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Rates, Terms, and Conditions for ) Transmittal No. 2524

Expanded Interconnection Through )

Virtual Collocation for ) CC Docket No. 94-97, Phase Il

Special Access and )

Switched Transport )

REPLY TO THE OPPOSITIONS TO THE SUPPLEMENTAL DIRECT CASE OF
SOUTHWESTERN BELL TELEFHONE COMPANY

Southwestern Bell Telephone Company (“SWBT™) files this Reply to the Oppositions to
its Supplemental Direct Case in response to the Commission’s Supplemental Designation Order
related to SWBT’s Transmittal No. 2524. More specificaily, MCI Telecommunications
Corporation (“MCTI") filed an “MCI Opposition to Direct Case” (“MCI Opposition™), and Time
Wamer Communications Holdings, Inc. (“TWC™) filed its “Opposition to Direct Cz;se” (“TWC
Opposition™). In arguing against a tariff change that would permit SWBT to recover costs from
the cost causer, MCI and TWC rely exclusively on “what ifs” and other speculation that have no
basis in fact. MCI and TWC offer nothing to demonstrate that such behaviors actually occur or
would likely benefit SWBT.

L INTERCONNECTOR-DESIGNATED EQUIPMENT IS SWBT EQUIPMENT
AND TREATED LIKE OTHER SWBT EQUIPMENT

As MCI expressly admits, interconnector-designated equipment (“IDE™) is the property of
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SWBT.! And, as the property of SWBT, the IDE is treated as other SWBT propexty for
purposes of maintenance, repair, and replacement. In so acting SWBT complies with the
Commission’s requirements that IDE be treated like similar non-IDE equipment.? MCT and TWC
nevertheless seeks to gain impermissible control over SWBT property by raising baseless
concerns and generally casting aspersions about SWBT’s and its employees’ commitment to those
requirements. Those speculations form no reasonable basis on which to reject SWBT's tariff
filing,

TWTC fairdy accurately describes the events surrounding a failed piece of equipment with
regard to trouble reports and conditions,’ However, TWC does not recognize the non-
discriminatory effect of those processes. The failed piece of equipment, whether IDE or
otherwise, is removed and replaced with a spare. Subsequently, the failed piece of equipment is
sent to SWBT's Materials Distribution Center (“MDC”) for handling. MDC personne! do not
distinguish between equipment used as IDE and equipment used for other purposes, have no
means to make that distinction, and accordingly do not subject the IDE to disparate handling or
processing. These inabilities and the process remove any possibility of improper conduct as
fantasized by TWC and MCL

The justification which MCI seeks regarding the methodology used for determinations of

whether IDE should be replaced or repaired underlies a business decision which SWBT makes

! MCI Opposition, p. 3.

* Expanded Interconnection with Local Telephane Company Facilities, CC Docket No.
141, anmnd;QOan_mszdﬂ, 9 FCC Red. 5154, para. 57 (1994).

3 TWC Opposition, p. 5.



3
regularly for any equipment it owns. The justification is inherent in the decision itself — is it more
economically efficient to repair or replace the failed equipment? A multitude of variabies may
play into that determinarion (¢.g., existing warranties, repair costs, replacement costs). One
variable that is not considered is whether the SWBT equipment is used to provide virtual
collocation or purely a SWBT access service.

TWC would nevertheless have the Commission believe that SWBT personnel would
violate SWBT’s “prescribed procedures and methodologies” in order to “manipulate the situation
1o their employer’s advantage.” Assuming arguendo that SWBT employees might be so
motivated notwithstanding contrary SWBT policies and positions, such actions would constitute a
failure to protect Company property and subject them to discipline up to and inchyding dismissal.

"The technicians are simply not permitted to discriminate between IDE and non-IDE equipment.
The risks and costs to SWBT resulting from such conduct far outweigh any speculative benefit
which MCI or TWC claim.

Contrary to MCT's desire,* SWBT is not in the practice of consulting with non-vendor
third parties in making repair/replacement determinations about SWBT’s network. With the
contimiing obligation to maintain and repair IDE under the same standards as non-IDE
equipment, SWBT cannot be expected to confer with interconnectors. Instead, SWBT makes the
decision on whether to “repair or replace” based upon a consistent decision process.

A large portion of TWC’s Opposition is devoted to a regurgitation of the $1 buyback

issue that has already been rejected multiple times by the Commission. There has been no change

* TWC Opposition, p. 4.

% MCI Opposition, p. 3.
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in circumstances that would justify a different result. Moreover, such an option, which was
sought by interconnectors when physical collocation was terminated, should not be mandated now
that physical collocation can be negotiated under 47 U.S.C. Section 251(c).

SWBT also does not believe that TWC's inventory proposal is an advantageous as TWC
might believe.® The development and incorporation of such a systera would only increase the
costs associated with virtual collocation, and hence associated rates. Such a system would also
distinguish the IDE and provide the very opportunity for the improper conduct that TWC and
MCI so loudly speculate and complain.

MCT’s “abusing warranties” discussion is pure speculative fiction.” SWRBT has no interest
in ignoring warranties that it has negotiated, but instead has every reason to take maximum
advantage of those warranties. The type of abuses envisioned by MCI could affect SWBT in
future negotiations, and SWBT is simply not going to jeopardize its standing with its vendors as
MCI speculates.

Moreover, SWBT cannot pretend that the warranties that it has ncgotiated reflect those
obtained by interconnectors.” An interconnector will realize the benefits of the total agreement
between SWBT and its vendors, and cannot “pick and choose” so as to accept only those terms
which it believes are “better” than the standard veador offering regardiess of tradeoffs that could
conceivably be made (e.g., lower price for shorter warranty).

IL SALVAGE VALUE, IF ANY, SHOULD BE RETAINED BY SWBT AS THE

§ TWC Opposition, p. 5.
7 MCI Opposition, p. 3.

* MCI Opposition, p. 5.



EQUIPMENT OWNER

MCI has identified the critical issue on this issue. With any tariffed offering, purchasers
do not gain any interest in the equipment SWBT uses to provide the offering. No interest in the
salvage value is being acquired by paying virtual collocation rates; an interconnector has no more
right to claim salvage value of IDE than a customer who has paid special construction charges has
a right to claim & property interest in that constructed part of SWBT’s network. Consequently,
an interconnector is simply not entitled to any salvage value which may remain at the time a piece
of IDE is determined to be irreparable.

TWC asserts that the salvage value of a particuiar piece of IDE may serve as
encouragement to SWBT to replace the IDE.” This is a speculative concern at its true zenith.
TWC cannot seriously believe that SWBT will be able to replace IDE for no reason, and have the
interconnector fail to notice. After all, the imterconnector will be very familiar with the IDE and
its failure rates since the interconnector selected and also uses the IDE. Given the contirued
attempts of TWC and others to have SWBT finance and, if possible, absorb interconnector costs,
SWBT has absolutely no illusions about how closely any such action would be scrutinized.
Moreover, TWC premises its arguments on some notion of inflated salvage value or, alternatively,
that salvage value will “significantly exceed any associated costs.”™® None of those factors can be
known until there is an actual piece of failed IDE at which time SWBT will assess the costs and
variables associated with repair (including extraordinary repair costs, reliability issues) against
those associated with replacement (including salvage and replacement costs) and make the

? TWC Opposition, p. 7.
¥ TWC Opposition, p. 7.



economical decision.

In the event replacement of IDE is necessary, the costs associated with that replacement
should be borne by the interconnector since it designates the specific equipment, directs how that
equipment is to be configured, is the sole user of that equipment, and decides how long the virtual
arrangement must be provided. The Commission cannot expect that SWBT's customers or
shareholders should bear those costs. They must instead be borne by the cost causer as SWBT’s
tariff is designed. A contrary result (g.g,, shifting cost away from interconnectors to be subsidized
by others) is clearly not appropriate or in the public interest.

0. THE SUPPLIER/CUSTOMER RELATIONSHIP

Seémingiy, MCI would have thie Commission believe that MCI does not understand the
supplier/customer refationship with regard to procurement contracts. MCI undoubtedly conducts
such negotiations with its suppliers on a regular, if not continuous, basis. Publicly revealing the
results of these negotiations would hamper any fiture negotiations, whether with that particular
supplier, other vendors, or between that supplier and third parties. In fact, MCI, as a non-
dominant carrier, undoubtedly negotiates individual and customized service arrangements with its
customers. See note 11. SWBT is quite certain that MCI does not wish for its customers to put
those terms and conditions on the public record. Likewise, SWBT must respect the confidential
nature of the agreements, including the warranty provisions, that it has reached with its vendors.

SWBT's negotiations with its vendors consistently seck to get the best deal that SWBT
can obtain given the circumstances (¢.g., quantities, need for immediate delivery). IDE is SWBT
equipment and SWBT has a vested interest to get the most advantageous purchase terms and

conditions, particularly when those vendors are commonly used by SWBT to purchase equipment.
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IV. THE OPPOSITIONS REPEAT THE SAME ARGUMENTS REGARDING
SWBT'S CONFIDENTIAL COST INFORMATION THAT HAVE BEEN
PREVIOUSLY RESPONDED TO AND REJECTED BY THE COMMISSION
A substantial portion of MCI’s Opposition and a part of TWC’s Opposition repeat and re-
argue the previously rejected position that SWBT's cost information is not entitled to confidential
treatment. MCI’s bianicet claim that no SWBT cost information can be confidential is a recurring
MCI theme after every SWBT tariff filing, and is asserted while MCI claims confidential treatment
for the terms and conditions of its service offerings.' These claims should be rejected again.
Specifically, with respect to the Transmittal at issue here (No. 2524), confidentiality
objections have already been rejected by the Common Camer Bureau. See Order of the Common
Carrier Bureau released April 4, 1996, Southwestern Bell Telephone Company, Tarff F.C.C. No.
73, Transmittal No. 2524. That Order as weil as SWBT’s previous response with respect to
Transmittal No. 2524 are just as valid with the new cost information.” The additional cost
information provided with SWBT's Supplemental Direct Case is a further breakdown of the
previously provided and protected cost information, and is at least as entitled to protection from
public disclosure. Legal and factual claims to the contrary are groundless, as is MCI’s assertion

that SWBT has not provided “any information that demonstrates that actual, effective competition

1 See March 28, 1996, letter of Paula V. Brillson, MCI, to Mr. William F. Caton, FCC,
on gx parte presentation on AT&T dominance status, CC Docket 79-252; November 14, 1988,
letter of Frank W. Krogh, MCI, to Mr. Edward J. Minkel, FCC, on FOIA Control No. 88-190;
CC Docket No. 88-471.

2 Sec Response of Southwestern Bell Telephone to the Petitions to Reject, or Suspend
and Investigate, Transmittal No. 2524, filed January 25, 1996, which SWBT incorporates herein
by this reference.
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in local telecommunications access markets even exist.”™ Irrespective of whether that MCI
standard is appropriate, SWBT has indeed provided the Commission with voluminous matesials
demonstrating access competition and referenced that evidence with its requests. With the
Telecommunications Act of 1996, access competition is rapidly increasing every day and the need
to protect confidential cost information grows for those required to submit it to the Commission.
In no way does confidential treatment affect the Commission’s ability to analyze and determine
that SWBT"s rates are just and reasonable. Contrary to TWC’s and MCT's assertions,'’ they are
not responsible for determining the reasonableness of rates; the Commission is and it has the
information necessary to make that determination. The FOIA Letter fully supports SWBT"s

request for confidential treatment, and there is nothing in the MCI Opposition or the TWC

3 M(CI Opposition, p. 6.

1 See February 7, 1997, letter of M. Darryl W. Howard, SWBT, to Mr. William F.
Caton, FCC, requesting confidential treatment for cost information in dispute, at note 2 (“FOIA
Letter”).

¥ TWC Opposition, p. 8; MCI Opposition, pp. 9, 10.
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Opposition that refirtes the request or the Bureau’s earlier Order. Rather than repeating the
arguments made in the FOIA Letter or in other SWBT tariff filings, SWBT incorporates those
materials with this reference.
Respectfully submitted,

SOUTHWESTERN BELL TELEFHONE
COMPANY

By: /S/ Darryl W. Howard
Robert M. Lynch
Durward D. Dupre
Michadl I Zpevak
Darryi W. Howerd

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, Suite 3520
St. Louis, Missouri 63101
(314) 235-2507

February 21, 1997
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the Parties of Record.
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