
narrowband services can be carried on the broadband network that cannot be adequately

provided on alternative stand-alone systems, including an upgrading of the existing network?

What investments would be required for such new services in addition to the investments shown

on Bell Atlantic's worksheets? What reason is there to believe that such services, going beyond

sheer speculation, would be economically viable? What basis is there for concluding that the

broadband network would enable savings in telephony operations and maintenance over and

above those enabled by upgraded or new stand-alone telephone networks? If the company

cannot address these questions in satisfactory detail -- again going far beyond arm waving and

cavalier responses -- the Commission must insist on a reassignment of costs, along the lines

illustrated in Table 2.

An obvious problem facing the Commission is estimation of specific cost factors for

stand-alone networks necessary for evaluating Bell Atlantic's tariff filing and its responses to the

above questions. For illustrative purposes, I have used the $700 investment for digital loop

carriers and $308 for upgrading existing networks. Clearly, however, actual costs vary as a

consequence of innumerable considerations in local markets -- household density, topographical

features, the mix of underground and aerial plant, the condition of existing plant, and many

more.

One possible approach for the Commission involves pressing Bell Atlantic for upper­

bound and lower-bound estimates of stand-alone telephone systems with essentially the same

narrowband capability as the VDT network in Dover. Perhaps the Commission would then

select middle-ranging estimates for its own determination of the appropriate assignment of the

broadband network investment.

Undoubtedly, precise and fully satisfactory numbers will be impossible to obtain. But the

Commission must not be left accepting Bell Atlantic's cost assignments simply because the
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relative assignments of investment outlays. If so, a large reassignment of expenses would be

necessary to mirror the appropriate reassignment of investment, again resulting in a far higher

burden on video than now exists.

Overhead. By no stretch of the imagination would the Commission be justified in

permitting Bell Atlantic to retain a 20 percent overhead loading on video dialtone direct costs.

The Commission must require Bell Atlantic to explain in detail (a) why video dialtone is

expected to generate any less, or more, overhead per dollar of direct cost than other services,

and (b) whether changes in overhead tend to bear a constant relationship to changes in direct

cost, demonstrated by the company's past experience. In the absence of compelling answers to

the contrary, the Commission should insist on a 65 percent loading of overhead for video

dialtone as an approximation to the additional overhead caused by the provision of video

dialtone.

The debate about overhead in this proceeding is especially disconcerting because surely

this is not the first proceeding in which issues of overhead and direct expenses have been raised.

If the Commission has, in the past, permitted firms under its jurisdiction to treat overhead as

a fixed common cost to be allocated among services in whatever way the firms choose, the

Commission has granted a stunning degree of leeway for anticompetitive cross-subsidization not

only in video dialtone, but also in the wide range of telephone markets in which cable operators

and other suppliers may compete. The existence of such leeway is demonstrated by the fact that

Bell Atlantic exhibits a wide range of overhead loadings -- for example, from a 27 percent mark­

up on its DS3 channel termination rate on a five-year basis to a 106 percent mark-up on a

month-to-month basis.46 Reinforcing this evidence is Bell Atlantic's statement that "the

46Direct Case, supra, Exhibit 1, Attachment E(l), at l.
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Commission granted LECs a great deal of flexibility in setting overhead levels. "47 Consequently,

the Commission must review and modify its policy with respect to overhead assignments, paying

careful attention to the causal relationships between direct costs and overhead.48

47Direct Case, supra, at 67.

48It is worth noting recent regulatory actions in Canada, highly relevant to concerns here. In that
county, too, telephone companies have proposed construction of integrated broadband networks for video and
telephony -- the "Beacon Initiative." There, too, concerns about cross-subsidization have been raised by cable
operators and others. In response to general apprehension about cross-subsidy and other anti-competitive
threats posed by firms with both monopoly and competitive markets, the Canadian Radio-television and
Telecommunications Commission (CRTC) recently decided to split the rate base, with one portion assigned
to a company's monopoly telephone services, the other assigned to competitive services. CRTC,
Implementation of RegulatOly Framework -- Splitting of the Rate Base and Related Issues, Telecom Decision
CRTC 95-21, October 31, 1995. In the case of Beacon, the CRTC has decided to assign the costs of the entire
broadband network to the competitive segment. Only if, and when, channels are used for telephony will their
costs be transferred to the monopoly segment, with transfer prices subject to regulatory scrutiny. For any
number of reasons, we cannot expect the FCC to mimic the CRTC's decision. Still, it is sobering to observe
how one regulatory agency has recognized the serious threat of cross-subsidy and has taken concrete and
constructive steps to protect against it.
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I declare under penalty of perjury under the laws of the United States of America that

the foregoing is true and correct.

Executed on Novemberj'{l, 1995

- 39 -



Mailing Address:
Phone:

EDUCATION

LELAND L JOHNSON

19528 Ventura Boulevard, Tarzana, California 91356
(818) 716-5854

Ph.D. Economics, 1957, Yale University
M.A Economics, 1953, University of Oregon
B.S. Business Administration, 1952, University of Oregon

EMPLOYMENT

1993-present--Consultant specializing in telecommunications economics. Retired from The
RAND Corporation.

September 1979-March 1993--Senior Economist, The RAND Corporation, Santa Monica,
California.

1978-1979--Associate Administrator, Policy Analysis and Development, National
Telecommunications and Information Administration, U.S. Department of Commerce,
Washington, D.C.

1968-1978--Manager, Communications Policy Program, The RAND Corporation, Santa
Monica, California.

1967-1968--Director of Research, President's Task Force on Communications Policy, U.S.
Department of State, Washington, D.C.

1957-1967--Economist, The RAND Corporation, Santa Monica, California.

1956-1957--Instructor, Yale University, New Haven, Connecticut.

1967--Lecturer, International Trade, UCLA.

1965-1966--Visiting Professor, International Trade and Economic Growth, Claremont
Graduate School.

1958-1959--Lecturer, (Statistics for Economics and Business), California State College at
Northridge.

1



Telecommunications Policy. Dr. Johnson has evaluated the prospects for direct satellite
broadcasting, the use of telephone company facilities, and other means, as competitive
alternatives to cable television. He earlier dealt with issues of (a) regulating international
telecommunications in response to a growing competitive market structure, (b) maintaining
universal domestic telephone service in response to pressures to increase rates for local
service, and (c) the role of compatibility standards in telecommunications competition and
innovation. As Associate Administrator for Policy Analysis at NTIA in 1978-1979, Dr.
Johnson's responsibilities included recruiting staff for a research and analysis office of about
40 staff members, His office focused on issues of (a) restricting government regulation in the
domestic telephone and broadcasting fields, (b) expanding competitive pressures in the
international communications industry, (c) possibilities for making more effective use of the
radio spectrum, and (d) drafting legislation for the Administration and pursuing other policy
options in response to problems of protecting individual privacy posed by the rapid growth
of computer-based information systems. As Director of Research, President's Task Force on
Communications Policy, he directed the staff activities and preparation of the Final Report
(the "Rostow" report) delivered to the President in 1968. The report and accompanying staff
papers addressed a wide range of issues in the telephone, cable, and broadcasting fields, with
numerous specific recommendations for national policy.

PROFESSIONAL MEMBERSHIPS/HONORS

Chairman, Board of Directors, Telecommunications Policy Research Conference,
Washington, D.C., 1992.

Chairman, Organizing Committee, Seventeenth Annual Telecommunications PolicyResearch
Conference, Airlie House, VA, 1989.

Board of Directors, Annual Telecommunications Policy Research Conference, 1989-1992.

Board of Directors, International Institute for Communications 1971-1978.

Advisory Board, Committee for Economic Development, 1975.

Telecommunications Panel, American Society of International Law, 1973-1975.

Telecommunications Committee, the Twentieth Century Fund, 1969-1970.

American Economics Association Sterling Fellowship, Yale University, 1955.

PUBliCATIONS

Book

Toward Competition in Cable Television (MIT Press and AEI Press) 1994.

2



Journal Articles

"The Potential of Direct Broadcast Satellites for the United States, Space Policy, (with
Deborah Castleman). November 1992.

"Telephone Company Entry into Cable Television," Telecommunications Policy, (with David
Reed), March 1992.

"Dealing with Monopoly in International Telephone Services: A U.S. Perspective,
Information Economics and Policy, No.4, (1989-91).

"The Use of Excess Capacity in Overseas Telecommunications to Deter Competitive Entry,"
Telecommunications Policy, September 1989.

"International Telecommunications: Issues and Possible Solutions" in New Directions in
Telecommunications Policy, Paula Newberg [ed.), Duke University Press, June 1989.

"Excess Capacity in International Telecommunications," Telecommunications Policy,
September 1987.

"Public Utility Rate-of-Return Regulation: Can It Ever Protect Customers? Comment," in
Unnatural Monopolies, R. W. Poole (ed.), D.C. Heath, 1985.

"Regulation of Broadcast Station Ownership; Evidence and Theory" in Video Media
Competition: Regulation, Economics, and Technology, Columbia University, 1985.

"Why Telephone Rates Are Rising," Regulation, July/August 1982.

Competition, Cross Subsidies, and Residential Telephone Access" in Policy Research in
Telecommunications, Vincent-Mosco (ed.), 1984.

"Economic Implications of Mandated Efficiency Standards for Household Appliances:
Comment," (with Stanley M. Besen), Energy Journal, October 1981.

"Equity and Efficiency in the Telephone Industry: Comments," Conference Proc. of the
Michigan State University Institute of Public Utilities, 1981.

"The Sustainability of Monopoly in Electronic Mail Service," Perspectives on Postal Service
Issues, American Enterprise Institute, May 1980.

"New Issues in Telecommunications Regulation: Comments," Issues in Public Utility
Regulation, Michigan State University. 1979.

"Boundaries to Monopoly and Regulation in Modern Telecommunications;! in
Communications for Tomorrow, (Glen O. Robinson, ed.), Praeger, New York, 1978.

3



"A Review of the Positions of AT&T and the FCC Regarding the Consumer
Communications Reform Act of 1976," Journal of Telecommunications Policy, March 1977.

"Comment on the Pricing of Satellite Services in the International Telecommunications
Industry," in Harry M. Trebing (ed.), New Dimensions in Public Utility Pricing, The Institute
of Public Utilities, Graduate School of Business Administration, Michigan State University,
East Lansing, Michigan, 1976.

"Problems of Regulating Specialized Telecommunications Common Carriers," in Refocusing
Government Communications Policy, Aspen Institute for Humanistic Studies, Washington,
D.C., 1976. San Francisco, December 14, 1976.

"Distributional Effects of Regulation," in Rate of Return Regulation, Federal
Communications Commission Future Planning Conference, July 1976.

"Government Regulation and Technological Advance," in RAND 25th Anniversary Volume,
The RAND Corporation. 1973

"Behavior of the Firm Under Regulatory Constraint: A Reassessment,'! American Economic
Review, May 1973.

'Technical Advance and Market Structure in Domestic Telecommunications," The American
Economic Review, May 1970.

"New Technology: Its Effect on Use and Management of the Radio Spectrum," Washington
University Law Quarterly. Fall 1968.

"New Communications Technologies and National Security," Adelphi Papers, The Institute
for Strategic Studies, March 1968.

"Joint Cost and Price Discrimination: The Case of Communications Satellites," University
of Chicago Journal of Business, September 1961

"Behavior of the Firm Under Regulatory Constraint," American Economic Review,
December 1962, (coauthored).

RAND Publications

US.-Japan Relations in Telecommunications Equipment Trade, MR-141-CUSJR, 1993.

Entry by Telephone Companies into Cable Television: Regulation, Competition, and Public
Policy, MR-102-RC, 1993."

Common Carrier Video Delivery by Telephone Companies, R-4166-MFJRL, 1992

Advances in Telecommunications Technologies That May Affect the Location ofBusiness
Activities, N-3350-SF, 1991.

4



Direct Broadcast Satellites: A Competitive Alternative to Cable Television? (with Deborah
R. Castleman), R-4047-MFIRL, 1991.

Development of High Definition Television: A Study in u.s.-Japan Trade Relations,
R-3921-CUSJR. June 1990.

Residential Broadband Services by Telephone Companies? Technology, Economics, and
Public Policy, (with David P. Reed), R-3906-MFIRL, June 1990.

Competition, Pricing and Regulatory Policy in the International Telephone Industry, R-3790,
July 1989.

Price Caps in Telecommunications Regulatory Reform, N-2894-MFIRC, January 1989.

The Future ofINTELSATin a Competitive Environment, N-2848-DOSIRC, December 1988.

Use of Excess Capacity in International Telecommunications to Deter Competitive Entry,
N-2792-MF, October 1988.

Telephone Assistance Programs for Low Income Households, R-3603-NSF/MF, February
1988.

Issues in International Telecommunications: GovernmentRegulation ofComsat, R-3497-MF.
January 1987.

Excess Capacity in International Telecommunications: Poor Traffic Forecasting or What?
N-2542-MF. December 1986.

Compatibility Standards, Competition, and Innovation in the Broadcasting Industry,
R-3453-NSF, November 1986, (with Stanley M. Besen).

Telecommunications Alternatives for Federal Users: Market Trends and Decisionmakinq
Criteria. R-3355-NSF. December 1985. (coauthored)

Incentives to Improve Electric UtJ1ityPerformance: Opportunities andProblems, R-3245-RC,
February 1985.

Regulation of Media Ownership by the Federal Communications Commission: An
Assessment, R-3206-MF, (with Stanley M. Besen), December 1984.

Testimony and Exhibit (Arizona Public Service Rate Hearing), N-2191, September 1984.

Scientific and Technology Information Transfer: Issues and Options, N-2131-NSF, March
1984, (coauthored).

An Analysis of the Federal Communications Commission:S Group Ownership Rules,
N-2097-MF (with Stanley M. Besen), January 1984.

5



Competition and Cross-Subsidization in the Telephone Industry, R-2976-RC, December
1982.

An Economic Analysis of Leased Channel Access for Cable Television, (with Stanley M.
Besen), R-2989-MF, December 1982.

After Energy Price Decontrol: The Role of Government Conservation Programs, (with
Stanley Besen), N-1903-DOE, October 1982.

Cost-Benefit Analysis and Voluntary Safety Standards for Consumer Products, R-2882-ICJ,
1982.

An Analysis of the Department ofEnergy's Nonprice Regulation ofIndustrial Energy Use,
(with David Seidman), N-1876-DOE, May 1982.

Domestic Common Carriers and the Communications Act of 1934, P-5798, April 1977.

Problems of Regulating Specialized Telecommunications Common Carriers, P-5638, May
1976.

Analysis of FederaJ1y Funded Demonstration Projects: Executive Summary, Final Report,
and Supporting Case Studies, R-1925-DOC, and R-1927-DOC, respectively, April 1976,
(coauthored).

Projecting the Growth of UHF Television Broadcasting: Implications for Spectrum Use,
R-1841, February 1976 (with R. E. Park).

The Social Effects of Cable Television, P-5390, March 1975.

Expanding the Use of Commercial and Noncommercial Broadcast Programming on Cable
Television Systems, R-1677-MF, January 1975.

The Cabinet Committee Report to the President on Cable Communications, P-5193,
February 1974.

Cable Television: The Process ofFranchising, R-1135-NSF, March 1973, (coauthored).

Cable Communications in the Dayton Miami Valley: Basic Report, R-943-KF/FF, January
1972.

Cable Communications in the Dayton Miami Valley: Summary Report, R-942-KF/FF,
January 1972, (coauthored).

Cable Television and Higher Education: Two Contrasting Experiences, R-828-MF,
September 1971.

6



Cable Television and Questions ofProtecting Local Broadcasting, R-597-MF, October 1970.

The Future of Cable Television: Some Problems of Federal Regulation, RM-6199-FF,
January 1970.

Communications Satellites and Telephone Rates: Problems of Government Regulation,
RM-2845-NASA, October 1961.

BRIEFINGS, SEMINARS AND INTERVIEWS SINCE JANUARY 1989

"Price Cap Regulation," RAND Board of Trustees, Santa Monica, April 1989

"Price Cap vs. Rate of Return Regulation," Center for Advanced Study in Telecommunica­
tions, Ohio State University, Columbus, June 1989.

"Pricing, Competition, and Regulation in the International Telephone Industry," International
TelecommunicationsSymposium, InternationalCenterfor TelecommunicationsManagement,
University of Nebraska, Omaha, June 1989.

"Future of Broadband Services to the Home," Annenburg School of Communications, USC,
Los Angeles, February 1990.

"Deregulation of AT&T," radio interview, Money Radio Network, (20 affiliates nationwide),
March 1990.

"Pricing and Regulation in the International Telephone Industry," Seminars in Regulatory
Economics, Tucson, Arizona, April 1990.

"Residential Broadband Service by Telephone Companies," ICNSuperComm '90
Convention, Atlanta, Georgia, April 1990.

"Price Reductions by AT&T," radio interview, Money Radio Network, June 1990.

"Price Cap Regulation," Telecommunications Reports, Conference, Washington, D.C, July
1990.

"Telephone Company Entry into Cable Television," National Association of Regulatory
Commissioners, Los Angeles, California, July 1990.

"IBNs and Direct Broadcast Satellites: Competitors to Cable TV'? American Enterprise
Institute, Washington, D.C, October 1990.

"International Telecommunications Services," Center for International and Strategic Studies,
Washington, D.C, October 1990.

"Regulatory Constraints on the Bell Companies," radio interview, Money Radio Network,
October 1990.

7



"Broadband Services by Telephone Companies. A Competitor to Cable TV"? Executive
Briefing, Fiber in the Local Loop sponsored by Lightwave Journal, Stanford, Calif.,
December 1990.

"Policy Issues in Telecommunications," panel discussion, Government Accounting Office,
Washington, D.C., February 1991.

"Telephone Company Entry into Cable Television," Columbia University,
Telecommunications Conference, Washington, D.C., February 1991.

"Price Cap Regulation: Opportunities and Problems," Telecommunications Reports,
Conference, Washington, D.C., May 1991.

"The Potential for Competition with Cable Television," Jones Intercable Conference, Vail,
Colorado, August 1992.

"The Future of Wireless Cable," Annual Meeting Wireless Cable Television Association,
Orlando, Florida, August 1992.

"Technical Standards for High Definition Television: Comments," Telecommunications Policy
Conference, Solomons, Maryland, September 1992.

"Fiber Perspectives: Where Are We Going? Panel Discussion, Supercom '93, Atlanta,
Georgia, April 1993.

"The RBOC's Video Dialtone Proposals," Panelist National Association of State Utility
Consumer Advocates Conference, St. Louis, MO, June 1993.

"Competitors to Cable Television" Seminar, American Enterprise Institute, Washington,
D.C., October 1993.

"Competition in the Cable Television Industry" Seminar, Yale University School of
Management, New Haven, Conn., November 1993.

"Cable Entry into Telephony, Comments," Telecommunications Policy Conference,
Solomons, Maryland, October 1994.

ORAL TESTIMONY

"Evaluation of the Beacon Initiative," before the Canadian Radio-Television Commission,
June 12, 1995.

"Application by Oceanic Communications to Provide Private Line Service In Hawaii,"
Hawaiian Public Utilities Commission, March 13, 1995.

"Telephone Company Entry into Cable Television," Before Senate Subcommittee on
Communications, Senate Bill S-2800," printed in S. Hrg. 101-886, July 24, 1990.

8



"Incentive Regulation of Arizona Public Service" before the Arizona Corporation, September
1984.

"Government Regulation of Cable Television," before Subcommittee on Communications,
Committee on Interstate and Foreign Commerce, U.S. House of Representatives, printed
in Cable Television Oversight--Part I, 94th Cong., 2nd Sess.

"Copyright and Distant Signal Importation by Cable Television Systems," before the
Commissioners of the Federal Communications Commission, meeting en banc, 1970.

CONSULTANCIES

Cox Enterprises, Inc.
Adephia Communications Corp.
Great Lakes Cable Coalition
Atlantic Cable Coalition
California Cable Television Association
New Jersey Cable Television Association
National Cable Television Association
Canadian Cable Television Association
Time Warner, Oceanic Communication
Cablevision Industries
Comcast Corp.
Wometco Cable
AGT Limited
AT&T
Southwestern Bell Mobile Systems
Cellular Telecommunications Industry Association
Interstate Natural Gas Pipeline Association
Ford Foundation
Arizona Corporation Commission

AFFIDAVITS, DECLARATIONS AND PREFILED TESTIMONY

New Jersey Bell, application to provide video dialtone service in Dover, New Jersey, W-P-C
6840, Affidavit, February 12, 1993 (on behalf of New Jersey Cable Television
Association).

New Jersey Bell, application to provide video dialtone service in Dover and Florham Park
area, W-P-C 6838,6840, Declaration, September 29, 1993 (on behalf of New Jersey
Cable Television Association).

Pacific Bell, applications to provide video dialtone service in four metropolitan areas, W-P-C
6913, 6914, 6915, 6916, Mfidavit, February 7, 1994; Reply Affidavit March 10, 1994,
Reply Declaration, January 5, 1995; Second Reply Declaration, January 19, 1995,
Declaration April 7, 1995 (on behalf of California Cable Television Association).

9



Ameritech, applications to provide video dialtone service in five states, W-P-C 6926, 6927,
6928, 6929, 6930, Affidavit, March 10, 1994; Reply Declaration, June 28, 1994 (on
behalf of the cable television associations of the five states).

Bell Atlantic applications to provide video dialtone service in five regions, W-P-C 6912,
6966, Declaration, July 28, 1994; Reply Declaration, August 22, 1994 (on behalf of
Atlantic Cable Coalition).

Ex Parte submission, Desi.ming Safeguards Against Cross-Subsidization in Video Dialtone
Services, Docket No. 87-266, October 3, 1994 (on behalf of Adelphia
Communications Corporation, Cablevision Industries, Comcast Corporation, Cox
Enterprises, Inc.)

Rebuttal Testimony. In support of Oceanic Communications Application for Certification
from the Hawaii Public Utilities Commission, Docket No. 94-0093, December 16,
1994 (on behalf of Oceanic Communications).

Competition in Wideband Location Monitoring Systems, Motion of Southwestern Bell
Mobile Systems, Inc., to accept Supplement to Reply Comments, PR Docket No.
93-61, October 1993, (on behalf of Southwestern Bell Mobile Systems).

An Assessment of the Beacon Initiative, Implementation of Regulatory Framework,
Canadian Television Radio Commission, Telecom Public Notice CRTC 94-52, 94-56,
94-58, March 20, 1995 (on behalf of the California Cable Television Association).

November 1995

10



CERTIFICATE OF SERVICE

I, Christine Cox, hereby certify that a copy of the foregoing Opposition to
Direct Case was mailed by First Class, postage prepaid, this 30th day of November, 1995 to
the following:

* Tariff Division
Federal Communications Commission
1919 M Street. N.W.
Room 518
Washington, D.C. 20554

Edward Shakin
Betsy L. Anderson
Bell Atlantic
1320 N. Courthouse Road
8th Floor
Arlington, VA 22201

International Transcription Service
1919 M Street, N.W.
Room 246
Washington, D.C. 20054

,/---, , f4', I, j , '
( ~Mil j :ott I ~
"'7 Christine Cox

* By Hand Delivery

38


