
ConsumerFederationofAmerica

August 16, 1996

The Honorable Reed Hund4 Chairman
Federal Communications Commission
1919 M Street, NW
Wasbingto~ DC 20554

Re: Policy and Rules Concerning the Interstate. Interexchange Marketplace, CC
Docket No. 96-91

Dear Chairman Hundt:

The Consumer Federation ofAmerica ("CFA") wishes to express its opposition 1.0 the
Commission's proposal. to allow interexchange carriers to bundle customer premises equipment
("CPE") with interstate, interexchange services.

Since its adoption in 1980, the CPE unbundling rule has provided consumers ~rich

significant benefits. It 1S due to this rule that consumers now have an opportunity to select
virtually endless types of CPE to meet their specific needs, instead of being forced to purchase
whatever equipment the~ decided to make ayailable with a particular service offering.

CFA believes that elimination of the unbundling rule, just as companies are about to
compete to be the first to offer one-stop-shopping for a variety ofcommunications services,
could expose consumers to some ofthe same abuses that marked the industry before 1980, Until
all communications markets, including the local exchange market, are fully competitive the
unbundling rules should re:nain in place. In addition, in all cases, companies should be expressly
prohibited from preventing cr limiting conswuers' use ofthe CPE oftheir choice.

Congress clearly recognized the value of strong unbundling rules. Section 304 of the
Telecommunications Act of 1994 in essence supports the current unbundling policy by eKtendini
the principle to providers of multichannel video programming systems. The Commission should
not now retreat from this pro-<:onsum;:r policy.

1424 16th Stl"eet. :-.l.W., Suite 604 • Washington, D.C. 20036 • (Z02) 387-6121



CFA urges the Commission to retain the requirement that all carriers provide customer
premises equipment on an unbundled basis- We would encourage re"'iew of the policy when all
sectors of the communications marketplace are fully competitive.

Very trnly yOllIS,

6~Q-\l~
;:~ley~
TelecolllInunicatioos Policy Director

cc Commissioner Chong
Commissioner Ness
Commissioner Quell ~
Gina Keeney
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BEPORETHE
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C 20554
~ . ....~~.,-" '" .

In the Matter of

Policy and·Rules Concerning the
Interstate, Interexchange Marketplace

Implementation of Section 254(g) ofthe
Communications Act of 1934, as amended

)
)
)
)
)
)
)
)

FCC 96-123

CC Docket No. 96- 61

COMMENTS OF THE
ALABAMA PUBLIC SERVICE COMMISSION

Mary E. Newmeyer,
Federal AtDirs Adviser

lOON. Union Street
P.O. Box 991
Montgomery, Alabama 36101

(334) 242-5025

April 18, 1996



D. TACIT PRICE COORDINATION

The NPRM stated in paragraph 81 that by allowing for competitive entIy into the interstate

interexchange market by facilities based SOCs and others, the 1996 Act provides the best solution

to tacit price coordination However, the history of the interexchange market since divestiture

provides evidence that true interexchange competition does not currently exist.

There are over 500 toU carriers in the United States. As ofthe third quarter of 1995, AT&T

collected 56 percent; MCI collected 17.9 percent, and Sprint collected 8.5 percent ofthe toll revenues

in the United States. These three companies accounted for over 80 percent ofthe toll market share

for the entire United States. Thus. with nearly twelve years ofcompetition three carriers control over

80 percent of the toll market. The other 500 carriers account for only 17.6 percent of the toll

revenues for the entire Untied States.

The entry ofthe DOCs wiD not ensure competition nor will it provide a solution to tacit price

coordination. The power over the telecommunications market wielded by the DOCs may reduce the

amount .of competition in the interexchange market by driving smaller carriers out of the market.

In fact, the fates of AT&T, MCI, and Sprint may be jeopardized by the entry ofthe DOCs into this

market.

Thus, the threat ofprice coordination and price discrimination may well be greater after the

entry ofthe BOCs into the interexchange nwket. With this increased threat, a mandatory detarifting

scheme is not only imprudent but also may facilitate price discrimination by failure ofthe regulators

to recognize such discrimination due to insufficient information.

.E BUNDLING OF CUSTOMER PREMISE EQUIPMENT

In 1980 the Commission adopted a rule prohibiting common carriers from bundling the
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provision of customer premises equipment (CPE) with the provision of common carriers

telecommunications services!. The Commission concluded that the bundling oftelecommunications

services with CPE could force customers to purchase unwanted CPE in order to obtain necessary

transmission services, thus, restricting customers' choices. For these very reasons bundling CPE with

telecommunications services is not justifiable.

We believe that any savings in transaction costs to customers by bundling CPE is more than

oftiet by the lack ofproper pricing information. The intent ofunbundling was to send a clear signal

to the QlStomer regarding the prices ofgoods and services. To bundle these goods and services will

confuse the customer about the appropriate prices for these goods and services. The exiJtence of

competition alone will not clarifY this signal if none ofthe competitOR is required to unbundle goods

and services. We see no benefit in relaxing the unbundling requirement; however, we do see the

opportunity for price discrimination and loss ofchoices for the consumer ifcarriers are allowed to

bundle CPE and interexchange services.

API competition in interexcbange and exchange services increases, there is even a greater need

to maintain the unbundling ofCPE and service. The consumer can not make an informed decision

about what service or provider to use when they can not get the information as to the cost of the

unbundled elements ofthese packaged offers. This frustration already exists for informed consumers

in the cellular market who want to compare the costs of services and CPE separately and cannot get

prices quoted for each element separately by some service providers.

We do not believe that the entry ofthe HOCs into the market for interexcbange services will

substantially alter the impact ofunbundling CPE. The fact remains that the price signal sent through

47 C.F.R. Section 64.702 (e)
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unbundling is understandable as opposed to an easily misunderstood signa) through bundling ofgoods

and services.

The same basis that applies to the requirements in the 1996 Act to offer interconnection

service elements on an unbundled basis applies to the issue ofunbundling CPE. The buyer should

not have to buy goods or services he does not want or need in order to get either the good or service

he wants. The lack ofa requirement to offer CPE and interexchange service on an unbundled basis

will harm competition and consumers choices not promote them.

We believe that the intent of the 1996 Act is to retain those mechanisms which have

promoted competition in the interexchange market not to regress based upon the assumption that

competition exists and those mechanisms are no longer useful.

m. Conclusion

The Alabama PSC offers the above comments on issues raised in the NPRM. We support the

growth of competition in the interexchange market and other telecommunication markets, but we

recognize that competition takes time to develop. We believe that continued oversight and

monitoring by regulators is necessary through a transition period to allow competition to develop.

Removing requirements too soon will be more ofa deterrent to competition than an incentive.

Respectfully submitted,

Mary E. Newmeyer
Alabama Public Service Commission
P.O. Box 991
Montgomery, Alabama 36101
(334) 242-5025

Dated April 18, 1996
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BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION

Washington, DC 20054

In the Matter of

..-
RECEl\i20

25 f996
FCC • '~JL ROOM

Policy and Rules concerning the
Interstate, Interexchange
Marketplace

Implementation of Section 254(g)
of the Communications Act of
1934, as amended

CC Docket No. 96-61

INITIAL COMMENTS QF THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

TO THE NOTICE OF PROPOSED RULEMAKING
REGARDING INTERSTATE, INTERBXCHANGE

SERVICE, SECTIONS III, VII, VIII AND IX

I. INTRODUCTION

These comments are submitted on behalf of the Pennsylvania

Public utility commission (PaPUC) in response to the Commission's

Notice of Proposed Rulemaking (NOPR), released March 25, 1996, as

captioned above. The NOPR seeks comments on a wide variety of

issues pertaining to implementation of the Telecommunications Act

of 1996 (1996 Act) pertaining to the domestic long-distance market.

The NOPR divides these issues into nine specific sections. In the

NOPR, the Commission gives interested parties the opportunity to

file two sets of comments -- one set for Sections IV, V and VI, and

the other set for the remaining sections of the NOPR.

On April 19, 1996, the PaPUC filed initial comments with the

Commission addressing Sections IV, V and VI of the NOPR. These

initial comments are submitted in response to the remaining

sections of the NOPR. While the PaPUC is filing two sets of

1



B. Pricing Issues (Section VII)

Consistent with the PaPUC's prior discussion, the PaPUC

acknowledges that tacit price coordination is an undeniable and

continuing characteristic of the nation's interexchange

marketplace. The PaPUC strongly disagrees with the commission that

the reclassification of AT&T as a non-dominant carrier or the

detariffing of non-dominant carriers will have any measurable

effect on the level of tacit price coordination. Overall, if

carriers find it more profitable to coordinate their pricing

activity rather than engage in truly competitive pricing, carriers

will, without much difficulty, find ways to coordinate pricing

activities, with or without public identification of prices.

Whether such activity will be decreased or eliminated by BOC

entry into the interLATA market remains to be seen. The PaPUC has

observed that tacit price coordination in IntraLATA markets has

continued even where a BOC and IXCs have engaged in head-to-head

competition.

Acknowledgement by the Commission that tacit price

coordination continues is another reason that the Commission should

maintain non-dominant carrier tariffs in order to monitor this

activity. Only when the 1996 Act is fully implemented and

competition is fully developed in all markets will the need for

these valuable regulatory tools be eliminated.

C. Bundling of ePE (Section VIII)

Since 1980, the Commission has implemented and enforced a

general rule prohibiting the billing of the sale or lease of

11



customer premises equipment (CPE) with the provision of common

carrier telecommunications services (CCTS). The PaPUC be1ieves

that while there may be some benefit to consumer competitive

options in eliminating the bundling prohibition, the Commission

should exercise great caution prior to taking such action.

Experiences in the cellular and shared tenant service (STS)

markets provide historical experience that allowing joint marketing

of CPE and CCTS in the name of increasing competitive options can

also increase compet it i ve abuses. In the cellular market, the

bundling of cellular telephones and cellular services has caused

customer confusion, leading low-volume customers to enter into

long-term contractual arrangements to the severe detriment of

development of the cellular retail market. In the STS market, the

PaPUC has encountered frequent abuse caused by, in this case,

sophisticated, high volume customers, accepting unconscionable

lease terms on CPE in order to take advantage of what appear to be

worthwhile discounts on CCTS. 4 If sophisticated, high-volume

customers are susceptible to such competitive dealings, one can

only imagine the potential exposure for unsophisticated residential

customers. At a bare minimum, the Commission must require carriers

to offer unbundled service offerings along with any bundled service

offerings which are permitted.

It is important for the Commission to understand and take into

account that the transition to full-scale competition in all

• The Philadelphia courts have become the setting of many,
many lawsuits between STS providers and their business customers
involving disputes caused by the bundling of CPE and CCTS.
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markets will be a very confusing scenario for consumers.

Competitive choices are only good for consumers if they understand

their choices at a level which allows them to exercise wise

purchasing decisions. While joint marketing or bundling of

services may be an essential component of a fully competitive

environment, the Commission should allow various marketing options

to be presented to consumers very gradually to allow the

sophistication of the marketplace to develop at, at least, a

comparable level to the pace of the development of competition.

otherwise, the transition period from regulation to competition

will be a nightmare for consumers.

While the PaPUC applauds the Commission for considering

innovative ways to bring increased competitiv~ choice to consumers,

the PaPUC recommends that the Commission take this issue under

advisement to allow for a more gradual consumer transition to the

competitive environment. Once consumers become somewhat accustomed

to increasing competition in all markets, historic restrictions,

like the CPE/CCTS bundling prohibition, will no longer serve any

valid purpose and should be lifted at that time.

D. Other Issues (Section IX)

In Section IX of the NOPR, the Commission has raised a variety

of less visible issues for which it requires comment at this time.

The PaPUC will not comment on these issues in its initial comments

but reserves the right to address these issues in its reply

comments.

13



IV. CONCLUSION

The PaPUC appreciates the opportunity to provide comment in

this important docket and requests the Commission to adopt rules

consistent with the discussion herein. The PaPUC looks forward to

participating in the reply comment stage of this proceeding

following the submission of comments by all interested parties.

Respectfully sUbmitted,

Assistant Counsel

Veronica A. Smith
Deputy Chief Counsel

John F. Povilaitis
Chief Counsel

Counsel for Pennsylvania Public
Utility Commission
P.O. Box 3265
Harrisburg, PA 17105-3265

DATED: April 25, 1996
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JENCOM INC.
OATA & TELECOMMUNICATION SPEClAUSTS

2229 SPR'NG~ELO AVENUE PI.O. 80X~Ol
VAUXHALl., NEW JERSEY 0:'088.

October 7, 1.996

ChaJrman R.ccd Hundt
Federal Commumcations Com..-n.isslOn
1~19 M Street NW
Washington. D.C. 20554

RE: Bundling ofCPE lnterexclw1ge Carriers, CC Docket 96..()!

Dear Mr. Chairman:

(fOI) i64 .811
F~ (901) 617-1414

As a competitive Value Added RescUer ("VAR.n ). we wish to express our strOOi
opposition to the Commission's proposal to allow imcre:xdM.." carrien to bundle eusromor
premises equipment ("CPEj with their rogulaled U'aDSmis8icl11 service.

Value Added R:seJIers purchase oquipmem £rom indcpendeat CPE manufacturers. We
then ccmbine equipment from different tnaDU&aun:n to provide customh'ed soluticas that QICCt

the individualized needs ofOW' customers. Because most ofour custanors an: small to medium
size businales, they Jack the rcsourccs or sophistication to aacmb1c sUch customized solutions
thcr1uclVCI. As a result. VARs arc 111 importallt aaurc:e ofchoice fi:r thDIo uson.

lithe Commis5ioo allowl CPE bundliq. we believe that many VARs will be farced
out of busiDcas. Bundling would allow carrtm to of&:r packaaea that combo. transmission
service with ·"ftoe" CPE. A company such as ours sifl1)ly cannot compete api.. such aD offer.
As a result, end-users wilt have no practical choice bu; to accept the CPS cboIen by their carriers,
even if it is ooc: the best equipment for tbc1r needs. This resuh would DOt be in the public interest.

We therefore urae the Commission to reta.in the current rule, t.herby allowing us to

contmue to provide increased choice to our customers.

(\~:- (f. tJJ.
~~Karl

President

cc: CommiJIicner Quello
Commiaioner Neas
CanmiIsio:Dcr Chona
William A Caton
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~M!TH COMM~~10NS. INC~

OA1*•• CltX, 011 730U
''')

October 10, 1996

Chairaan Reed HUnd1:
J'ederal ea-un:i.cat1ons CoIIais8J.on
1919 K Straet MIt
Waab1AgtoD, D.C. 20554

RE; Bundling of CPR by lliterexcbangc Carriers, ex: Docket 96-61

Dear Chairaaa Hundt:

SAltb C~ic:ations, _ well 5S other independent value added
r ...llers, prcnoidea valuable and n.eeded cuat:c.iae4 .eJ:'Vic•• tor
medium to aaall si~e busin...... As & v8ftdOr of co.pe~itiv.

products aDd eonsulting .ervices ~or the•• c~ica~1on us.rs.
we wish ~o ..pre.. our strang OPPO.1~1on ~o the proposal to
allow -t:N.nc111nv· ot unregula'Cec CPB 'With regulated ~roduct•
• uch .8 tar1f~ed eraaam1••1OD servic•••

't'bia propoea.1 1$ cOAtraJ:y to tbe purpose. ot the n.. 1996
Telee:e:-m:li.cat1QDS Act and would not be lD the intereat of
the uaers .. _~. or ttHI g-.ral pub11C.

There can be DO d.oubt that -.n~ "Bell flrst..- tra1.ned tec:b­
niciaua are now directly serving ~1U88. ~~1C.t~OQ needS
o£ UfJers iDdepeac1eDt frc. the giaat iat.reschaDQe carriers.
A.110W'11\9 CPE tNDcll1ng b]r these c.rr1ers WOUld _Gle tbell to
.rtect ;4 veJ.:r • tOl:'ce· users Of tbeir tranaai••ton service. to
~lso obtalD the CPS that ~he•• carriers Ch0088 to pro.1de.
'!'hi. would deJ:lF ua.,r choice and.. theret'ore. -r ~r's
obtli~y to eOQ~1Au. to o~fer users a var1.~7 of equt~t
tram whiCh they can chao•• ",JHlt ~t .'i.r..... tbetr epec1t'ic
buaiDtHi. eos-uai.c:at:1on QetI4a.

cc: eo_1••1oner -1.... OUell0
ea-i••i.cmer BWlaa. "e••
CO-i••1QDP' ..cAell. Cbonsr
Willie. A. CatanO' S.c. o~ rec

Pacs~118 405-418-0969
f,1spbDqa 40'-478-0968
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DATATRAN NETWORK SYST.EMS, INC.

O~tobe: ~1. 199~

Ch.i~m~n a~e~ Uundt
r.<i.ral Comllunic:atlQn. CQlIllIi:iQIl
1919 K S~:~.t ~w
Wunh6ton O.C. 20;)54

As • com;etltivt V~luQ Added R'~411cc (PiA~"J, we rit~b

to exp~", O\lt Itt'on. op~o~itiOll to ti,,! CUJl'IJlf1.,ioft'S
icopo•• l '0 ~llow l"t.r~~c~~ncQ ~~~~i~,~ t~ ~~~~1. ;u.'~m.~

prl"1us Iili1dpr.l"llt ("Ci'l") with tl)lti,' L':liul.t:c~ ~r.l'hi.. hllu~
u:vlet.

VAllt p~teh.... 4I.qui[u,,~nt [;-011I lnue,.::\\,jl.·lIt eli M*n\l;lIct\,jt\)~••
We thtn co.bine f~~ipm.nt !rom ~~itJ'~llt mdnu!.ctu~~r' tQ
gro'lide euatOllli&c<i solut: t.ons tl1.:~ t l:lo/"! t tIl\: 11,,1 i Vl.It& 1 i:lt4
ft.c41 or ou~ cu.tQmor,. Sine••uat ~f ~ur cu~~ome,~ l~ck

t~t r4.0uree, ~ndfor .~U~·hoW tu .~3.m~1~ th~Je .Q\~ti~n~

the.,.lve., VA~s l'~. O~tatr.n ~r~ ~" i~;oc~.nt soy:ee EQ~ th••.

It th. Coa~l.iton ~llu~. erE ~UR~li~~ ~t bel1cwG th&t monl
vA'. "111 be forca4 o'Ot of bu~1hi!:';1I. llllilC:U.tl~ 'iioulcl 1\110",
carrler. to otr.~ paekAit$ th~t ~o.~I~. tcan*_lsSioft se~vi~.

with "ft •• " Cfi· w~ ~l~ply Q&nuut (a~~.tc witb ~ye~ ~n ofrt~ •
• , a re$ult, tnQ-u.e:s ~ill h.v~ ~u ;~dctta&l ~ho1c. bu& :0
.c~.~t lb. C?E c~olen by thwl' cnr~L~~$ ~Y.n If It i. not
the b•• ~ .olu~ion for ~bc~~ necdG.

We ~h.tetor. U'&. the Co~~1$104 tv ce~~in tnt cue rent ~ul.,

tll"'~'r,.ttl ;'Ill""\~1 1.11 to Ot;ln~Ul\,11 \.~ !,r,~.·"... :"'.I'l'''lIW.J c~oicu
to O~~ Cy.to••rs.

o~
Mel S.rowlt~, Prtt.

COl eo~.1.sio~.r J.m.' Qu'110
Com.1.t1Qn.r S~'ln ~•••
Co~mt'lion.T a.chltt, Cb~n5

S.cret~~y of tCe. William A. C.t~tl

lUI RaDChG eo"')O Bt~., S.uw 103 • N••bW')' ParL CA9J8iO

" 49ft.14; • fIlMlltll- n'llI\ fllmMllll Mf
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Comri&lioner RIc:hIIe ChoftB
federal Commuzdcatloaa Commiaion
1919 M. StrClltNW
Wlthinatcn, D,C, 1m54

DearM'l.C~

AI a~Vw. Ad4~]leader(IIVAAIt), we wiIb to aprIIt out *0111 oppo.itIaIL to tIIB
Commitlicd's proposa1 to allow~ouri., to bumUo eu....~ equipma
rCPE..., wida dIIir reaulated t:rI.IIImiNkm. terVice.

Value Added.a-JJln~ oqWpmG&om~. CPS UlIl'UficJtunft. We thmcombme
equipment ftom difrtr_ nwnuftacturcn 10 pnMd_ euatcmUed I01uUoDI thac moot tho iDdividuaJlzed
neecla otcur cultOCDc'l. BeclUlO most orour =ttoIIJIn IR aID to ~"!lm liD buIia--. they1_tbt resouteeI or IOJlbltticatiOI1 to _-"Ie IUd!~ IOIudcu tbaIeIv-. AI.,..,
VAlb IQ ...,. importut IOUGC ofehoico for -'0UICn.

Ifthe Commitlkm aDowt CPB-41ms, we beHlw UIat nuy VAB.s wiD be tbrcId out of'b\llia...
&mcUiq 'WOUld aJ10w carrlcn to ofIIIlr PIIQbpI that comb1De traa"';lIkm MMa with "ho" CPB.
A company suds a ours ...,. canat compete apiDIt such III 0•. AI aredt..~d.~ wiI
baw DO praetic:ll cboic:e but to~ the CPS GhonD by tbIir eani..... IVtG ifIt is ace the belt
equipmout tor their x-a ThiI NIUJt would l10t be in the pub1lc iDtereIt•

We therwtore urp tU Ccmsmi.aa to ntaiD tJMt~ .rule, 't!IInbyaUcwms UI to Mfttt"'f; to
prcMcle tacreuod ddce to our euatomes,
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THOiWAS TECHNOLOGIES, Lli"fITED

Carpor'3te Oft!ee:

t860 r-30 EUt
P.O, Box 1360
Rockwa.U. 1'X 15087.
(214) 722-3837

Othtr 0fDces:

NATIONAL: (800) S42·8493
KY: ('02.) 443-5565

:j PAX (214) 771-45.50
PT..>1tCHASINO: (214) 722·8991

October 7, 1996

Chairman ReEd Hundt
~ederal Communications Commission
!919 Mstreet NW
r,.;asrJ..nston ~ D. C. 20554

RE: Bundling of CPE by Interexchange Carriers CC Docket 96-61

Dear Mr. CL1ai.rman:

As a. competit1ve Value Add.ed Reseller ("1AR"), iol'e wish to express
our strong opposition to the Commission':3 proposal to a.llow interexch!.rlge
carriers to bundle cus~mer premi.s~.! equipment ("C~En) with their regulated
transmission service. '

Value Added Resellers purchase equipttent from independent :FE
~a."l.ufa.cturer$. "Il'e the-n combir.e eGui;:ment from different tDanUfacturers :'0
provi.de customi.zed solutions tr..at ::leet t.."l.e individualized needs of our
cus':,omars. Because!C(lst of our customers are small to !l'1edi.um siZe ouai.l1es:ses,
+;.hey iack :'he resouro9s or sophisticat.ion to assemble such customized. solutions
th~.seJ:les. As a result, VARs are an important .source of choice ;;,"'01"" tr..ese
users.

It the Ccmnission allows CE'E bur:dli.."'l8, we believe that Ical1Y ~'A.~s

\-..; i 1 be t"ot'ced out of business. Bundl.L'1g would allow carrien to offer
packages "that combine tr~$ion service with "free" CPt. A compar.y
sucb. as ours simply oannot compete agai.nst such an offer. As a. .result, end­

'users will have 1'10 practical choice but to accept the CPE: chosen by their
cart"isrs, e1fet1 if it :U! not the best equi.oment for their needs. This result
would. not. be in the public int.erest.

We therefore urge the Commission to retain the current rule,
thereby allowir.g us to continue to provide increased choioe to our customers.

cc: COmm:i.Ss!oner- Qu.ulo
CoImi..ssioner Ness
Comission6r Chone;
W;"~=m ~_ r~~~~


