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PLEASE STATE YOURNAME AND ADDRESS.

My nan?e isRoger Colton. My address is 34 WarwickRoad, Belmont,MA 02478.

FORWBOMDO YOU WORKAND INWHAT'CAPAClTY? .

I am a principal in the :fii:m of Fisher, Sheehan & Colton, Public Finance and General

Economics (FSC). I provide technical assistance to a variety of public utiJ.i1ies, state

agencies and consumer organimjons ()D. rate and customer service issues invoiving
.

telephone,waterlsewer,natural gas and eleCtricutilities.

PLEASE DESCRIBE YOUR INVOLVEMENT WITH ISSUES CONCERNING:

LOW-INCOMETELECOMMUNICATIONSUSAGE.

I have been involved with low-income telecommunications issues for oyer fifteen years.
~

Most recently, I was in~ to speak at the 1998 annual NARUC meeting (November.

. 1998) on the impacts oftelecommunicationscomp~tiononlow-income and otherhard-tO

serve consumers. Over the past ten years, I. have testified before state fegu1atory.

commissions in Massachusetts, Rhode Island, Connecticut, Pennsylvania, Colorado and .
. .

California, .and have engaged in research supported by regulatory commissions (or

NASUCA offices) in Florida, Michigan and California on issues involving low-income.

tel~unicationneeds. A briefdescriptionofmy telecommunicationswork is included .

as Exlu"bitRDC-l.

'. HAVE YOU TES'fIFIEDBEFORE THIS COMMISSION BEFORE?

No"
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2 Q. PLEASEDESCRIBETBEPURPOSEOFYOUR~ONYTODAY.

3 A. 'The purpose ofmy testimony is to cOnsider the impacts of the proposed SBCJAmeritech

'4 metgetoon'low-income~in.~cular~·'l will assess whether the proposedmerger ',.. :" ." .

5 . is likely to generatepositive impacts to the low-income inarket. More spCcifically, after an

6 intrOduction,myteStimonyIs dividedinto three parts:

~.

8

9

10

11

12

13

J.4

15

1.

2.

3.

Part One will examine' whether low-income consumers represent a separate
, .

"market" that should be. independently.consi~ in evaluating the proposed

SBClAmeriteclllnerger.

Part Two will considerthe impactsofthe ptQposed SBC!Ameritechmergeron Ohio

low-income consutI1eIS.

Part Three will propose a four part program to mitigate the reasoriably anticipated
•

adverse consequeneesto consumersarising from theproposedmerger.

IN'rRODUcnON

16 Q. PLEASE EXPLAIN THE APPROPRIATE STANDARD TO APPLY IN

17 ASSESSINGWHE'tHERTBISMER~SHOULDBEAPPRO~.

18 A. The proposed merger should be reviewed to assess whether it is in the public interest. To

19 be met, this standardrequires1batthe mergerresult ina positivebenefitto consumers.

'20

21 Q. WHATOPTIONSAREAVAILABLETOREGULATORSIFADVERSEIMPAcrs

22 .AREFOUNDTOARISEFORONEPARTICULARMARKET,AFFE~BYA

. ,

-2- '



1

2

3 A.'

4

5

6

7

8 Q•.

9

10 A."

11

12

13

14

15

16

17

18

19

20

2~

22

MERGERWITHOUTARISING IN ALL MARKETS SERVED BY THE MERGED

COMPANIES?
. .

. The decision which Ohio's utility regulatorS :taee'is not a simple choice between approving

the proposedmergeron ~one band and disapproving1hc-proposed'merger'on the other·"'·.·· ~ ,Yo'.

hand. A: third choice is to approve the proposed mergerwith conditionswhich specifically

serve to mitigate the adverse impactsofthe merger to the marketwhich isbeingharmed.

IS YOUR CONCLUSION THAT THE MERGER SHOULD. BE APPROVED

SHOULD THE CONDmONSYOU RECOMMENDBE .GRANTED?·· .

No. My conclusion is that without the low-income mitigationmeasures, I propoSe below, -

the merger cannot be found to be in the public interest In the absence ofthese mitigation

measures, the mergermustbe disapproved.

In contrast, even ifthe mitigationmeasures I propose below are adopted, I ~ not endorse

the merger. I simplyconclude that the adverse impacts ofthe me,rger unique to low-income

consumers have been. adequately addressed. Low-income consumers, of course, are also

part ofthe larger class of residential consumers. They will be affectedby the same~

which affect other residential customers•. I do not address those issues common to the

resideIitialclass as a whole. With respectto those~ the approval or disapprovalof the

merger (or the imposition of additional conditions) is dependent upon the Commission's

considerationofappropriatetestimonyftom otb.erparties~

-3-
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1 PARTI: Low-!NcoMECoNs1JMERSASASEPARATEMARxET.

2 Q. PLEASE EXPLAIN THE NECESSARY FIRST SI'EP IN ANY EVALUATION OF

3 WBE'fBERADVE~IMPAcrsWILLARISEFROMA.PROPOSED1\1ERGER..

4 A.

5

The first inquiry- in"~ym.g~ merger .impacts,· involves" a' 'market definition.-, ~The

signiiicanceofa~ definition is straightforward. The Commissionmust have-a frame

..'

6

. '7

8

," :.9 ..

. 1.0

1.2

ofreference within which 10 isolate and examine the anticipated effects of the proposed

merger. 'That frame of reference is a market. Indeed,'1he definition ofa relevant market is

critical to assessing bath the existence ot: and extent o( adverse impacts from the merger.'

In brle(:wit:houtadefinition.of the relewnt.market, there is no way.to'identify'and~, .. :, ',' ' .
~'

. 'the impacts -positive.ornegative- oftheproposedmerger. Markets are to-be defined from...

the perspective of corisumers because they are the class designed to be protected by the

state'smergerstatute.
. i

1.4 Q. PLEASE EXPLAIN WHY YOU FOCUS ON THE LOW-INCOME MARKET IN .

1.5 PARTICULAR.

. 1.6 A. The low-incomemarketis a differentmarketfrom the commercialand industrialmarket. In
. .

1.7 ·addition, as I note above, while low-income customers will share some: impacts of the ..
,.

18 merger with the residentialmarket generally, they also have impacts unique to them as an .

19 independent market. ~er or nOt'beneficial impacts arise for the co:mmereia1 and

20 industrialmarket from this merger, or to the residential matket generally, does not detract

21. ' from any conclusionabout whet;her or notunique adverse impactsarise for the low-income

·22 market inparticular.

-4-

...;.



:

1

2 Q.

3

4 .A.

·PLEASE ASSESS THE· CONSIDERATION' OF THE MERGER IMPACI'S ON

LOW-INCOME CONSUMERSTO DATE. ..

. The'Applicants' ~on ·of.. their proposed' merger 'focuscs':on" the··impacts-to

5 "ratePayers"'generally. "R.atepajrer;11 however, do not representa market. "Ratepayers"not .

6 only may, but as I v4ll show below, do consist ofmultiplemarkets. My conclusion is that

7 the merger impacts on the low-income market are different, both in kind and. in degree,

8 from theimp~,if any, onothermaixets.

9

10 Q•. ' WHY DO YOU CONCLUDE THAT LOW-INCOME CUSTOMERS REPRESENT

11 A DISTINCI'MARKET?

12 A. The boundaries of a. market can be determined by any of several attributes. A separate
'-

13 market can be delineated'by characteristics of the consumers in that market. A separate

14 market canbe delineated by the distinctgoods and services providedwithin that market. A

15 separate market can be:delineated by the special..treatm.ent Which the. industry.provides to. -.:

16 that market.Based on these attributes, I find that any number offactors quickly distinguish"

17 .low-incomecustOmers specificallyas aseparatemarket.

18

19

20

21.

22

• Characteristics oftbe l~w-incomeconsumers,aslow-incomeconsumers, distinguish

those customers as a. sep~ market. Three chatacteristics in particular ate:

relevant: (1)Low-income.~ have substantially lower penetrationrates for..

telephones in the home. Penetration rates for low~income consumers can range

down to 5?%, contrasted to 95% and abOve for the populationas'a whole. (2) Low-

-5-
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2

3

4,

5

6

7

e

.,9 ..

~O .. '..

~~

~2 •
~3

~4

~5

~6

~7'

~e

income consumers have substantially higher chum rates.\!\ Chum rates for low

income customersare often as high as 30% andm~ contrastedto roughly 15% for
. .

the population as a whole. (3) Low-income C9nsumers have higher hurdle rates.~" .

Universally,1he·enwiricalresearch-examining1'he"e:ffects'{)f~me'on consumer· .... '

hmdle mtes shows thathurdle rates mp. as incomein~. Hurdle rates for low

income consumer pl.1rehases are often as high as 90% to 100%. These highhurdle'

rates mean that low-incomeexpendituresmust generate one year (or less) paybacks

,for the value of investments. High hurdle rates for low-income customers simply

'. . reflect the fact that; given.the .scarcity. of':6nancia1 resources'fot.those custo1Fers,::, .:

they require a faster return of any "investment" so that the scarce resources can '.

againbe devotedto otherhouseholduses.

Character.istics of the seivice provided to low-income.consumers distinguish these

•
consumersas a sep8ratemarket TheDirectTestimonyofStephenColton discusses

the :full range of"service" provided to consumersby a company such as Ameritech.

My 2o-plus years of experience with 'low-ma>me' utility service leads. me .to

conclude thatmany ofthose 'servicesare disproportionately,ifnot uniquely,used by

" low-income consumers. An must:rEitive, though. by no means comprChensive,.list

includes:

,. I

Achum.rate is therateatwhichCustomersmove on andofftbe systemforwhateveri'eason. ,

The rate ofretumnecessaryto promptconsumerinvestD:ieD.tina measme designedto savemoney is generally
referredto as the "Imrdlerate.. The differencebetween the cummt teIecommunicationsserviceprovider and .
the least-eOst provider of service, in other words, must be ~ent (Leo, must have a substantial.enough .
~ to meet the customer'shurdlorate. Unlessthia exia1s,no"CODSlDD.eractionwilloa:nr.'

, .

-6-
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-2

'3

4

'5

'6

7

8

1. Low-incomeconsumers disproportionate1yrely on companyservicesallowing them

to establish creditwortbine.elCJ,particularly in light of characteristics~ telephone

companies consider to be adverse credit indicators. Low-income consumers more -

frequently tend to, have bad :credit'reportS' for non:.utinty·transactions, are less' " ,-" .

frequently homeowners, are less frequently fipanciaI service custom~ (cbeckjng
. ,

and banking accounts), and are more frequently recipients ofconection'treatment'

All of tI:J.ese push customeJ:S into a ,"process" (as defined- by Stephen Colton) to

establishcreditworthinessor to securebillpayment-

, 9 2. - Low-income customers disproportionatelyrely 'on 'personalcontact 'with conpmy.. :~
, -l

10

11

12

13

J.4

J.5

16

J.7

3.

customer service representatives. Low-income customers are less likely to have ,

checking accounts and are thus more likely to make cash payments; more likely to

require the need to negotiate ~erred payment ammgements for unpaid arrears;

"
more likely to expenenceinYoluntarydisconnections of service; and more likely to

experienceaccount collectio~ treatment.

Low-incomeCUstomers are more frequently,mobile tban the populationas a'whole.

.A1J a result, they disproportionate1yuse services relating to account transfers and

. servicedisconnections.

16 4.' Low-income customers, by definition, uniquely use customer services directed

19 toward receiving information about universal~ce assistance programs such as

20 lifelineand link-up andenrolling in suChprograms.

21 As c;an be seen, in applying the service floWchart presented in ExluOit'SDC-6 (attached to

22 the Direct Testimony of Stephen Colton), it becomes evident that the Se:Mce pro4uced.for

... 7-
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2

3

.. 4

5

6

7

8

9

10

1J.

. 12

13

14

15

: 16 ..

17'

18

,and delivered to low-income consumers (i.e., the outputs of Company adivities) c:li.ffers

:from that produced for and de1iveJ:ed to the' general popUlation. ' As a result, low-incom.e

consumersrepresenta distinctmar.ket.

• Third, low-income cuStomersrepresenta distinctmark~ because the industry treats

them as a separate market. At the federal level, the Federal Communications
. ,

Commission (FCC) explicitlyconsidered tqe If~oftelecomnmnications

service to low-income consumers in its May 1997 universal service order. ·In

addition, the Public .Utilities, Cominission. of Ohio .. (PUCO) has had, speci:.fic,·
. ' . ,

proceedingsboth onthe adeqUateprovisionofinformationon the USA programand

on the marketing of services through "phone sharks." Moreover, low-income

customers are often treated'as undesirable customers. Customerswho receive USA
•

assistance, for exainple, may not also subscn'be to enhanced services sucili. as. call-'

waiting and caller identification.\3\ In sum, a matket can be delineated by the

industry's1reatmentof the~ as separate.~d,distinct. ..That is the.,case for.low- ..

'incomeconsumers.

• F'mally, low-income customers tend to be geogmphically concentrated. 1 will

disCussthis concentrationin greater~ beloW.

\1\ Note also Staff Exhibit 1 in Puca~ 93-437-TP, where tho Colmn.iSion's Chief of Perfbrmance
Analysis said of,Ameritech's imple:m.emation of USA: "There is at best an ambivalence and at worst,an
,outright hostility toward this. program by the decision makers wi1bin Ameri1:edL • .staff believes #lo
ioadequateprogrammonitoringandoveral1~efticieotimplem~onoftheUSApiogramto datedraws into
seriousquestionAmerltechseniormanagement'scommitmenttothesaccessof1heprogram."(StaIJRsviewof
.A.merltech'$Uniwt'salServiceAssisianceCommitment, staffExlrlbit1, at 8).

,-
-8-



1

2 . Q. BASED ON ALL OF THE ABOVE,WHATDO YOU CONCLUDE?

3 A. I conclude~ low-income consumers~ent a separate telecorimnmicatiopsmarket. to

4 be conSideIedin assessilIgthe impactsofthisproposedmerger." " '

5
. ,

6 PARTD.IMPAcrsOFTBEPRoP6s:EDMnGEllON TBELOW-INCOMEMABur.

7 Q. HOW DO TELEPHONE PENETRATION RATES PERTAIN TO THIS MERGER

8 PROCEEDING?

" .'·9 A. .. The.precariousnature.oflow~incometelephoneservice in the home makes i~.evid~how." "

10 important it is for Ohio,telecommunications companies to, pay particular attention to·

11 providingthe service(s)necessary to help retain~lephone access. I conclude,however, that

'12 the merger will place the coIItinuing offer of those services in jeopardy in all the ways I

13 discussbelow.

14

15 Q. WBAT,IMPACfS,wnL THE.PROPOSED MERGERI,IKEi.,y~VEON LOW- "t.

16 lNCOMECUSTOMERSERVICE?

17 A. I· c.onc1ude that the proposed merger will have the following impacts on -low-income

18 customerservice inOhio:

19 o Increasedstandardizationofoperations.

20 0 . Decreasedattentionto specific~ and1~ needs.

21' o Decreasedattenuonto~enen-telqlhonepopulation.

22 I discuss eachofthesebeJ.ow.

,:

-9-
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1

2

3 Q.

4

S A.

6

7

8

9

la'

1.1 Q.

1.2

13 .A.

1.4

loS

1.6

1.7',

18

19

20

'A. 'StandardizatioDofOperatiOIl&

PLEASE EXPLAIN YOUR CONCERN.ADOUT.THE STANDARDIZATION.OF

OPERATIONS•.

I share the Staffs concems, albeit with a somewhat different focus, about the

standardization of operations•. Staff states that "it is reasonable to assume that SBC will .

want to analyze existing Ameritech"systems and make changes. We' are concerned that the

merger may result in a corporate decision to standardize the OSS operatio~ even if the

operationsare not further centralized.~(StaffReport,·at4).\4\. . .. . ,

WHAT CONCERN DO YOU HAVE WITH RESPECT TO THE INCREASED

STANDARDIZATIONOF OPERATIONSAND PROCEDURES?
;

Customer service is affectedby a range ofpolicy and operationaldecisions at the state and

local level which, while affecting cUstomer access to service, are not regulated by state

utilitycommissions. I concludethata utilitymerger:. .

(1) tends to generate a standardizationofthese cuStome:r service policy and operaticmal

decisions;and " "

(2) the standardization 1eDds to move the. policy and operational decisions to the·

"stricter"and lessc~friend1y levei ofthemerging companies.

As a result, conSumersservedby the companywith the policies andpracticestbathave been ..

The "Prcliminary Independent Staff Proposal Relative to· the- Issues Identified by the PubUc Utilities
CommissionofOhionwmbe.rMme~to inmytestimonyastheS~

.."
-10 -
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J..

2

3 Q.

4

5 'A.

6

7

8 . Q.

9

·J.O·· , A.

J.J.

J.2

J.3

14·

J.5

16

J.7

18,

19

20

'2·1

22

"tighteQ.ed~are adverselyaffectedby the consummationofthe merger.

. .
HAVE YOU UNDERTAKEN A REVIEW.OF. THE. STANDARDIZATION.OF

SUCHPOLICIESANDPRAcrICESFOR'AMERITECH~ SHe?

N:o.' When information and data was requestedto allow such a review, the~es

refused to respond, or. inadequatelyrespOnded, to this discovery.

·GIVEN THAT REFUSAL 'TO RESPOND, CAN YOU AT LEAST ILLUSTRATE

THE "STANDARDIZATION!!THAT..YOUEXPECT? '. :., ... :

Yes. While,"due to the failure to obtain~meaningful responses to discovery renderS a, ,

reliance on. actual information impossible, the following hypotheticals illustrate the .

reasonable expectations. First, assume that we have a low-income Ohio customer who is
;

behind on her bill mid is ~1dng a deferred payment arrangement (DPA). ·Sixm~ ago:t

this~er bad suCcessfully completed her immediately~DPA. Assume that '.

Ameritech's·.DPA·policy is that if you.are not cur.rently..delinquent on.a DPA, you.are .

eligible to enter into a DPA to payoffmears. Assume, in contrast, that SB~ has ~ policy

that no DPA is~sible unless: (1) you do not currentlyhave a.DPA; ~2) you have not

.bad a DPA within.the past 12 months; 'and (3) you have been a customer at your current

addresS for at least 12 months. Inthis situatioI4a standardizationofpractices at.the Stricter

SBCl~el would represent a dec:reasein service to the Ohio consumer.

. .' .
.Second, utility company collections are driven by what are called "treatmentamomrts." A

,.' .

-11-
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ARE: YOU SUGGESTING·THAT·:EACH··.OF:THESE SPEcm:C POLICIESfRE.':::.::· '. ':.'

AcruAL INSTANCES OF'WHERE OIDO CUSTOMERS..WILL. EXPERIENCE' ...

DECREASED SERVICEAS ARESULT.oF THE PROPOSED:MERGER?

innumerable ways through the .'.'standardi7ation":o£prac:tic:es and procedures (as projected" ..

by the Staft). Thus standardizationgenerally serves to harm the low-income populationin

particular. ~ discussion above is intended merely to illustrate this process so the

CoimnisSioncan \Ulderstandthe hat.riJs.tbatmay arise.

., ....

No. As I have previously indicated, we requested informationon customer servicepolicies

WBATDQ YOU ~ONCLUDE?

The standardization of~ons to which the staffrefers in its report, When .applied to

customerservice issues,repreSents a substantialpotentia1far Ohio customers to receive leSs

Commission recognize that Ohio Consumers can experience a degradation in service in

days in mears. IfSBC bas a treatmentamount of$50 or 6<>-day; or anything strictertban

the $1OO/~ .threshold, Ohio consumers will experience a reduction in service if the

'treatment amoUntis standardizedat the strieterlevel.

/

. and received no meaningful answers. What I am suggesting, therefore, is that the Ohio

treatment amount is the mjnimmn ~el of mears (either in dollars or in age or a

.. combinatiOn ofthe two) tb8t a customer must iricur before the utility will take c:ollection

.action against. them. Assume, for example, that,Am~ will not initiate. c:ollection ._.. _.. .

activi~ (including the'dis<;onnection of-service) unless·and'1)ntila~customeds ·$100 or.90. :

1

2

3

4

5.

6

7

8

"
'9 ..:Q•.. :

.....:. ·10

11

12· A.

13

14

:1.5

16

17

18

19

.20 Q.

21 .A.

2'"2

.~.

-12-



1

2

3'

4 Q.

5'

6' A.

7

8

: 9···· ,', ': ..

10 ,-,

~l '

~2

~3

~4 Q.

15 ..

16

17

18

19 A.

·20

21'·

.22

serviceas a direct result ofthe merger. .

B. DeereasedAttentioD to SpecificStateandLocalNeeds. . ,

PLEASE EXPLAIN,YOlJR CONCERN',ABOWTHE DECREASED ATTENrION· .

, TO SPECIFIC STATE AND LOCALNEEDS.

1- share the Staffs concerns, albeit with a somewlUu: different focus, about the dilution of

focused attentiono~ state and·local needs. Staffstates that "the focus on quality ofservice

for Ohio's: residential customers may be further diluted due to the increased breadth of the .

~. 'business tb increased.£": etiti·• •• ..,,~..l~p .c.......,tI.............on;s. , ,. e; .J.ocus onComp :veopportlmitieso~ a' ~..,...,~~} ;,.' >: ....'.'

.broader:'.geographic'; region" and· the. increased '.spatial difference.,~etween .corporation: :..... :, .

decision-making andpolicy structure (fexas) and the residential customers in Ohio." (Staff

Report, at 6).

"

WHAT CONCERN DO YOU HAVE ABOUT THE INCREASED BREADTH OF

THE CORPORATION'S BUSINESS,.THE .INCREASED FOCUS ,ON A

SUBSTANfIALLYBROADER GEOGRAPIDCREGION, AND THE INCREASED

. SPATIAL DIFFERENCE FROM CORPORATE 'DEcrSIO:NMAKING AND omo ., .

CONSlJMERS?

It has been shown' that mergers result in a degradation of low-income specific service

offeringsto local areas fc;n-two~: ' .

(1) The increasedphysicaldistmcebetweenthe locus of~ decisionmakingand :,

the specific geographica:rea to~ served; and

-13 -'



1

2

3 Q.

4 A-

s

6

7

8

. ' -:.·9 '.

'~O! '0' ,...

11

12 Q.

13

14'

15 A-

16 "

'17

18

19

20

21

2'~

(2) The increasedcustomerbase to whom a.merged company is accountable.

PLEASE EXPLAlNrHE BASISFO~YOUR CONCLUSION., .

Let me consider the health care industry in parti~;~ ··The· merger. and consolidation'of. ....:

health care plans has been found to result in plans favoring~on, which in tern

~uces the plans' responsiveness to the· unique health needs and conditions of local

communities. A 1993 survey of managed care organizations, for ~le,' found that

:utilization .review.. organizations.that served national mm:kets -compared ·with. similar,

.organizationswith~state. or-regionalmatkets-:-placedconsiderablyless·value:on local tpms:~r ~~o. '. :.: ' •

fclini·cal:practi· andl' cal .. .• 1c1 Il1il':zatL • 1: •·0 . ces . 0 'partiC1pationmm~ngL , onre'Vlewp01.1Cle8::: .:::""':,:," '" .

IN ADDmON TO THE EFFECfS OF ldERGERS ON ~VICE, IS THERE
,

REASON TO BE CONCERNED ABOUT THE INCREASING GEOGRAPmC

SCOPE RESULTINGFROM THE PROPOSEDMERGER?

Yes: 'One goal that a merger~on.based 801ely:on·an impaet-on-competitiondecision ...

'rule ~u1d not consider is the impact of· mergers on the ·democratization of the

decisiomnaJdngprocess. ~ need for public participationhas become even greater as the

stakes inthis decisiomnakinghave increased: ,the offer of~cestoentire segments ofthe

population; thec~ of billions of dollars to one economic endeavor rather: than

another~. The decisions' iiJadc- by teleCO]]lI~l1~niCations companies affect all of society,

incl~ all of its diverse constituent parts...The board of directors of a private

telecommunications coinpaily has nei~ the incentive nor the ability to. consider these

;

-14-



~ diverse interests. Whether "ecohomic efficiency" should be sacrificedto some extent (or to

2 what extent) in order to provide high quality ruraI telecommunications service to a low..

3 income Appalachian comm'DDity in ~utheastemOhio,. fOl example, is a decision 1Iot best .

4 . left to middle class white· executives sittin'g·in-;Texas.,Mergers are likely to'further sep8ratej" .I

5 the impacts ofdecisions from the locus ofdecisiomriaJdng and, in addition, make public,

6 paiticipationindecisionmakingevenmore.difticultthan'it is today.'"

7'

8 ' . This separation of decisionmakingfrom the persons who are affected by the decisions will

':'::" :.::9.' .. ;', ,. '~ ", mosHikelyadversely affect low-income.consumers;:1As,decisionmaking.is co~in,r:::,~,~ :

": .,~o.~( .' 'remote:forums;'.consumers:(and:particu1arly 1mv.-:mcome;CQnsumers}have:less:opporf:tmity ~'~":'::

~~ to have any say in the processeswhichaffect their lives. The politicalpower oflew-income', '

~2 customers is slim under the best .of cl:rcumstances promoting participation. This is an
; ,

~3 empirically,established met, not merely a political observation. Substantial research has

~4 found that political involvement,' efficacy, and a sense of "public self" decreases

~5 dramatically for those lower.in the spectrum of socio-economic~. Lower socio- _ '..

, ~6 economic groups are the least1ike1y group not only to get involvedpolitically,butte speak

~7 . ,; out --even on their own bebalf- or to be inyolved in a utility regulatoryprocess. Mergers

~8 which further separate the location. of decisionmaJdng both geographically and 'socially

19 from the affected low-incomepopulationcreate evenmore insutmountablebarriers•.'

.'" Despite the sweepingstatementsofCompanywmiess Iennings abouttheloc8I~ ofSBC decisiomnaking,
. when queried about specific decisions (forexample, involvingdecisiaDs affectingbudget), she conceded tbat

such decisions would be made in Texas., In addition, for .JlQlple, the charitable giving decisionmaking,. ,
'. mclnding decisionson charitablegiving in Ohio,willbe mDovedfrom Ohio and CODSolidatedin Texas.

:-'
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To' say that Ameriteeh will stilI be "regulated" by the PUCO and that the merger has no

impact on the accessibilityofconswners.to.the.PUCo.does not.addressthe issue....Wrth the .

locus ofdecisionmakingin.Texas; SBC managementwill not be subject to the'same direct

local fuce-to-mce coiltacts; will nOt be subject to dealing with low-income advocates in

legisIativeand adminiStrativeproceedings;will not be subjecttobeingcaII¢upon to justify ,

their actions or inactions in public forums; and the like. Having worked with low-income

consumers for over 20 years (as. community organizer, legislative liaison, attorney, and
. ,

tecbnica1consultant)j·lam:welI-aWareoftheadverseimpactswhich.geogra.phicremo~has:·;>·~~':,...;•.

on the.ability to.influence·corporate.decisi()DTrtaJdng;.+ ..

Consider the fonowing illustration. No one would seriously dispute tlu¢ one issue of.
intense political interest to the low-income and urban co:mmuni1ies in Ohio is the

distribution of advanced telecommlJDications infrastructure. In addition, no one would

seriouslydispute that making decisions about i:n:frastruCtur mYestment involves decisions.. ".

made at the highest levels of .company management. If adequate and appropriate.

'. investment in advanced inftastructure is not made in· Ohio's low-income and ,urban

communities, the locus of the company's decisionmaking becomes particularly important.

~ <?hio-based company management decisionm8Jdng team would be subject to local

inflUence,whethertbroughlocal officials, media or direct interactionwith the community.

In contrast, a Texas-b8sed company management decisiomnakil1g team.' WC?uld ~

sqbstantiallyiemoved:from that influence.

.;" 16-.
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1

2 Q.'. IS THERE ANY OTHER REASONYOU SAVE CONCERNS ABOUT WHETHER

3 A MERGED SBCIAMERl'f,ECH~WILL. FAIL.TO ADDREss. THE SPECIFIC.

4· NEEDS OFLOW-INCO~COMMVNITIESIN.OmO?·

5' A. Yea. There has been substa'ntial effort expende4 to secure Ameritech's compliance with its. ... ..

6 negotiated settlementregmdingthe~vision ofinformationaboutOhio'sUniversal Service '

7 Assistance (USA) program, as well as regarding Ameritech's enrollment of eligible. loW.

8 income customers·into.the USA program. The unwillingness or inability ofAmeritech to.

9' ·comply.:with,·its, settlement .agreement-.is. discussed:further.-in ;the·.Direct.:TestimollY of· ".
. f .

10·· WiIlimn::Gni.ber.:To;the extentthat:customer service..decisiomnaking:is consolidated in,a:"

11 remote location,..·there will be yet additional barriersto gaining compliance with the agreed

12 upon obligations.

13

14 Q. HOW WILL THIS LACK OF A LOCAL COMMtJ.NlTY FOCUS LIKELY HARM

15 OHIO CONSUl\1ERS?

16 A. The lack of telephones will deny low·i:D.come consumers the -ability to take advantage of

, 17 . high technology solutions to common community problems. Wrthout an ability and

18 willingness to focus on particular community needs, Obio's·low·inconie communities will

19 simplybe leftbehind.

20

21. Q. PLEASEEXPLAIN.

22 A. Large portionsofthe low incomepopulationcannotafford telePhoneservice in theirhomes,

-17 -
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and tbis number has grown since divestiture, as the cost ofOO;dc service continues to rise.

In 1991, while fewer than one out of 100 upper income fiImilies did not have a telephone,

roughly2S out of100 low income:famillesdidnot '..

ARE~ PARTICULAR ASPEcr8 OF THIS DISPARATE PENETRATION

THA1 ARE DISTURBING?

Telephone penetration patterns are not racially neutral either. While the national average

.{ penetration rate for telephone semce is 94 percent,'.6\ the penetration rate for. black

households(~essof.income) is.only.86.perceal~:Ihe.racialinequality.is aparticu1.ar:i!.: .., .• ::': ..
l'

problemforthe:poor. ':' While 7S percentofall households4With, incomes.less,tban $5,000

bad telephones, only 64 percentofblackhouseholds and 6S'percentofHispanic households

with incomes less than $5,000have telephoneservice.\8\

ARE THERE SPECIFIC LOW-INCOME POPULATIONS THAT HAVE

PARTICULARPROBLEMS.WlTH ACCESS TO TELEPHONE SERVICE IN.THE , :..

HOME?

JorgeReina Schemem(l996).BeyondU1llNnal~ (:/uIrtIcteri.folAmerk:II1u without Telephones,
198o-1993,Comm1mJcatlonsPolic{WOl'ldngPaper##l,atl,BentonFoundation:WashingtonD.C. .

"Blacks and Hispanics experience lower telephone penetration than whites, not surprising since blacks and
Hispanics have average lower incomes than.whites. But such thinking is misleading. ••[E]Yen when they
share~e same level of income, b1ac?ks and Hispanics have lower telephone penetration levels tban whites.

. That is, at an levelsofincomebelow$40,000,whiteshave highef1evels oftelephonepenetration.• Scbement,
at3.

'1\ . &hement, at3.

-18 -:



Yes. Ifone.looks at penetration rates for having a telephone in the home for the state of
~

BAVE YOU .CONSIDERED. rrHE: 'PENETRATION.:.RA.TE: 'FOR. TELEPHONE",;..... ' .
I'

that uniVersal service bas been achieved in Ohio has little meaning. While some

. . - .

WHATDO YOU CONCLUDE"?

I conclude that the penetration rate of 95+% percent that is often cited for the proposi1ion.. .

Povertyin Ohio, however, 18 petCentdonritbave,telephoneservice..· ..

Ohio, one would conclude that telephone service is virtually universal. According to the

most recent Census da1a, ~~y :livepercent (5%) ofall occupiedhousingunits in the state of,

Ohio do not have a telephone in tlle home. OfalfhOuseholds living below 100 percent of

Yes. Amongst specific low-income households, telephone 'penetration rates are

SERVlCE·INOmO SEECIFICALLY? ..:..

dramaticallylow:

o OfhouseholdsOnpublic.assistance,35.pen:emlackte1eP~ .

o Ofhouseholds~food stamps,3l-percem1ackte1ephones;' ' ..

. 0 Ofhouseholdsreceiving energy asSistance,21 percentlacktelephones.W\

.;fudeed,ofthosehouseholds completely dependent onpublicas~ the penetratiOlirate

oftelephoneserVice is only43.5percent (leavingmore than S6 percentwithout service).\1~

I •

Alexander BeJbrfimte (1989). Telep1ul1Ul Penetrfltlon atl Houehold FfIIIIily· C1uIrrIt:terist, Federal
Cmmnmieations('.om1nissionDocketNo.CC 81-339. WashingtonD.C. . .

\!CI\ It!.
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populatiODSmay have extLeme1yhighpenetrationrates. for having atelephone in the home,

iow-incomehouseholdshaveext:rCmelylowpenetrationrates.

IN LIGHT OF TBEABQVE;'WHATIMPAcrWOULDYOUEXPECfIN OIDO?·: .:
. .

. Ohio has extraordinaty pockets ~f poverty lIllWh of which is served by Ameritech. A

review of a service territory map for Ohio's telecommunication utiliiies shows that

Ameritech bas a sUbstantial presence in 35 ofOhio's 87 counties. An analysis ofpoverty

levels in Ohio reveals the follawing:

"+ ":N'me of-Ohio's~~poorest":counties (ie-., .those with. the.highestproportion of-:.4'... :'..: '
. . ' . . i'

persons~::witb:jincomes··of:less '.ihan:·50, percent:of'the federal, Poverty.·Level) are·: ,.'

Ameritechcounties.

+ In 1SofAmeri1ech's 3S counties, 'the proportion ofpersons belowPoverty is equal
,

to or greater than the statewide average. The four southeastern Ohio counties of

Lawrence, GaIlia, Monroe ai:ld Perryhave poverty rates offrom 1.5 to 2.0 times the

statewide average•. ·Not surprisingly; these .counties also have amongst.the highest,:

proportion of households with incomes of at or below 50 percent of the Poverty"

LeveL

.• In eight of those 18 Ameritech cmmties (Lawrence, Gallia,Monroe, .Jefferson,

Perry,Belm~mgbland, and Mahoning), l-of-l0(or more) ofall howIeholds live

with an ~1]aI incomeofless than $5,000,while l-of-5 (or more) ofall households

livewi~ anannualincomeofless than S10,OOO~

• In five ofthose 18 AmeritechcoUIIlies (Highland,Lawrence,Fayette, Perry, Gallia),

-20-



1

2

3

the no-telephone population is 2000AJ higher than the statewide average (10% vs. '

5%).

4 Q. HAVE'YQU CONSIDQEDTBE'TELEP;HONEPENETRATIONRATE'POR TBE~":'

5 BELOWPOVERTY,POPULATION,IN PARTICULAR,IN' THOSE COUNTIES?

6' .A. ' 'Yes. There are eighteenAmerltech counties where the percentageofbelow Poverty Level

7 households livingwithout telephones inthe nome was equa1 to or greater than the s1atewide
.

8' 'average. Those counties are set forth in Exhibit RDC-2. In 14 ofthose 18 counties, more

9';'" .:.: .: 'than one-of-five low:-incomehouseholdsliv.ed.without.telephone..service::::Insix,ofthose 18·~, .. : ,.-: ... ', '
i'

. 1 ():':~ :.;;.. ' .,.. counties;~ugbly.:on~in-four:( or-more).of-.below:Poverty Level households-lived. withcut-~." .' ' ..

11 telephone service.

12
i •

.13 Q. HAVE YOU CONSIDERED, ALSO, THE IMPACfS OF POVERTY IN THE

14 URBAN AREAS SERVED BYAMERlTECH1 ..

15 A. Yes. I have examined poverty, and telephone penetration rates.-in C1~eland.(Cuyahcga: ';.

16 County), Toledo (Lucas County), Akron (Summit County), Youngstown (Mahoning

17 County), Columbus (Franklin County), and Dayton (Montgomery County). The results are

18 set forth inEXluDitRDC-3. I find that

.19 +' With the exception of Columbus,~ major urban areas in Ohio have from 1.5 to

20·

22

+

. ,

nearly 3x thepovertytbatthe state as 'awhole dce;L

This poverty is heavily~.in the core cities.,Without exception,the level .

ofpoverty is substantiallyhigher in the core cities than it is in ei~ the county or

" -21-



1

2

3

4

5

6

•
the MetropolitanStatisticalArea (MBA) in whichthe city is located.

The lowest income persons and households areh~y overrepresented in the core

cities. While.those cities have. 18% o:f.the state's.total.population,:they have.more: .

than 36% ofall pe+SODS'living 'below 50%'of thefederal Poverty.Level and nearly ".... , ., '.'

34% ofall households living withannual incomes ofless than $5,000.

7 Q.: WHATDOYOUCONCLUDE?

'. 8. A.,., Insum, I conclude tbatthe povertyproblems.I have discussedtbroughoutmy testimonyare

. '. ,', 9," .' a,particular..problem:in :Ohio's urban,core'8S',well.ss·in:the iruralsoutheastempart.of.the....: :;:: .:
. f

10 : state_

11

12 Q.

13 .

14 A.

15

16

17

,18

19

2-0

2J.

22

IS THE MERGER DESIGNED'TO BRING POSITIVE BENEFITS TO THESE
,

LOW-INCOMEHOUsEHOLDS?
. .

No. First and foremost, this meiger is designed to allow the merged c!Jmpany to compete

for. large business; customers... ' Consider.; that .Company· witness .Kahan ,explicitly- and .

repeatedlytestifies that: '

.. • "We will i:mplementtbis strategyby first following our large corpora1ioncustomers.

This is a direct benefit of this merger as neither company on its own could

undertakesuchan aggressiveen:try." (Kahan, at 22).

• "We believe a strong, :financiallyyiable Ameritech Ohio is essential to the State of

Ohio and essential to providinghigh quality, reasonablypriced telecommuni~ons .,

services to its·retail and wholesale customers..•this is particularlytrue to.the extent

-22-
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Ameritech Ohio is~ able to compete for large business customers in Ohio."

(Kahan, at23).

•. "•••weCan~continue.to.fo<:us·onour.caaentregions.andrtm.theriskoflosing,.

our large'and mid~ ·customers'who provide-a 'disproportionate share"of-the-,. r, ,.' .

revenues that are needed to grow QUl' business or we can expand and compere

throughthe oppc:n1m1ityto fonow and sei'v'e those customersanywhere they opemte

around the globe." (Kahan,at 25).

• "As SBC successfully competes for,these large corporate customers, as we Will be..

able.to do'as 8.resuIt Qfour.sttategy~; '!!..(Kaban, at26)~ ~_: :.: ...

IS THE MERGER SPECIFICALLY DESIGNED TO HELP 'THE MERGED

COMPANY PROVIDE SERVICETO ITS LOW-INCOME CUSTOMERS? .
.

No. The merger is designed to help the merged company develop and mark~ new high

technologyto those customerswho are able to afford suchtechnology. Again, consi4erMr.

Kahan's testimony:

• "[ADSL and AIN-basedservices] are sophisticated services critical to any state's

efforts to retain· existing 'business and to attract new businesses. An adVanced

telecommunicationsnetwork is a ~cal componentof the infrastructurenecessary

to succeedinbusinessintoday'shigh~ology~d." (Kahan, at 1.1).

• ". • .big business customers provide local service providers with the revenue and

incentive to develop new and advanced products. and servic~~" These new services .
:

and productS, although. initially developed for and marketed to big business

~.

-23-



1 customers,eventnaUyareexpanded to the residemialand smallbusinessmarket."

2 The emphasis on high technology innovation directed toward large ~ess continues

3 tbroughoutMr. Kahan'stestimony•.Theimpacton.reSidentialand small business cUstomers '

4 generally ~volves a trickle,down effect~~The benefit to-.Iow-incOme~ers; particularly,:-, ... :•.,.,

5 those withouttelephones, is non-existent.

6

7 Q. WHAT DOYOU CONCLUDE?

8 A. . Efforts to· bring teChnology' into these, communities ..with such a lack of telephbne.,

, .... 9 penetration'service·.:would:require..precisely.:;the~type .. of"local attention,that,mergers:,have ;'. '.. '. 'i ' .•.
. . l

10 beenfound:taimp.v:. '. .. .

11

:1.2 C. DeereasedAUentioDto the Non-TelephonePopuiatioD.

:1.3 Q. PLEASE EXPLAINYOtm. CONCERNSAB9UT THE DECREASEDATTENTION

:1.4 TO THE NON-TELEPHONEPOPULATION.

:1.5 A. I share the Statl's concerns, albeit with a.someWbat.differentfocus, about·the potential for.

·16 decreased attention to the non-telephone population. Staff states that "the. merged

:1.7 " corporation may focus' mo~ of its energy on more competitive opportunities to the

18 exclusionofless competitiveservices." (StaffReport, at 7).

19

20 Q. WBAT CONCERNDO YOUBAVEABOUT ANY DECREASEDA'ITENTIONTO

21' THE NON..TELEPHONEPOPULATION?

22 A. In short, my concern is this: as.! discuss in more detail beloW, we know that it is more
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diffi~tand less profitableto service the low-in,comemarket It is, as aresuI~ ~leto

expect the Company to avoid doing so unless it is required to do so.. Ohio's adverse

experiencewith~eritech'simplementati.onofth~ USA program confirms1his concern. In " ".

addition, the teStimony ofGompany witness·Kahan about the !·'benefits"·of·the'merger (pp. .\'. ._

18.- 38) explicitlyfocuses exclusivelyon the high end, high~ue,highptofitcustomers.

Having said all ofthis, I have discussed in detail above the extent to which the penetration

.of telephone: service in:·the home is .not. only' lower, but· substantially lower: in the low-.

income commonif;yJ.~The·p:imary: need.foI·companyraetivity:in-.the low-income.l'.nmnn~:,,.,:!,, .:.: ". ~ .". . ---r~J' .
is: not to-.in~e.the;,penetration. of.higher. rev.enue.:service.....Nor. is. it·,to increas.e.the.: .... ,;, ,'.

penetration of bundled services (such as local accessfmtemetlcabletelevision packages).

The~ is to increas~thepenetrationofbasic lOcal service.

The Staffsuggeststbatas a resultofthe merger, "themerged coIpOnltionmay focusmo~ of

its energy on more competitiveopportunitiesto~the:exclusion of less.competitive.services.~ .

·Mr. Kahan's testimony (pp. 18 - 38) confirms this is precisely what will hapj,en. It is

reasonable to conclude, therefore, that the merger will result in a reduction hi e£foits to

.inCrease telephonePenetrationin the low-incomecommunityunless the merged~ is

directed to do so. This will, at best, result in no improvementin p~etrationratesand may

wen result in areductionin~onrates.

PLEASE EXPLAIN WHY YOU BELIEVE THE TELECOMMUNICATIONS. . .

-25 -
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INDUSTRYVJEWS LOW-lNCOMECUSTOMERSAS LESS THAN DESIRABLE.

We know that higher acquisition CO~ cOmbined~ high chum rates make efforts to·

attract low-income customers less attractive, particulai-Iy vis a.m ,what staff.cal1s,"more '. .

" comPetitiveopportunities.~. Considertbat

+ ..' We know tbat the lack oflow-income remmce on mass media adVertising, and the

increased reliance on personal contact, drives acquisitiOD: costs higher. A recent

study by the Pew CharitableTrust in Pbiladelphiafound that the mass media is one'

of the least trusted institutions in the·low-income community and that·low-income

,'" persoris~ look' to, personal' relationships: to: :gain ;knowledge.·~d.make .~> ' '
, t

decisionS...The'failureofmass,media to·reach the low-income communitybas:been" :': ,.

repeatedly confirmed for low-income programs involving utilities and energy

assistancel~efficiency.

,
• We ~ow tbattheSe high customer acquisition costs are compared to the lower

retention costs for customers with premimn services and the add-on of bundled

.. ,'services~ N~ only have comm:l1nications,carriers indicated that they will focus on

retention campaigns rather than acquisition campaigns, they have further indicated

that retentioncampaignswill be focused on premium customers. Datamining, too,

in supportofcustoinerretention,is directedtoWardpremiumcustomers..

'+ W~ know that the demand for higher service l~els (as discussed in detail~) .

along with~ payment risks (ranging from credit 8nd CC?llection risks. to·

working capital costs) makes .1ow-incoD;le customers less attractive. Credit.. '

initiativesranging.frOrD the adoption ofcredit-scorh1gtechniques, to toll restrictors, .

-26-
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to credithistory informationsbaring,haVe all been directedtoward restrictingaccess

to the·communicationsnetwork,not expandingit .

In short, I agree.with the. Staffs ..observation.and.conel11de.that Staffs. concll1sionl1as .,....

particuIarlyramificationsfor low-income consumers:·~· " -.

WBYIS THIS APROBLEMTHAT SHOULDBEADDRESSED?

Inability to obtain· affofdable, access1Dle telephone service ~ .creat~ life. threatening

situations for the poor•. Frequently; the most important problem·arising from the lack of

.accesS·.to:,telephone7senice-~is:th.e..denial_of.access-·to.;agenciea and- insQ.tuti9J]S·that:can :.~._;~ .' " ..
I'

prmdde·helpi. '.Fot example;:the;lack,of·telephone;service:in·the,home-.tbreatens-timely..:.::··.·•. :c; .

access to medical attention. The elderly, in addition, suffer more acutely from problems

.compounded by their physical isolation. In a Connecticut study conducted by RPM

Systems, three groups were found to be "~ greater-than-normalrisk" because of lack of

'telephone service, inciuding "persons over 60 and living alone."\11\ The study folUld that of

59 'm-telephone-househQlds":with elderly:members,:30.:were. senior citizens living·alone;!.. < ••

23 bad a disabilityor seriousmedicalproblem, and 10 ofthose disabledseniors lived alone.

;. More than halfof the seniors'living alone (17 of30) lived more than three minutes away

. fromthe te1epb,one theywouldneed to ~yupon inan einergency.

Findings from a Michigan study on telephone usage among 'the elderly inQj.cate that the .

. -
RPM Systems,· An &ploratory Stw:1y of Law-lncome Telephone Subscribers and Non-Suhscrih~ in
,C'omrecticut.New Haven:RPM Systems: 1988. .

,,'
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3 .
4

5

6

7 I

elderly were :tar more ~ly to consider the reaSon for their telephone calls to be essential .

~ were non-e1derly c::aIlers.\l2\ Medical calls were cited by 22 percent (compared to 1

percent"of:non-e1derly); ,social.,~ce..calls ..were_~entioned.:firSt. by ..10 percent.(as .'

comparedto zero~ofnon-elderly)~""··

Lack of access to a telephone jeopardizes access to public assistance programs as weD. .

According to one 'study looking at ,why households do not participate in the Food Stamp
.

. 8 program in.V~ont, evenfor those households'who knew who to contact for assistance in .. '. .-'.

, :.... 9: .: ~ . ':".~ . ~·.the-.appli~on and.incom~reporting;.requirements,-1b.e·inab~ .:to-, ccrtact,.;.:~:.;. ' ",1 • _ •

..;:', .~\ ,l<r ':.' .: the: .agencies;"by; .phone~·'W3.S;,.one(.of 1he..JJlost signi:fi~.problems,;-in ·ObtaiDjDg...such....~ '

12..
,

13 Finally, in ButteCo~ Union v. Lewis,U4\ the court found that lack of tc:=1ephone

14 servicewas found to be a significantbarrierto employmentsince the types ofemployment

15 lo1V-inco~householdsgenera1lyobtaininvolvejobso:fferedandaccepted:viatelephone•. :"

16

1.7

18

\13\

\14\ .

. In short,theprimaryproblemis not the lackofaccess to the internet, or an inability to bank

by-phone, or the lack of access to high'tec1mology services. The basic problem of low-

MmCooper, Low-lncomeHouieholds In the Po8t-DivestitllreEra: A Study ofTelephone Subscribership in
MJcIrigan, WasbingtonD.C.:~FederationofAmerica, 1986.

SandageAdvertising& Marketing.FHtlSJtzmp Program: FoC1ll Group Resetll'Ch Report, at 6, preparedfor
VermontDepartmentofSocialWelfare (1989).

. 745 Pad 1128, 113.1 (Mont. 1987).

-28-



"

'1

2

3

4

5 Q.

, 6 ' .A.

7

8.

S

'. - !.O~

11.

12

1.3

1.4

15

16

17

18·

mcome CODSUIl'leI5 is the lack ofaccess to basic local semce. So1ving~ problemofbasic
. .

access is the predicate to addressing the :further technology issues that I have· identified

·below.

.PLEASE su:MMA1uzEYOURCONCERNS.

I have i<brtified and explained three adverse c:onsequeo.ces to the low-incomeDiarket that

will arise as a reSult ofthe proposed merger. ·All four adverse consequences are. consistent

With Staffobservationsabout merger impacts. ·My conclusionsare as follows:.. .

..1.. The proposed:mergenwilllikelyresu1tinadecision to .increase,the. standardi2ation.:o :. :." ..,....
. t

ofcustomer service~policies and:pra.cticesto. the particulardetriment oflow-income. 1 • ~ , .'.

consumers.

2 The proposed merger wi111ikely result in a decreased focus ofattention on specific

state and local needs that are'not common to the service territory as a whole to the

particulardetrimentoflow-incomeconsumers.
.

3. . The proposedmergerwilllikelyresu1t.in:a:decreasedfocus.ofattentionon·.the needs'~ .:' .

of the non-telephone population to the .particular d~ent of low-income

....
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