssion
rej ected both of those approaches. To sone degree, the
Comm ssion -- and to a | arge degree, the Comm ssion in
its inpairment analysis said we |ook at a lot of factors,
we don't focus just on facilities, we don't focus just on
whet her you | ose noney.

We | ook at a variety of factors, including the
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kinds of facilities, including the kind of market

opportunities there are. And what nakes this hard is the
fact that you guys are both taking -- you're relying on
kind of, I think, positions that aren't enbracing the way
in which the Comm ssion | ooked at this, |ooking at nore
factors than just facilities or just econom cs. But if |
can, | just want to probe a little, because |I think I'm
not necessarily understanding fully the argunent that
you're making, and I want to understand it a little bit
better because it goes to an ex parte that you fil ed.

| understand your argunment to focus on the
reason that you're not going to go in and put in a T-1
for that custoner -- or the reason you want to only enter
the market for a small business customer with a T-1 is
because operationally, you can't, in fact, -- it makes no
sense for you because of the operational hurdles, the hot
cut problens, the provisioning problems, for you to enter
a market unless you have that dedicated facility, that
|arge facility. 1Is that right?

| mean, you focus on the processes and the fact
that you're going to -- it's a provisioning problemfor
you, it's a provisioning expense for you. As I
understood the way in which you evaluated, it focused on
t he provisioning aspect, right? | mean, is that why the
nodel doesn't work?
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MR. SCOTT: Yeah, that's a big portion of the

reason the nodel doesn't work. What we found, and what |
think every CLEC has found -- probably including
Al |l egi ance, and I'Il come back to, | think, a distinction
between a Il ot of us in the experience All egiance has seen
-- is that problems with using the single | oops and
processing them And I'll give you an exanple. Wen we
process a single | oop and send an order through

Sout hwestern Bell's systens, we've had approximately 35
percent of the orders fall out of the automated process
that now have to be dealt with one by one. It's actually
a part of a conplaint that we filed before the Texas
Conmi ssi on.

Subsequently, on the manually processed orders,

35 percent of those were in error status by Southwestern
Bell. W found that provisioning intervals were

i nconsi stent from Sout hwestern Bell, that the conditions
of the loop were all over the map, that the difficulty of
coordi nating hot cuts in the way we serve business, which
is substantially different than All egi ance woul d approach
it -- again, we're in a lot of different markets serving
t hroughout the netropolitan area and not focusing on
dense areas or major markets -- that it was a ni ghtnnare.
And we found that the cost of provisioning a circuit was
just off the charts.
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Now, a difference here is that -- and |I'l|l adm't

this, Allegiance is one of the best-financed CLECs in the

i ndustry. All egiance has raised about, | think about
$2.5 billion to finance its business plan -- and you | ook
at its operating | osses since they've started. | think

t hey have the capacity of bearing a great deal nore pain
t han al nost anybody else in the industry, and in order to
establish a market position, pay for that cost. But if
the Commi ssion is interested in the industry in general
doing well, surviving, then --

MS. ATWOOD: But that's what |'m getting at,
because, | nean, at least -- you're citing statistics in
Texas, but the Commi ssion found in Texas and in New York
that the hot cut performance and the provisioning
performance were, in fact, sufficient to allow the
checklist to be nmet and --

MR. SCOTT: Actually, let me correct that. |
think you found that that, coupled with the agreenent
t hat Sout hwestern Bell for UNE-P to be avail able and
unrestricted in that state, that that was sufficient for
the checklist to be net.

MS. ATWOOD: Well, true, but we | ooked at UNE-L
and had to pass UNE-L in order for us to find in both of
those states that, in fact, the performnce and
provi sioning of hot cuts was done in a tinely and
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cost-effective manner. And we can di sagree over whet her

you t hought we were right or not, but the fact of the
matter is that we did find that, as a Comm ssion, and so
part of -- excuse ne?

MR. PHILLIPS: Did the Texas --

MR. TRINCHESE: As did the Massachusetts
Comm ssion, the New York Comm ssion and the FCC --

MS5. ATWOOD: Well, the Massachusetts Conmmi ssion
has not -- | nmean, this Comm ssion has not found yet with
t he Massachusetts Conm ssion, so we'll |eave that off the
table. But what I"'mgetting at is, if in fact what a | ot
of this boils down to -- a lot of your position boils
down to is a problem of provisioning, then does it go
away in the states where there's an acknow edgnent that
the hot cut performance is adequate?

MR. GILLAN: No. | mean, first of all, | think
you have to appreciate the fact that one of the reasons
you coul d reach that conclusion was the existence of
UNE-P, and | think that that was where you were going.
What you found, as | understand it, was that they're
provi ding | oops to the people who were asking for them at
the levels they were asking, to neet the markets they
were using at a |level that net the checklist. The
guestion you would have to answer, | think, to take away
switching would be, all right, at the tine |I think you
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approved the Texas application, they were handling 2,000
unbundl ed | oop orders a nonth and 22,000 UNE-P orders, a
nunmber which |'m sure has increased dramatically since
then. The question is, what happens if you took those
22,000 UNE-P orders and tried to force them --

MS. ATWOOD: But you wouldn't be, right?

MR. G LLAN:. Hold on. No, you're right.

MS. ATWOOD: Because you' re tal king about the
residential market. That's off the table.

MR. G LLAN: No, you're not just talking about
residential, you're tal king about residential and smal
business. | nean, they may say -- and obviously, they
did -- that people want to use this for residential
service. That defies the whole existence of the Pace
Coalition, which has people who serve both residential
and busi ness, but nobody, nobody, | think, believes that
they can nake it just serving residential. None of our
menbers, none of the conpanies that we're talking to
woul d have a business strategy if they really were
ultimately cut back to being told, your principal
conpetitor is going to be out in the market, not having
to mgrate any custoners and being able to recover all of
its common costs over business and residential, but we're
going to tell you that if you get in the market to
conpete agai nst that guy, you've got to take all those
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common infrastructure costs and recover it only on the

residential side, which was sonmething of a tangent from
the larger point I was trying to make about the | oop
pr ovi si oni ng.

Your | oop provisioning finding goes to that
| evel for those customers. | don't believe -- what we're
saying is that you couldn't have that 22,000 and all
t hose ot her business -- | nmean, how many busi ness
custonmers do you have?

MR. SCOTT: We have approxi mately 50, 000
busi ness custoners.

MR. Gl LLAN: Yeah. That would not -- those
woul d not -- those 50,000 people would be w thout
conpetitive choice without this, as a practical matter.

MS. CAREY: | wanted to say to you, with the
| egal finding that the Comm ssion nade, when the
Comm ssi on | ooked at checklist conpliance, we | ooked to
see whet her the FAQ (phonetic) is provisioning that
particul ar el ement reasonably and is capable -- has
processing capability to serve as at reasonabl e
foreseeabl e demand. And that is part of the checkli st.

MR. Gl LLAN: But the reasonabl e foreseeable
demand is only -- is itself the constraining factor here.

There's only a certain volume of orders you shoul d
expect because there aren't -- they're just sinply are
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not that many carriers. | mean, Birch went in and |eft.

You read Focal's ex parte. You read MCI's ex parte, as
| understand it, that they don't even use |oops to

m grate custoners with analog service to digital. The
custonmer already has to be digital, effectively, before
you start deploying --

MR. PHILLIPS: And you have an ex parte that was
filed not just by All egiance but by four other CLECs,
saying that they do, and SBCis, in fact --

MR. G LLAN: Hold on. No, no, no. They did not
say that. They did not say that, because what they said
was basically regurgitated back to the FCC, what you had
found earlier. And you said do this again. Allegiance
serves sonme of these custoners, and we've already
di scussed that they have different revenue streans that
not all CLECs have chosen to take advantage of. See
Beyond doesn't do anything, they're not in the market.

So, the probative value of a conpany that intends to do
sonething in the future has got to be seriously limted.
Time Warner gets 40 percent of its revenues from 10
custonmers, and its 10-Q represents that they only serve
medium to | arge businesses. So, they're not even down in
this small busi ness category.

MS. MORELLI: And they're average |ine per
custonmer is 48.
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MR. Gl LLAN: So, | nean, while there are

signatures on that, | mean, one has to place in
perspective the business strategies of the conpanies that
signed it.

MR. PHI LLIPS: Let ne make a few nentions in
response. First, this was just a snapshot, but there is
evi dence other than the Bell South evidence. Verizon put

evidence in the record. They took a snapshot, admttedly

just a small snapshot -- New York in July -- but 99
percent of the lines ported -- and they put this in the
record -- in New York in July were associated with orders

of 12 lines or less, which means when the line is ported,
the CLEC was using its own switch. So, in 99 percent of
the cases in which there was a nunmber of portability
orders submtted to Verizon for a switch-based CLEC
service, the service involved 12 lines or fewer. Nunber
one.

Nurmber two is, there is, | think, a |logical gap
in the argunent when you tal k about Tinme Warner focusing
on | arge-busi ness custoners, because if you have a switch
and you have co-location, there is no reason why you
cannot, in fact would not, want to use that switch and
co-l ocation space to serve snmaller business custonmers, as
well. And there has been data put in the record by Pace
about, you know, essentially arguing that unbundl ed | oops
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are insignificant market entrance strategy, but the data

is old data. Pace alleged that SBC has 167,000 unbundl ed
| oops in service. The nunber is 750,000. 1It's not even
cl ose.

MR. G LLAN: Are all those by thenselves or are
sone of those unbundled | oops that are sold as part of a
UNE- P configuration?

MR. PHILLIPS: Those are unbundl ed | oops not
part of the UNE-P configuration, and they exclude DSL, as
wel | .

MR. G LLAN:. How do you know that?

MR. PHILLIPS: There's over 400,000 in just the
Ameritech territories.

MR. G LLAN: Ckay.

MR. PHILLIPS: And so, it's not an insignificant
mar ket strategy, it's a real market strategy, and it's
one that is being used today.

MR. TRI NCHESE: You al nost got to the point |
wanted to get to anyway, but that's fine. | think you're
getting there. Just to -- well, to the point that --
this should be based on the ability to take over a
custonmer -- and not on a business plan. But just to
support what Gary said, of the 99 percent of the hot cut
-- not hot cuts, of the nunbers that we port that are
associated with orders with 12 lines or |less, 60 percent
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of those, 60 percent are even |ess than four lines. So,

there are 40 -- those to their own sw tches, not our
facility.

As far as unbundl ed | oops, Verizon East -- not
the GTE territory itself -- to date has 400,000 unbundl ed

| oops in service. Those do not include DSL | oops, they
do not include any | oop other than a two-w re anal og
| oop. 400,000 of them

MR. GILLAN: In a territory of 13.8 mllion
busi ness |ines.

MR. TRI NCHESE: Excuse ne.

MR. Gl LLAN: Alnost 14 mllion business |ines.

MR. TRINCHESE: I1'll let you know when |I'm done.
We've ported two mllion nunbers. Those nunbers went to
CLEC switches. From a business perspective, for the
first eight nmonths of this -- I"'msorry, to October 8th
of this year, we've lost 360,000 lines to custoners in
the Verizon territory that were served with 12 |ines or
| ess. Those custoners have gone. And the nunbers we
have on platform denonstrate that 93 percent of the
pl atform that Verizon provides is provided for
residential use.

MS. ATWOOD: Can | just ask you guys to comment
on that fact, because | want to find out how we are
differing on the facts here.
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MR. G LLAN: |'m not going disagree with him

necessarily on the fact, but on the context.

MS. ATWOOD: Just in ternms of percentage. |
mean, is it in fact true on the context of the platform
that it's beyond a vast mpjority, that over 90 percent --
let me put it that way, because we won't qui bble on 3
percent -- but over 90 percent goes to the residential
pi ece, and we're really tal king about of the cut, of the
mar ket for platform

MR. SCOTT: I'Ill give you sone nunbers. |
certainly can't tal k about the Verizon territory at all,
but | can talk about M ssouri and Kansas, and we've taken
Sout hwestern Bell filings for the nunmber of |ines that
were lost in the states of Mssouri and Kansas: 145,378
Kansas, 127,596 total lines lost to CLECs. Now, the
thing that puzzles ne here is that Birch has 32 percent
of those lines in Mssouri. And | can tell you that they
are -- a large percentage of those are on the platform
and that all of those that are on the platform are
serving business custoners.

So, it's a conpletely different situation in
M ssouri and Kansas. 51 percent of the lines that were
| ost to conpetitors have been lost to Birch. And a |arge
percent age of those are businesses that are on the
pl atformthat we would otherw se not be able to serve.
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So, | mean, | don't know, we've got a lot of facts

swirling around.

MS. ATWOOD: And those businesses are four |ines
or |ess.

MR. SCOTT: Those are going to be a distribution
of lines. | would say that about 60 percent of those are
four lines and |l ess. W could get the exact
di stribution. About 90 percent of themare less than 12
l'ines.

MR. CROWNE: Since Allegiance has been nentioned
a couple of times going around table since |last | spoke
-- just a couple of things here. W neasure snal
busi nesses, small and medi um si zed busi nesses as 25 |ines
or less. W don't have a revenue ceiling. W very

carefully track what we perceive the market to be, which

is generally public information as far as nunber of |ines
-- business access lines -- in a wire center. W find
that, overall, across Allegiance in all 26 of those

mar ket s, we have penetrated approximtely 2.2 percent of
what we perceive to be our available market, which is
smal | - and medi um si ze businesses in the geographic
regions that we serve.

That 2.2 percent represents, also, well over
50, 000 different customer names, hardly a negligible
entry. | can't speak to the CLEC i ndustry as a whol e,
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but I can tell you that if the 2 mllion ported nunbers

in Verizon territory is accurate, we aren't getting our
share, because we've only got about 600,000 ported over
nationwi de, and that's in all territories. So, put those
nunbers in perspective. The only other observation |'d
say to some of the comrents that have cone around
regarding Allegiance is that | would not characterize

Al l egi ance's ability to execute based on it being
exclusively due to our ability to raise capital. Quite

t he opposite.

| think the cause and effect is somewhat
backwards on those two el enments. And there really is no
secret to what we're doing. Basic block and tackling.
Getting in, getting the problem solved, escalating to the
regul atory bodi es when appropriate, but working on a day
to day basis.

MR. SCOTT: This isn't an insult at all. In
fact it's a conplinment, but you guys started with how
much i nequity before you had operations? Several hundred
mllion dollars?

MR. CROMNE: One hundred mllion.

MR. SCOTT: One hundred mllion dollars in
equity. How nuch pl edged at that point?

MR. CROWNE: Actually, that was the pledged
nunber. We had operations, | believe it was about half
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t hat .

MR. JONES: This is a red herring. | nean, this
ability to raise capital doesn't really nean -- | nean
as the travails of the X-DSL providers recently
denonstrated, it doesn't really nmean anything. But |
just would like to address this ex parte that was al so
filed by the CLECs. The reason -- sone of those CLECs
have not focused on the small, nmedi um business market
yet, but they're actually going down-nmarket increasingly
as they find that they can do so efficiently. That's the
very point of that ex parte. You know, they haven't been
heavily involved -- accept Allegiance -- recently in this
proceedi ng, because they really haven't considered that
to be an inportant part of their business plans.

But the Tinme Warner telecons of the world are
certainly seriously working to build their entry for that
mar ket segnment to go down to the snmaller custoners. See
Beyond hasn't started serving anybody, but | take it that
that's sort of part of the analysis here. See Beyond is
a startup conpany that is planning, they're | ooking at
all the entry barriers as they exist right now, and
they're planning to deploy switches to serve exactly the
smal | busi ness custoner nmarket that you're tal king about
here. So | think they're highly relevant, actually, to
this anal ysis.
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You al so nentioned -- and again, | think this is

a bit of a red herring, but I think it's worth respondi ng
to it briefly -- 43 percent of revenue that All egi ance
gets fromrecip conp and access charges, | presune that
access charges would be collected by any of the conpanies
in question that are trying to use the UNE-P as an entry
mechani sm because that's one of the great advantages of
the UNE-P, is that you get access charges. And that's

al so revenue associated with end users, so | don't really
know what that has to do with anything.

MR. SCOTT: | think you have to point out that
there are widely different rates that are being charged
by access. W mrror the rates of the dom nant conpany.

MR. PHILLIPS: Howis this relevant?

MR. JONES: Yeah. You have to take this market
as it exists. | mean, there are entry barriers and
mar ket opportunities in, you know --

MR. PHILLIPS: The inplication of the statenent
was that All egi ance does not have a quote unquote "real
busi ness plan,” and they're out to just skimrecip conmp
but, I nmean, in fact, it's quite evident that Allegiance
is consistently pointed to by anal ysts as one of the
CLECs that is best positioned precisely because they have
revenues that are not based upon regulatory arbitrage,

li ke recip conp and excessive access charges.
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MS. ATWOOD: Can | | ead us back down to the --

mean, we can discuss the success of Allegiance, but I

woul d like to get us back to the issue here -- excuse ne?

MR. G LLAN:. Well, I don't think anyone ever
answered your question about the 93 percent.

MS. ATWOOD: Yeah. And what | really wanted to
get at was | was just trying to get an understanding here
because it's been a bit of a -- there's been a |lot on the
record and it's been difficult for us to assess what
really -- what percentage of this market is -- the small
busi ness market is being served by the platform You
know, you've discussed when it makes sense for you all to
go into the market and that that is through a platform
strategy, but the question that still remains at |east as
murky for me in understanding this is, first, | have
t roubl e under standi ng what you all think of as a snal
busi ness, because that tends to be widely different
dependi ng on who you ask. It's 25 lines, it's $100, 000
in revenue, it's |less than four.

You know, | mean, everyone has a different
conception, so | have an issue about what is snal
busi ness. But fromthe perspective of assum ng there is
sone form of a uniform understanding of a small business,
how much of that is served by the platformmmarket? And
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that was what | was getting at to try to understand. |

bel i eve that your position would be very little of it, 10
percent of the platform market is small business.

MR. G LLAN: Here is the concern that I'm-- we
have worked very hard to try and nmake you understand that
we're not AT&T, we're not MCI, we are the new carriers
that are comng in. And no disrespect to AT&T or M,
but -- and I don't nean any inplication of disrespect --
these carriers are comng in trying to offer services,
putting together different packages, depl oying
facilities, X-DSL strategies, all kinds of things. 1It's
clearly the carriers trying to innovate. At this |evel
of carrier, okay, these carriers are relying heavily --
that we're representing -- on the platform

Now, will that show up in the statistics that
Verizon cites very easily? No. Because of the fact that
in the Verizon territory, the two big carriers, AT&T and
MCl, have bought the platformexclusively to serve the
residential custoners, it's very hard for those
statistics to show our existence through just all those
lines that those carriers have purchased. So when they
tell you that 93 percent of the lines are for
residential, what they're really telling you is AT&T and
MCl use the platformto serve residential customers.

What we're trying to tell you is that for those of us

Heritage Reporting Corporation
(202) 628-4888



© 00 N o g A~ w N P

N RN NN R R R R R R R R R
w N B O © 00 N O o A W N B+~ O

24
25

51
that are trying to bring conpetitive products into the

smal | er busi ness market, which we're really defining sort
of as anal og custoners that haven't gone digital yet, the
platformis a very inportant, necessary requirenent.

But are you going to see us in those aggregate
statistics when they' re dom nated by AT&T and MClI ? |
think not. And that's the only phenonenon you see with
the 93 percent.

MR. BANKS: But your question renmains, because |
think you can | ook and see how many business |lines we've
| ost to CLECs and ask what percentage of that is served
over the UNE platform And I didn't conme with that
nunber, but | suspect that, well, it was zero percent up
until February of |ast year until the union remand order
t ook effect.

MS. ATWOOD: Just one question about your
statistics on the zero percent. You offered the
platform it was just a |lot nore expensive, right?

MR. BANKS: Yes.

MS. ATWOOD: So, it wasn't that the platform
wasn't available, it was that it was really expensive.

MR. BANKS: [It's ny inpression that no one used
the UNE platformto serve business at the nmarket rate.

We had a few thousand UNE pl atform busi ness |ines.
MR. G LLAN: We have nenbers in the Bell South
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region who are using it who are starting up, who are

comng to the Bell South region. It is true that Bel
South's strategy of keeping up, refusing to offer this
until February of the year 2000 has del ayed you seei ng
this --

MS. LEVITZ: No, but we have two custoners who
prior to February had signed onto our UNE-P offering that
had the professional service charge in addition to the
UNE rate charge.

MR. SCOTT: Let ne tal k about that --

MR. BANKS: We can figure out the percent.
think it will be very |ow.

MR. SCOTT: Since we're kind of the poster child
for UNE-P, | think it's -- working with these aggregate
nunbers, | think nmaybe our own experience in conposition
of business m ght be nore illustrative. W' ve got about
210, 000 access lines in service right now. W started
using platformin any scal e whatsoever back in May of '99
in a launch in Texas. All of our lines in Texas are done
under the platform Al are serving small business.
Today, about 65 percent of our total base of lines wll
be done under the platform and 100 percent of the
incremental |ines. Actually, higher -- nore than 100
percent, because we're converting sonme of the resale
lines to the platformas we grow our market share.
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The nunbers are a lot lower in Mssouri and

Kansas, because we had to fight for the ability to do the
platformstate by state. Texas was out ahead of
everybody el se. W' ve begun a programto expand into the
Bell South region and the reason that a | ot of people
haven't been doing UNE-P, and we don't see a | arge nunber
nationwide is, it's been a state-by-state devel opnment.
And so, a |ot of us are just getting going, a lot of
conpanies are just gearing up to do this. [It's not a
sinple thing to do from a systens perspective.

And so, you'll see this become nore and nore
i nportant. Evidence the announcenent that Clark MCl oud
made with the deal to do UNE-P as the expansion program
into the Quest territory. And there's certainly a
successful CLEC on the nodel of an All egi ance who knows
how to build network, understands that, but has chosen to
do a mmj or expansion through UNE-P.

MR. CROMNE: In the U S. West territories.

MR. SCOTT: In the U S. West territories. And
you're seeing that conpany by conpany, |ocation by
| ocation, but the gaining factor has been the state of
regul ation, and it's been tougher in Bell South's region.

MS. ATWOOD: But is it the state of regulation
or the provisioning problens?

MR. SCOTT: [It's been the state of regul ation.
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MR. G LLIAN:  You can't get the provision until

there's sonmething to buy.

MR. JONES: | would point out, though, that
Cl ark has done very well in the absence of the UNE-P and
has relied primarily on resale as its entry strategy and
may just see that there are greater margins associ ated
with --

MR. SCOTT: In a particular kind of resale,
whi ch was a grandfathered Centrex (phonetic) arrangenent
that | ooked a | ot |ike UNE-P margins.

MR. JONES: Right. And not necessarily the top
50 MSAs we're tal king about.

MS. ATWOOD: But can | ask you the question now
about -- because this is something that | just want to
explore with you for a mnute, because | think I'm
getting your position. Let's say you ve gotten through
the regulatory hurdles and let's say there is a platform
avai lable and let's say that platform-- this Comm ssion
has said the provisioning of UNE-L is sufficient, as it
has in New York and Texas. Where in that world, where
you're tal king about the vast mpjority of platform--
admttedly, the big guys are coming in and they're
90- percent level and they're using the platformfor
residentials. You ve got your innovators that are com ng
in.
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But you' ve got a Comm ssion decision that, in

fact, says that the provisioning for the hot cut
performance i s adequate. Help me understand why at that
poi nt, your argunments relating to the decisions that you
make under those circunstances don't equally counsel for
you to nove to facility deploynment. And the reason | ask
it -- and this is just because while we're tal king, we
have al ways assunmed that the platform had been a
transitional, | nmean, nost people viewed it as a
transitional mechanismto a facility's conpetition.

MR. SCOTT: Let ne describe. This is a real-
wor | d exanpl e.

MS. ATWOOD:  Yes.

MR. SCOTT: Because |I'mon the road raising
addi tional financing for Birch to support our facilities’
buil d-out, and I do agree with you, this will be largely
transitional for CLECs as we deploy facilities. The
difficulty for us right now, not only a problemwth the
capital markets -- and they've lost faith in the ability
of this nodel to work, they certainly don't believe that
UNE- L works, and you see it reflected in the stock prices
of everybody -- but the significant problemthat we face
right nowis we're on the cusp of a new generation of
swi t chi ng technol ogy.

And so, for us to continue to grow, if we had to
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use the UNE-L, our approach could be to go with Legacy

Technol ogy and depl oy that, which we couldn't raise the
noney to do, or to go to the next phase of it. So, when
we go to -- |I'Il give you an exanple. W're making
deci sions right now about expansion into the Bell South
territory. Qur approach will be over time, as we're
doing in Texas right now, deploying a DSL network, which
allows us to, in our opinion, economcally deploy a | oop
that would carry all of the custoners' traffic, even the
smal | business custoner. But it's a single |oop.

We're not trying to coordinate six different
| oops and all the pain associated with that, because with
t he next generation of sw tching equipnment that we' re now
trialing in a proof-of-concept |ab, we would be able to
deliver fully integrated voice and data over those
facilities. So, yes, UNE-P does provide the bridge to
t hat next generation of sw tching equi pment. And | know
people will disagree. Those who have existing circuits
which are in place will take a different approach to that
bridge. But right now, for the vast bul k of the
i ndustry, there is no capital available for the
depl oynment of switching equi pnent into these nmarkets
usi ng UNE | oops.

MS. ATWOOD: Before you comment, can | ask you
to talk -- Pace to talk about that, because | want to
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just get the perspective of the position that you're

advocating. | keep reading the position as, you know,
this Comm ssion, the costs associated with your entry and
the need for a platformreally relate to the fact that we
have an endem c provisioning problemthat increases the
costs associated with it. And where this Conm ssion has
said -- and in fact, if I'munderstanding it right --

MR. G LLAN: | understand, and | just --

MS. ATWOOD: So, | just need to hear your take

on that or if I got it wong.
MR. G LLAN: | can only go back to what | was
trying to articulate earlier. | think the Comm ssion's

finding that they're providing |oops in an adequate way
is true for the types of things those | oops are used for
at the levels that they're used for. And | think, you
know, there is no absolutely clear bright line here that
says, boy, when a custonmer hits eight, he can go, al
right? You're always going to |look out in the market and
see sone | oops being purchased by people. You're going

to see it at levels that are commercially insignificant.

Now, that doesn't mean that individual carriers
are insignificant or, you know, |ike Allegiance, but when
you add them all up and you conpare that |evel of
conpetitive activity to the dom nant provider, you're
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going to see that it's really burbling around at a

relatively low level. And yeah, it will grow |arger, you
know, every time they file a report, there will be nore
| oops sold. But, you know, you're still down here five
years after the Act, in effect -- or four years after the
Act -- at a very low | evel

| don't think that you have a conflict between
on the one hand saying they're providing these | oops for
the markets that they' re used to the carriers that need
them at the levels that those | oops are useful at in a
way that satisfies the obligations of 271, while at the
sane tinme saying but the problens that exist in that kind
of process prevent nmass application in the manner that
Congress wanted this Act to work and that's there's an
i npai rment that requires that carriers have the
opportunity to buy | oops and ports together. | nean,
let's face it, the local switch el ement was not only
listed in 271, but it's actually the thing that Congress
used when it gave an exanple in the -- whatever that
thing is, the conference report --

MS. ATWOOD: \When they talk.

MR. G LLAN: Yeah, when they talk. You know,
t he advant age of being an econonmi st is you don't know the
correct words to apply to those things. At any rate,
when they gave the exanple of we don't expect people to
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replicate things i nmediately, that they're going to need

to buy things fromthe ILEC, it didn't give the exanple
of the | oop, they gave the exanple of a local switch in
the report. So, | don't think that you have -- you know,
" man econom st and not a | awer, but it seenms to nme
perfectly logical to reach a conclusion about their
ability to provision |oops for the market that they're
used in as being adequate for 271 while at the same tine
sayi ng that those processes are just systematically

i ncapabl e of handling the volumes and in serving the
broad type market that you want to see over here for the
smal | anal og custoners.

And the data supports that conclusion, because
where you've got UNE-P, you' ve got |ost of conpetition,
and where you don't, you don't.

MR. SCOTT: It seens to nme the sane |ogic could
be applied to saying that where fiber was connected to a
buil ding, that the loop itself wasn't a required el enent.

MR. TRINCHESE: We'd agree to that.

MR. SCOTT: | know you would, I know you woul d.

But | thought about that one too, and it would focus
this discussion on the switchboard, but | guess if | were
Time Warner Telecom [|'d feel just as strongly about the
exi stence and the availability of a functional fiber
optic connection to Omet buildings, that is true, but

Heritage Reporting Corporation
(202) 628-4888



© 00 N o g A~ w N P

N NN N NN R R R R R R R R R R
aa A W N P O © 00 N oo 0o~ w N -, O

60
it's functional for a certain type of business plan.

MS. ATWOOD: Well, | would -- the question there
is what did we | ook at when we were eval uating the high
performance, and | would agree with Mchelle. W did
| ook at scalability. W |ooked at how this could
translate to a | arger market, we |ooked at -- and so it
isn't just looking to see the performance, we | ooked to
see how the performance was done in a |larger scale. But
| hear you saying nore than that, | think. | think
you're saying we can naeke that determ nation but that
still doesn't -- that shouldn't necessarily influence our
view as to whether there is a need to retain an entry
strategy for this, CLECs, right? | nean, that's what
you' re sayi ng.

MR. HUNTER: Yes. Plus, | think if you took the
| ogic of your argunent and took it to its extrene,
there's no basis for keeping residential separate either,
and | think everybody in this room agrees that there is.

And then, you get back into the notion of saying well,
what | ooks nore |ike what? Does residential |ook nore
i ke smal |l business because all are served on an
i ndi vi dual | oop basis?

MS. ATWOOD: Do you guys want to respond to
t hat ?

MR. BANKS: [|'d respond by saying one common
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sense way that you would distinguish themis when you do

the inmpairnment analysis, you |look to see whet her CLECs
are successfully conpeting for a group of custoners. And
they are very successfully conpeting for small business
cust oners.

(Mul tiple voices)

MS. ATWOOD: Let him have it, and then you guys
can have nore tinme on that.

MR. PHILLIPS: First of all, there is a
difference, and the difference is an obvious one. The
revenue stream in general -- | mean, there are
exceptions, there are high-use residential custonmers --
but in general, the revenue stream avail able for serving
a business custoner, even a snall business custoner, is
hi gher than the revenue stream avail able from serving a
residential custoner.

MR. SCOTT: Actually, our residential line is
the same for both, so it's not conpletely the case. It's
t he same for both.

MR. PHILLIPS: Well, | think, as a national
rule, that that statement is correct. And when you're a
CLEC and you' re maki ng busi ness deci si ons about where
you're going to go, you're going to go where the noney is
first. So, you're going to go to wire centers that serve
predom nantly business custoners, nore business
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custonmers, and you'll be able to justify the cost of your

own facilities, co-location, et cetera, in those wire
centers nmuch nore readily than you would if the wre
center was serving predomi nantly residential customers.

MS. ATWOOD: Can | ask if -- since you say that
your figures suggest differently, if you have different
figures, can you put them-- not imediately -- but would
you mi nd putting those on the record.

MR. PHILLIPS: Different figures about?

MS. ATWOOD: About the revenue stream for a
busi ness custonmer. You said it's the national average.
| mean, if there's sone objective -- I'"'mjust trying to
get the best --

MR, PHILLIPS: Well, I nmean, | can tell you just
-- this is just in one state, but in Indiana, ny
under st andi ng was, for exanple, you know, we get forty
bucks for a business line that we provide -- Aneritech
provides to a business, and the sane thing is eight
dol | ars when provided to residential custoner.

MS. ATWOOD: |'mjust asking could you
suppl ement the record with that?

MR. G LLAN: But when you -- here's the concern
when you |l ook at it that way. The conparison isn't
bet ween what do | get in the basic local rate for a
busi ness custoner versus the basic local rate for a
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residential custoner? Because al nbst nobody buys j ust

basic | ocal exchange service. Residential custoners
don't have that purchasing pattern. |[|'ve been | ooking at
Bell South's numbers throughout the Southeast, and it's

| ess than, generally, 5 percent of the popul ation by just
basic | ocal exchange service. So, what you do have is,
when you include a bunch of these revenue sources, what
we're finding generally is that residents buy nore
features, et cetera, --

MS. ATWOOD: Well, you want those --

MR. G LLAN: Yeah, but that's why --

MR. BANKS: The average revenue flows to both,
and Gary's just giving an exanple of the basic |ine
rates. But obviously, we would give you the actual real
revenue fl ow.

MR. SHAKIN: He's persuading me to rethink this
bi z-res split. | think mybe we should have --

(Laughter.)

MS. ATWOOD: |'ve got you on the record. You're
bi z-res split here. You can't take that back.

MR. BANKS: A lot of this is comng down to a
debate over whether a set of carriers that would like to
use the UNE platformto serve businesses would be
inpaired if there was no UNE platformto serve
busi nesses. You know, the answer to that is obviously
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yes.

MR. SCOTT:. Except that we'd say it differently.

| think there's a class of custoner that would not get
service because the carriers who target that would be
inpaired. And | think it's worth a very careful analysis
of the distribution |ines and the average |ine count
bet ween carriers such as Allegiance and Birch. You know,
we don't cross paths nuch in the marketplace. That's an
anecdotal statenment, but | think 72 percent of our
accounts are, as | said before, residential accounts or
smal | business one, two and three |ines. CQur
distribution is significantly different, and the bul k of
our business is at the four-line and below. A five-line
average versus a 10-line average is a conpletely
different world.

MS. ATWOOD: But did that happen because of our
rule? O is your point --

MR. SCOTT: No, it didn't happen because --

MS. ATWOOD: So why isn't our rule not
arbitrary?

MR. PHILLIPS: |If a five-line and a 10-1ine
average are conpletely different worlds, then why are you
argui ng that everything should be swept under the one- to
20-line rubric?

MR. SCOTT: Well, again |I'marguing that there's
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a sector of the market. When you | ook at an All egi ance

custonmer that has seven or eight lines -- which would be
a small custoner for Allegiance, it would be a | arge
custonmer for ours -- there is no nmuch conpetition in that
sector of the market. And so, what we're |ooking at it
t he fundanental thing that makes the provisioning of a
| oop either econon c or uneconom c, viable or not viable,
i npai red conpetition in that or not. If you said | ook,
go in and build a business, and we will give you the
platformfromone to four |lines, have fun, we would not
go into a market. | can guarantee that we could not
support the business based upon that.

We supported a business where the platformis
unrestricted, because of the 271 process, with
Sout hwestern Bell. That's the only reason UNE-P is
viable at one, two and three lines. Because we have to
be able to -- we can't just go in and serve those
accounts. It's ridiculous. Those are difficult,
| ow-margi n accounts. We serve them because on an
i ncremental basis, we do contribute to that, but we need
to be able to use that nmethodol ogy for a wi der sector of
t he mar ket .

MR. G LLAN: And that's consistent across all of
our nmenbers that, fundanentally, they're in that four to
20 range. Above that, customers are going digital.
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Bel ow that, | mean, they' ve got a |ot of those custoners

and they can serve them buy they're concerned about
their ability to broadly serve this market as custoners
grow, et cetera.

MR. HUNTER: And from the Ascent nenbers' point
of view, if you renenber, Ascent nmenbers generally are
smal l er, even smaller than the Pace nenbers, although I
beli eve nost of the Pace nenbers are nenmbers, as well.
The decision is when do you junp fromresale to platfornf

And that's the only real choice that nost of our nenbers
have. The switch just is not that viable an alternative
for many of our folks. If it's a one-to-four, or a

one-to-three, they don't nake the junp, because there's a

wat er shed - -
MS. ATWOOD: But if they're in the market.
MR. HUNTER: Excuse nme?
M5. ATWOOD: It neans they're in the nmarket.
MR. HUNTER: They're in the resale market.
Resal e --
M5. ATWOOD: How is that -- how are you then

inpaired to be in the market if you have a resale entry?

MR. HUNTER: Because resale is dying, slowy but
surely. The margins aren't there to support it. That's
what we' ve been telling the Commi ssion for a long tine,
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that the margins do not support a viable operation. For

our nmenbers to stay alive and to stay viable, UNE is
their life raft. Wen our nenmbers nove over -- and
t hey' ve noved over in ever increasing nunmbers in both New
York and Texas -- their operations which have been very
mar gi nal becone vi abl e operations, they start to grow,
they start to expand. Absent the UNE platform they
slowly wither and die, and they are slowy withering and
dyi ng, because the margins for resale just do not support

MR. G LLAN: Apart -- aside fromthe margins a
little bit, the menbers of our group fundanentally have
ot her types of innovations that they' re either packagi ng,
pricing or software or whatever that aren't
resal e-conpati ble. They wouldn't be able to offer the
sane vector of products. You know, basically, we have
conpanies that are going in -- |I'Il give you a poster
child example. They're serving the nuns that are running
the hospice with 12, 15 lines, okay? That type of
customer is not going to be attracting --

M5. ATWOOD: We can't criticize the nuns. |
mean, they're telling the truth.

(Laughter.)

MR. SHAKI N: \What we are hearing, though, is
okay, so they're in the market serving very snal
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business with resale, but that's dying, so don't pay

attention to that. And yeah, platformis not really
bei ng used primarily for business, it's really nostly
residential, but don't pay attention to that.

(Multiple voices.)

MR. SHAKIN: Let ne finish, okay, please. The
poi nt that you all made was, for you, it is, but for when
you | ook at the broader statistics, it may not be. That
was what | heard, at least. And that's a fair point.
When you say ny business nodel is, I"musing it for
business. And | don't think any of us are disputing
that. What we are disputing, though, is that when you
| ook at an inpairnent analysis and you say, are you
inpaired fromentering the market, could you enter the
mar ket when you see the resale entry, when you see
facilities-based entry, when you see comng in, in
di fferent ways, and then you can dism ss them one by one
by one by one, but eventually, you have to acknow edge
that we're losing significant small business custoners,

not at the 20-line |level but at the five-level, the

four-line level. W' re losing those to people other than
you all. And so, soneone isn't inpaired.

MR. HUNTER: | keep hearing that you're |osing
t renmendous busi ness custoners. | hear this continually,
and it somewhat appalls ne when | ook at the stats. You
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know, we can throw around nunbers of 100, 000 here,

200, 000 there. W are six -- four years after the
enactment of the Act. We' ve got a 4-percent narket
penetration, of which 1 percent is |oops. W can get --
we can | ose the forest for the trees here. There isn't a
| ot of activity, and the activity is there.

MS. ATWOOD: But that isn't the same as Bell
South's --

MR. BANKS: | think even if you pick the really
broad numbers, the box have | ost roughly 5 percent of the
mar ket share. As you all know, the huge nunmber of |ine
custonmers is residential. Alnost all of the CLEC market
share we've | ost has been in the small busi ness segnent.

So, that 5 percent, you can nmultiply that by three, four
or five to get the market share we've lost in the snal
busi ness segnent.

MR. SCOTT:. Let ne ask again, what is the snal
busi ness segnent defined as? | don't think I heard that
clearly.

MR. BANKS: Well, | think we decided that no
one's quite sure, but we could decide that the
information that we've putting on the record |lately, you
can make your own distinction, you can draw the |ine at
10 or 20 or 50.

MR. SCOTT: But when you tal k about these
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nunbers, are we tal king about $100,000 a year and | ess?

| s that generally the area?

MR. BANKS: We have a very high, probably
conpared to what you would think, threshold for defining
what we see as small business. |If you |look through the
information, you can lop off the top half, okay? That
just nmakes the percentages that we've | ost higher.

MR. SCOTT: So, when we | ook at the information,
we can go back and see what percentages have been | ost,
and you're saying that when we see that for one 10-Iine
busi ness custonmer or the sub $5,000 a year customer, that
your percentages are even higher for |arge businesses.

MR. BANKS: Yes. | mean, you know, we've been
di sm ssing CLECs one by one, but one that does very well
in our region is Nextel, and their single nost popul ar
package is a $99 a nonth package for small business. And
t he people that buy that are not |arge busi nesses, and
they' re not medi um si zed businesses. They're snal
busi nesses. This is $99 for a |local and LD and access.

MS. ATWOOD: Well, | guess ny question then
beconmes are these isolated instances or are we talking
about systematic? Because we have to assess whet her
there is -- you know, if a few conpanies -- |'mjust
asking, if a few conpanies can enter a market, does that
mean that there is no barrier for all conpanies to enter
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the market? And what |'m hearing you fol ks saying, it

m ght be really useful if you spent sonme time going

t hrough, now that you' ve understood our clarification of
t he | anguage that has you in it, if you would go back and
| ook at ex parte, and | want to -- subject to
confidentiality.

MR. G LLAN:. Do we have a way of finding that?
Because | have sone ot her questions about that, and |
know that our ability to evaluate that is limted w thout
answers.

MS. ATWOOD: | woul d encourage that, because we
really like to get our hands around, shortly, very fast,
the kind of market we're tal king about and the kind of
loss in that market that that statistic shows, | think
the Verizon statistics show that we're tal ki ng about a
smal | er percentage, which you have an explanation for in
ternms of overall platform Can | just ask you what your
view of what a small business is? That would help me. |
mean, | realize we're talking about -- but it would help
to understand, at |least fromthe perspective we' ve been
tal ki ng about, you guys. What's your conpany position on
a smal |l busi ness?

MR. CROMWNE: All of the stats that we've pulled
together are basically in these |lines, side segnents, if
you will. The buckets that you see on that chart on
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there. When we tal k about the SMA nmar ket pl ace, we're

tal ki ng about custoners with 25 lines or |ess, generally

speaki ng. That can go hi gher, depending on the audience.
MS. ATWOOD: And you don't have any sense of how

many of that 25 lines or |less are people who are really

10 lines or |ess.

MR. CROWNE: Yeah. That's what this chart does.

MR. G LLAN: 91 percent.

MR. CROMNE: Yeah. | nmean, this is how we're
viewing it right now.

MS. ATWOOD: Ckay.

MR. CROWNE: Under 10 is 81 percent of the -- or
91 percent.

MS. ATWOOD: And how do you -- you define it as
a $100, 000.

MR. G LLAN:. No. That was -- | nmde that up to
try and protect his confidentiality, although think that
t hat nunber is confidential.

MR. BANKS: Actually, we don't define it by line
size, we do it by total billed revenue.

MR. TRINCHESE: And then how much the probl enf?
BANKS:  $250, 000.
TRI NCHESE:  $250, 000.

33

SCOTT: $250,00. We view it by total bill
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revenue, as well, and our would be roughly $3,000 even of

$250, 000.

MS. ATWOOD:  $3, 0007

MR. SCOTT: $3,000. Yes.

MS. ATWOOD: There's a small business that
survives at $3,0007?

MR. BANKS: This is expenditures on
t el econmuni cati on services.

MR. SCOTT: Tel ecom expenditures of $3,000 here
versus a quarter mllion.

MS. ATWOOD: Oh, right. You're right.

MR. BANKS: And let nme just add that we did file
an ex parte yesterday with sone nore line informtion.
There are two --

MR. SCOTT: And so our average count woul d be
five lines generating about $250 a nonth. That's $3, 000
a year. You know, that's about 1 percent of the average
spending is upper end small business -- small to
medi um si zed busi ness custoners. See, we're talking
appl es and oranges.

MALE SPEAKER: We've been trying to do it from
t he perspective of when does the inpairnment disappear, so

MR. BANKS: Let ne just say, you know, it is the
upper end, but the great majority of the custoners in our
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1 smal | busi ness segnent are in the one- to 10-1ine group.
2 In other words --

3 MS. ATWOOD: But still, you're tal king about

4 revenue now, and he's tal king about $3,000 in telecom

5 | s that anal ogous to a one to ten --

6 MR. SCOTT:. Yeah, the great mpjority of the

7 custonmers are just |ike Allegiance has said here, in the
8 one- to 10-line group. And that's the sanme for us. Now,
9 we just drew the ceiling really high, but, you know, if
10 you take our ceiling and drop it, the fact that we've

11 lost lots at the lower end is still true.

12 MS. ATWOOD: And are your $3,000 revenue --

13 communi cations revenue, is that -- what nunber of I|ines
14 are those?

15 MR. SCOTT: That's about five |ines.

16 MS. ATWOOD: Five |ines.

17 MR. SCOTT: Qur average line count is just a

18 little bit under five. W have relatively few that would
19 be over the average of Allegiance. Ten and above woul d
20 be a pretty small percentage of that. | would point out,
21 though -- and | think this is an inportant comment -- for
22 us to go into a market, you know, we really can't nake it
23 just on the lower end. [It's an inportant part of our

24 busi ness, but it's inportant for us to be able to provide

25 UNE-P across the entire sub-T-1 market, in order to
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generate enough market share to cover the fixed cost of
being in business. So, | don't --

MS. ATWOOD: And what are you doi ng now?

MR. SCOTT. \What are we doi ng now?

MS. ATWOOD: Um hum

MR. SCOTT: In terms of?

MS. ATWOOD: Well, capturing that additional

mar ket shar e.

75

MR. SCOTT: You know, | would say -- 1'd have to

go back and | ook at some specifics on that, but | would
say about a third of our business would cone fromthe

upper end of the market, you know, the five lines, siXx

| i nes and above. About a third of the revenue stream for

us. And given the fixed costs in the business, if you

|l op that off, we shut the door.

MS. ATWOOD: Well, it is |opped off, though, in

top 50 in a sense.

MR. Gl LLAN: But not in the real world.

MR. SCOTT: Yeah, not in the real world of where

we serve. We have access to the platform again, as a
state-level regulation. That's why this issue is so
i nportant. When we | ook at the econom cs of serving in
the Bell South territory, it's a significant issue that
we have to take even a fairly small area, under today's
geographic limtation -- say, downtown Atlanta -- and
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strip out all that market. It may not look like a big

t hing cast against the entire netropolitan area, but it's
a significant contributor to our business. But our
operational plans do exactly that.

We don't have an alternative for providing
service within that area, and we've chosen not to go in
and sell a three-line custonmer that someday we woul d have
to say I"msorry, but we can't even give you a fourth
line. That's the operational problemthat we face. So,
it makes the econom ¢ equation of going in and spendi ng
the fixed cost necessary to establish a position that
serves broadly. And we serve nore broadly than anybody
who has brought into the conversation. W're serving
smal | and big markets in a state. W serve entire netro
areas, not just downtown or not just 30 percent of the
central offices.

But to make all of that work is a conplicated
equation, and the econonmi cs are incredi bly conpelling,
even with the Zone-1 access for the above-three-line
custoners avail abl e under the platform So, that's what
we're tal king about here. All these things are |inked,
much as you said in the decision over whether the | oop
was sonet hing that met the checklist was a fairly
conplicated thing, that we need to | ook at a | ot of
factors. The sanme for our market entry.
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And so, | think it's dangerous to think that

there can be sone conprom se here that would still
generate the | evel of conpetition for those custoners at
the | ower end of the market, because you'll be eroding
the viability of those players who are going to serve the

| ower end of the market.

MR. PHILLIPS: 1'd like to nake a coupl e of
points. | would agree with the comment that was
previously made. | nean, to a certain extent, this seens

to be a debate about the business strategy of a subgroup
in the industry, and there can be no doubt that their
busi ness strategy is a UNE-P-based strategy, but that
really is not the question that's before you. The
guestion that's before you is, is the CLEC conpared
Wi t hout access to the UNE-P?

And | want to make just two points about that.
One is, there are sone facts that, | think, need to be
brought to bear. Notwi thstanding allusions to |ack of
access to capital, CLECs continue to deploy switches at a
pace that is actually accelerating, based on the npst
recent data | could get, which is as of August 2000.
This is LERT (phonetic) data. CLECs had depl oyed 1, 330
switches. When you did the original UNE remand order,
the data was for March of 1999, and it was 720. That
means that CLECs are now deploying nore than a switch a
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day.

Co-l ocation. SBC has delivered 11, 000
co-l ocation arrangenents. That's an average of 3.4 per
wire center inits territory. 1In January through March
of 1999, SBC and Aneritech conbi ned were delivering 100
co-|l ocation arrangenents a nonth. SBC is now delivering
700 a nonth. So, there is facilities-based depl oynent
goi ng on, and you have to ask a basic, commopn sense
gquestion. What are CLECs putting in all these switches
for? And what are they putting in all these co-location
arrangenents for if they can't use that?
And | just want to make one other point, which

is if you are a CLEC that is out there -- and there are.

It's nore than All egiance, there are many -- that have
facilities-based strategies for serving the snal
busi ness market, the availability of the UNE-P does have
an inmpact on the rollout of facilities. |If you' re a CLEC
and you've got a facilities-based strategy, you put in
swi tches, you put in co-location arrangenents and then
you expand gradually. And when you deci de whether or not
to go into a new central office, you' ve got to | ook at
the revenue potential fromthat office, and you have to
deci de whether you're going to be able to recover your
costs. And that depends on how nmuch busi ness you can
bring.
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If the market is crowded with CLECs that are

depl oyi ng the UNE-P, your market share projections are
going to be lower. So, there is another factor to
consi der here, which is, you know, if you've got
facilities-based CLECs, you, as a matter of public
policy, ought to take steps that encourage those
facilities-based CLECs to continue to deploy their
facilities and roll them out.

MR. SCOTT: Now, the sanme argunent could be used
to attack the | oop availability, and Time Warner Tel ecom
woul d make that if they were here. The second issue is,
the time period they chose --

MR. JONES: Excuse nme, | actually represent Tinme
Warner Telecom and | don't think they would make that
argunent .

MR. SCOTT: Tinmer Warner Tel ecom woul d not make
the argunent that allowing the UNE | oop -- Allegiance
goes in, doesn't have to build fiber to deploy to a
bui | di ng, doesn't hurt their approach of building fiber

directly to Omet buildings? The sane argunment that you

said --

MR. Gl LLAN: Tinme Warner Tel ecom has made t hat
argunent .

MR. PHILLIPS: Do you want to just address ny
argunment on the nmerits and not by analogy. If you're a
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CLEC -- | nean, address it directly and on the nerits

i nstead of by analogy. |If you' re a CLEC --
MS. ATWOOD: No, Joe can you speak first.

MR. Gl LLAN: Yes. I want to talk a m nute about
the nunmber of switches -- First of all, there's a
guestion about the roll, "what does the word dat abase

measure?" And the LERT database is used for carrier
routi ng purposes. There are clearly business strategies
where carriers deploy switching devices that are used so
that an ISP can get a broad footprint in an area, but

whi ch are not really intended to provide conventi onal
services. They provide |ocal services but not of the
nature that we're tal king about here, which goes, really,
to the point. Sinply because a switch is out there does
not tell you what type of custonmers, what type of

services, and even whether or not the strategy is viable.

When you | ook at all those switches, you have to
ask are these voice over switches? |Is that what it's
designed for? |If the CLECs were really still installing,
you know, however many switches -- what did you say
1,000? What was it?

MR. PHILLIPS: 1,330 is the total.

MR. G LLAN: How many a day?

MR. PHILLIPS: More than a switch a day.
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MR. G LLAN: More than a switch a day. | think

Lucent would be a lot happier this nmorning than it is.
OCkay? | mean, this is just not an accurate picture of
what's goi ng out there, because of the fact that you have
t he phenonenon of access servers and other sw tching

devi ces that are being deployed. Look at the m nutes.
mean, all of these stories, factually have to conme back

t oget her again.

M5. ATWOOD: Right.

MR. G LLAN: If there are these switches out
there and they're providing a service, then you should
see a lot of mnutes comng from CLECs and not just a | ot
of m nutes going to them which, even in great schene of
things, is a small nunber of m nutes.

MR. CROMNE: It's not a great nunber of
m nutes, but | thought it was interesting he chose that.

What was the first date you said? Was it March of '99?

MR. PHILLIPS: It was the date at which the
comments -- the cut-off for filing comrents for the
original UNE remand. There was no -- there was nothing
that was put in the record in the original coment cycle.

MR. CROMNE: |'d warn anybody about using --

MR. PHILLIPS: There was nothing nefarious.

MR. TRINCHESE: You al so have to understand --
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MS. ATWOOD: And why woul d that be?

MR. CROMNE: |'d warn anybody.

MR. PHILLIPS: | think we had as of March '99.
MR. CROMNE: |'d warn anyway who tries use the

LERTs (phonetic) to count the nunmber of switch entities
out there, because due to interconnection agreenents,
we've had to count -- sonme switch devices have to be
entered in the LER nultiple tines. Because we tended to
architect our switch networks with one switch that covers
a w der geographic area.

MR. TRINCHESE: We understand that. And the way
the data was gathered, it took all that into
consideration, so we're pretty confident that the data
that Gary's presenting here took all those issues into
consi deration. And whether there are 1,000 switches or
850, the fact is CLECs have switches, they have, in the
Verizon territory alone, 8,300 NXX codes assigned to
them and they should be using themto provide |ocal
services. And if they're not, shanme on them

MR. CROMNE: Yeah. And | will tell you |l tend
to agree with himin that endeavor. Just be warned that
strict switch count isn't going to necessarily get to the
concl usion. And al so, whether that switch is physically
| ocated in one MSA or another is not going to get you to
the answer if you're looking for a sinple test as to
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whet her there's conpetition in the market. You know, a

switch is not -- sometines there are little switches --

MS5. ATWOOD: And that, in fact, is what the
Comm ssion rejected. But | think we did in the order
tal k about the presence of multiple evidence of CLEC
conpetition, and switches were one of the things we
| ooked at .

MR. CROMNE: And it's quite obvious, if there
are, you know, half a dozen NXX codes taken by
conpetitors, then there ought to be a half a dozen NXX
codes in that rate zone.

MS. ATWOOD: Can you guys hel p us, though, in
ternms of the record that they're presenting. | nean, you
fundamental ly chall enge the notion of a | evel of
conpetition in these regions. |Is there evidence that you
can point to apart fromthe useful study that you did
with respect to the decision of a CLEC in when to enpl oy
its own facilities? |Is there any evidence you woul d have
us look to that would hel p us understand denonstrably the
| evel of CLEC activity or |lack thereof?

MR. G LLAN:. Well, to tell you the truth, it
woul d seemto nme that when you | ook where UNE-P is
avai lable -- really available, not |ike just came on the
mar ket or whatever -- Texas and New York, when you | ook
at that nuch conpetition and you | ook at places where it
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isn't, you going to see this giant difference. The

difference -- that's the inmpairnment. The difference
bet ween what can be and what happens wi thout it.

MS. ATWOOD: But why isn't that al so
provi si oning? Because, | nean, part of --

MR. GILLAN: It's the cunul ative effect of al
t hose --

MS. ATWOOD: Well, couldn't you al so make the
argunment that what you're seeing in Texas and in New York
is the fact that in Texas and New York, the provision --
t hey' ve worked the kinks out of hot cuts and they've
wor ked the kinks out of the provisioning process.

MR. GILLAN: | don't think that their
provi sioning of loops is all that different in their
states from other places. It's the --

MS. ATWOOD: How?

MR. G LLAN: | nean, | haven't |ooked at that
gquestion, but | don't know that that's the --
M5. ATWOOD: | think there would be people who

woul d di sagree with you on that.

MR. GILLAN: [|I'mnot sure | could find anyone
who's happy with anything, but |I'mnot sure what the
difference in the loop is, okay? But | know that -- what
does UNE-P -- you have volunmes of orders that -- | mean
all these conpanies that we talk to, they don't even | ook

Heritage Reporting Corporation
(202) 628-4888



© 00 N o g A~ w N P

N NN N NN R R R R R R R R R R
aa A W N P O © 00 N oo 0o~ w N -, O

85
at states that don't have UNE-P. And can only give you a

war ni ng about this. This table -- I"'msure it's
accurate, because there is an existence in the

mar ket pl ace is that there are nore custoners with few
lines than there are custonmers with multiple |ines, but
if you did this chart on the nunmber of lines that fell in
t hese categories, it would be very different. W see a
gap --

MR. BANKS: That suggests it would be even
easi er, then.

MR. GILLAN: If it's so easy, conpete against
t hese guys, okay? |If you really think this is so easy,
go conpete against them You guys, come over here. |
want to see you

(Laughter.)

MR. TRINCHESE: The interesting point is that
this appears to be com ng down to an argunent -- as far
as |'mconcerned, are you inpaired to be able to take a
one, two or three business line custonmer if you have a
switch and you have a co-location? And can you switch
t hem over to your switch?

MR. CROWNE: Yes.

MR. TRINCHESE: And that's what the answer is.
It's not the digital divide, it's not T-1. [It's that the
question is, | have a custonmer with two lines. You said
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the majority of your market was one, two or three-line

custoners?

MR. CROWNE: Yes, | can.

MR. G LLAN: But that's only because the
maj ority of the market is down there.

MR. TRI NCHESE: Excuse ne? No. One-, two- or
three-line customers, year to date Verizon, year to date,
January to yesterday, 300,000 hot cuts in the Verizon
territory. OF those 300,000 hot cuts, 80 percent of the
orders to those 300,000 hot cuts were for three lines or
| ess. So, people are conpeting on a facility basis with
their own swtches.

MS. ATWOOD: But now, you said when he said the
gquestion is, you said yes, but | thought your position is
you're not i npaired.

MR. CROWNE: No, he said "can you." And | said,
yes you can.

MS. ATWOOD: ©Oh, I'msorry. And you said yes.
OCkay. | m sunderstood.

MR. TRI NCHESE: 300, 000 hot cuts.

MS. ATWOOD: Can | ask you, though, you're
saying that the majority of the market is down at three
and four, but as | understand your testinony, what you're
saying is yeah, that may be what we're doi ng now, but
what we really want to do is we want to ranp up.
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MR. SCOTT: No, that's not what |I'msaying. [|'m

sayi ng that we have a distribution of custonmers that
averages five, and if you | ooked at the account of
simlar, to kind of the Allegiance covers, a |arge nunber
of accounts at the |lower end -- about two thirds of the

| i nes are bel ow average, about one-third is a little bit
hi gher, distributed across that. And we're providing
service to themtoday. |It's not a desire to nove
up-market, it's the economc fact that to do business in
the market, you need to serve across that spectrumto
float the whole boat. | nean, you pull this part out, it
doesn't work, you pull this part out, it doesn't work,
but they work together.

We're providing a service, we're providing
service to -- and you see the distribution -- that would
be a significant nunber, five line, six |line, seven |ine.

And then, when you get up to eight, nine or 10, it
starts to drop off a lot. And at about 10 to 15, there
woul d be sonme anopunt. Above 15, very little.

MR. CROMNE: This chart doesn't show it
separately, but | can tell you that 31.9 percent of our
custonmers have one or two lines. They're below --

MR. TRINCHESE: And those are on facilities you
t ake and provide your own sw tching.

MR. CROWNE: Absol utely.
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MS. ATWOOD: Can | just ask, because we're

running out of tinme. | need everybody to be able to wrap
up, because | want to nake sure. | know everyone w ||
get frustrated and probably are already not getting as
much tinme as they wanted, but if we could just have --
and | don't think you guys get to do every single one of
your visits, only one of themor two. So, if you could
just wap up kind of where you think the Comm ssion ought
to be | ooking, having the benefit of listening to this in
just a couple m nutes.

MR. SHAKIN: Sure. | guess what we're seeing is
a few things. W put facts on the record show ng what
ki nds of | osses we're seeing in the small business
market. And then | -- and this discussion -- when | talk
about the small business, I'mnot defining it based on

any particular criteria, other than what's in this

debate, which is really the |l ess-than-four-1lines that
we're trying to nove the current limtation to -- the
bi z-res split -- and slightly above that, that they're

trying to nove it above. And what we're seeing is that
we' ve got significant custoner losses in that we're
seeing that where we do offer UNE-P, it's being used for
residential service.

They pointed to the difference between what's
going on in Texas and New York. Qur experience is -- and
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| think the Conm ssion has seen sone of this too -- is

t hat when 271s are granted, there's actually a spur in

| ocal conpetition, based on the availability of |ong

di stance. So, |I'm not sure you can point to the data
he's pointing to. But what we're seeing is trenmendous

| osses in these custonmers, and not to the platform So,
there's soneone out there who's doing it.

And then, we're seeing a group of conpanies
com ng out and saying yeah, it's nme, it's ne, |'m doing
it and it works fine and thank you very nuch, | don't
need the UNE-P for this. And then, we're seeing a group
of conpanies that say, but | do. And the question before
the Commi ssion is are those conpanies that say | do truly
i npai red under the Act, and the answer has to be no. |If
there are conpanies out there succeeding -- and the
conbi nati on of our own records of what we're | osing and
the testinony of conpanies comng in saying, yes, we're
doing it and doing it in a way that doesn't involve UNE-P
and the fact that it really wasn't avail able in nost
pl aces when nost of these | osses were going on says that,
clearly, conpanies can do it.

And then, the question is does the fact that a
conpany that has a business nodel that says no, it
doesn't work for us, what we really want to do is provide
digital service above a certain |evel and anal og service
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t hrough UNE-P below a certain level. And | believe they

said at one point that even if we have a switch there, we
woul dn't use it to those custoners. Well, that's fine,
but that can't be the basis for the Conm ssion decision.
The Comm ssion decision has to be are those conpani es
inpaired? And the fact that there are nultiple conpanies
out there doing it, the fact that there are significant
busi ness | osses out there says that they can't be

i npaired and that the Comm ssion really has to nove to
sonet hing that recognizes the realities of the market.

MR. G LLAN: | guess | also say that the

Comm ssion has to recognize the realities of the nmarket,
but the reality also includes scale and context, not
exception and isol ated experience. Five years -- al npst
five years into the Act as passed, and you have
conpetition at a level that's just barely floating around
1 or 2 percent. W have brought to you a variety of
entrants who could not exist until UNE-P was avail abl e,
to show you the types of innovations they have brought to
the market and the types of custoners they have nmade
better off by their presence. And yes, they have sone
custonmers in one to three, but there's this whole other
gap that they provide services to, and as a practical
matter, they need the ability to serve the entire
spectrumto survive.
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Now, there are other carriers out there that

have a whol e bunch of UNE-P orders and that serve only
residential, but |I don't think that you should pin the
future of conpetition on them maintaining interest in
that particular market, w thout other people conmng in
and being able to innovate and provi de services. UNE-P
will get you a |ot nore conpetition and it will get you
price conpetition, because, for whatever anmount of | osses
Bell South says they're experiencing, it evidently hasn't
been enough to cause themto | ower their business rate.
And that's -- whatever kind of conpetition you want to
see, | would think you'd want to see it to a | evel where
you actually see pricing responses by the incunbent

i nstead of just chuggi ng al ong.

We think we've proven to you an inpairnent. W
think we've identified what it is -- the analog. And we
think we can even tell you when it's going to start
di sappearing as new technol ogi es cone in and people start
this very slow process of replacing a network that was
built over the |last hundred years. But that process is
going to take a long tine and it's going to require nore
than just Allegiance, and it's going to require nore than
peopl e charging high access rates while this little
wi ndow | XC (phonetic) still being around to pay them
exists, it's going to require a lot of players comng in
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see it happening.

MR. SCOTT: And | guess | would suggest that we

not -- I'mnot going to reiterate the points that were

made, but I'mgoing to give a suggestion. W' ve got kind

of an interesting situation, where two conpani es that

serve a | ower end of the market are saying the exact

opposite thing. And so, | guess |I'd kind of cancel us
out. But there are a lot of folks here in the industry
who do serve the five- to 10-line custoner, |ike MC oud

and others, who | think need to weigh in, in this debate.
It's represented sonmewhat by these coalitions, but 1'd
recomrend getting a broader survey of that.

And frankly, | think that information on the
record from conpanies |ike Tine Warner Tel ecom who
serves 48 lines per account, that's not a rel evant
di scussi on of whether, you know, conpetition is really
flourishing. W' ve kind of got Allegiance and Birch
sayi ng the opposite thing here, but there are a ton of
folks in this industry who are trying to go after this
mar ket who aren't in this roomtoday, and 1'd really
encourage you to get their point of view. Because
think as they see how difficult it is to grow the
busi ness today under the current rules, state by state,
and see what the platformis able to do, you see the
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busi ness strategies shifting as these conpanies struggle

to survive in the public markets and struggle to bring

down the financing necessary for there to be conpetition.

But when | step back fromthis, |I kind of |ook
at what's going on in the world around us, and it's hard
to buy into this view that conpetition is flourishing and
going with the current rules, flourishing in a market and
ri pping |arge amounts of market share away fromthe
i ncunbents across the board, that macro trends out there
just don't seemto link up to that. And |I'd really
encourage you to not listen to us all throw out market
nunbers here, but take a much nore diligent view of
under st andi ng how many custoners are lost, let's make
sure that we sync up on the definitions that we're using
for small business. But this is a pretty critical
decision for a |lot of us out here.

MR. BANKS: Yeah. | would just echo that, that
a fact-based approach is a good one, and | ooking at the
actual market share loss is a sensible -- and you can
t ake some nunber, you know, Box (phonetic) have |ost 1 or
2 percent, but | think the |atest FCC survey said 5
percent. And | think that's true in the gross anount,
but all of those lines are in the small business market,
and the | osses are very nuch higher there. And | think
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if you do --

MS. ATWOOD: You two are going to talk offline

MR. BANKS: Yeah, but you can -- there are nore
carriers than just the weak ones that are successful at
this. There's Nextel and Entel in our region, so, |
think trying to get actual nunmbers isn't the way to go.
Let me just bring in one other thing, which is when we do
hot cuts in our region, last nonth, throughout the
region, the average nunber of |ines per order was just
over three. So, when people ask us to cut lines, they
ask us to cut three lines at a time and serve smaller
busi ness custoners, as anyone would define it.

MR. CROWNE: You know, | can only speak for
Al | egi ance, obviously. W've been very successful with
this boot cut strategy, so, we're not using -- we don't
have any secret sauce or anything |like that. W have
hel ped define some of the processes, but, none of that's
proprietary. M only observation would be nore on a
personal basis, which is it seenms to ne we've framed kind
of where the debate is, and that you should be able to

collect the facts that you need to deci de whet her or not

conpetition exists. In as nmuch as | don't like the test
of the count of switches in a city -- | don't think
that's valid -- | think there's other obvious tests and
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guestions and data that you can collect. And I think

that data exists. It seens to ne a fairly straigthfoward
way of getting to the facts.

MS. ATWOOD: Well, that's a positive note, a
straightforward way of getting to the facts. This has
been really, really hel pful, because | think it's hel ped
me under stand where the rough points are and what your
positions are. | nean, it really has been very hel pful.

We will no doubt be in touch with you. W are working
on this as a fast-track to try to bring this to a cl ose,
and so, to the extent that we ask you for additional
information after we caucus, | would encourage you to
give it to us as quickly as you can. | know we're com ng
into the holiday time, but it's really inportant, because
we have got to resolve this issue very soon

So, to the extent that there are things that you
can -- after you go back and think of things that woul d
be hel pful to us, as well, we'd really appreciate it.
Thanks a | ot.

(Wher eupon, at 4:00 p.m, the hearing in the
above-entitled matter was adjourned.)
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