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ENSURING PROGRAM GOALS ARE MET: A RE-
VIEW OF THE METROPOLITAN AREA ACQUI-
SITION PROGRAM

WEDNESDAY, JUNE 13, 2001

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TECHNOLOGY AND PROCUREMENT
PoLicy,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 2 p.m., in room
2154, Rayburn House Office Building, Hon. Tom Davis (chairman
of the subcommittee) presiding.

Present: Representatives Tom Davis of Virginia, Turner, Mink,
Jo Ann Davis of Virginia, and Horn.

Staff present: Melissa Wojciak, staff director; Amy Hearink, chief
counsel; Victoria Proctor, professional staff member; David Marin,
communications director; James DeChene, clerk; Mark Stephenson,
minority professional staff member; and Jean Gosa, minority as-
sistant clerk.

Mr. ToM DAVIS OF VIRGINIA. Good afternoon.

I would like to welcome everyone to today’s oversight hearing on
the Metropolitan Area Acquisition Program. As many of you know,
this program is the local telecommunications component of the
FTS2001 Program.

As a result of the delays and cost overruns discovered at the
committee’s April 26 hearing on the FTS2001 Long Distance Pro-
gram, we decided to undertake a review of the MAA Program and
the progress of the transition in local user cities.

Unfortunately, preliminary results indicate many of the same
contract management administration issues that plagued the 2001
Program exist in the MAA Program. Today’s hearing is going to ex-
amine the problems in user cities and explore potential solutions
to bring this ambitious program back on track.

To date, the GSA has awarded 37 MAA contracts in 20 user cit-
ies. The total value of these contracts is estimated to be $4 billion.
The program is being implemented in three phases. Phase 1 and
2 contract awards are now complete and GSA is preparing to begin
phase 3 awards.

We are concerned that GSA is moving into phase 3 without eval-
uating the progress of the program, the delivery of services to the
Federal agencies and the overall cost savings to the Government.
The MAA Program was designed to capitalize on the goals of the
1996 Telecommunications Program. That act was intended to foster
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greater competition in the telecommunications marketplace and to
accelerate the deployment of new telecommunications technologies.

The MAA Program grew out of several meetings between indus-
try, GSA and Congress. It was intended to bring competition to the
local telecommunications marketplace by providing Federal agen-
cies in high density population cities a choice of contractors using
multiple award contract vehicles.

If this program is successful, the Federal Government will be at
the cutting edge of procurement for these types of services. Early
evidence suggests this will not be the case. Instead of reviewing
program problems and working to update strategies, it appears
that GSA has not tried to understand the rapidly changing market-
place, nor to realize the competitive landscape envisioned for the
MAA cities.

GSA states that the MAA Program is estimated to save the Gov-
ernment $1.1 billion over 8 years. This figure does not account for
transition delays or for additional charges agencies may face and
the new equipment costs for upfront cutover fees. Transition num-
bers seem to indicate that actual cost savings are likely to be mark-
edly lower as GSA has missed its transition deadline in all but two
cities.

The MAA Program set a 9-month transition phase for each city
once notice to proceed was issued to a vendor. Nearly 2 years after
phase 1 contract awards in New York, Chicago and San Francisco,
trarisition is only at 11 percent, 42 percent and 65 percent respec-
tively.

While I think it is important that we don’t judge the success or
failure of the MAA Program by these cities alone, we have to as-
sess what is occurring in each city to generate these delays and im-
mediately utilize this knowledge to update the MAA Program to
bring about real cost savings for taxpayers.

Moreover, phase 2 transition numbers indicate similar problems
exist. For instance, significant regulatory delays in New York have
hindered transition progress and service cutover fees have slowed
progress in Dallas. I could offer anecdotal evidence for delays in
each of the awarded cities but clearly each city has its own soap
opera but no attempt at redrafting has been made.

Similar to the FTS2000 Program, I have no doubt that a healthy
blend of issues has contributed to ongoing programmatic problems
but I am concerned with the lack of solutions. Once again, it is as
if performance goals have no place within a large Government pro-
gram.

As we discuss next step in acquisition reform, we often talk
about moving toward horizontal acquisition to achieve greater
economies of scale and government efficiencies. GSA is uniquely po-
sitioned to move government in that direction but the continued
failures in the FTS2001 Program suggests that contract manage-
ment administration presents serious challenges for the Govern-
ment’s procurement agencies.

In particular, agency communications appears to be an obstacle
for GSA between regions, the headquarters and the services. GSA’s
Office of Inspector General cited communication difficulties as hav-
ing a significant impact on the MAA Program in its April 2001
Consulting Services Report.
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I also looked at the contract management fees and the full serv-
ice fees that GSA charges user agencies in MAA cities. It is too
early to judge whether Federal agencies are being charged too
much for services but I strongly disagree with keeping the amount
of these fees hidden from user agencies.

GSA has made it clear that it is not a mandatory provider of
local or long distance telecommunications services. Agencies are
consumers in this program and they should be able to make in-
formed decisions with their limited budgets. Moreover, agencies
seem to have been denied important information about upfront
transition and equipment costs that further impact its severely con-
strained budgets and diverted valuable resources away from mis-
sion goals.

I am told the U.S. Coast Guard had to grapple with disconnected
search and rescue telephone lines on Staten Island. I can only spec-
ulate but I imagine they would have profited from a better under-
standing of the services that the contract fees provided at the time.

Once again, I am concerned that taxpayers continue to pay for
failures in the program. Impediments to acquiring end to end tele-
communications services means the Government continues to lag
behind the private sector in service delivery to citizens.

Today, the subcommittee is going to hear testimony from the
GAO, from the GSA, U.S. Coast Guard and the U.S. Department
of Justice. On our second panel, we will be hearing from John
Doherty of AT&T; James Payne of Qwest; Randall Lucas of
Verizon; Jerry Hogge of Winstar; and David Page of BellSouth.

I will now yield to Congressman Turner.

[The prepared statement of Hon. Thomas M. Davis follows:]
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INDEPENDENT

Good afternoon, I would like to welcome everyone to today’s oversight hearing on
the Metropolitan Area Acquisition program. As many of you know, this program is the local
telecommunications component of the FT'S 2001 program. As a result of the delays and cost
overruns discovered at the Subcommittee’s April 26 hearing on the FTS 2001 long distance
program, I decided to undertake a review of the MAA program and the progress of transition
in local user cities. Unfortunately, preliminary results indicate many of the same contract
management and administration issues that plagued the 2001 program exist in the MAA
program. Today’s hearing will examine the problems in user cities and explore potential
solutions to bring this ambitious program back on track.

To date, the General Services Administration (GSA) has awarded thirty-seven MAA
contracts in twenty user cities. The total value for these contracts is estimated to be up to $4
billion. The program is being implemented in three phases. Phase I and Il contract awards
are now complete and GSA. is preparing to begin phase III awards. I am concerned that GSA
is moving into phase III without evaluating the progress of the program, the delivery of
services to federal agencies, and the overall cost savings to the government.

The MAA Program was designed to capitalize on the goals of the 1996
Telecommunications Program. That Act was intended to foster greater competition in the
telecommunications marketplace and to accelerate the deployment of new
telecommunications technologies. The MAA program grew out of several meetings between
industry, GSA, and Congress. It was intended to bring competition to the local
telecommunications marketplace by providing federal agencies in high density population
cities a choice of contractors using multiple award contract vehicles. If this program is
successful, the federal government will be at the cutting edge of procurement for these types
of services. Early evidence suggests this will not be the case. Instead of reviewing program
problems and working to update strategies, it appears the GSA has not tried to understand a
rapidly changing marketplace in order to realize the competitive landscape envisioned for the
MAA cities.

'BERNARD SANDERS, VERWONT,



(GSA states that the MAA program is estimated to save the government $1.1 billion
over eight years. This figure does not account for transition delays or additional charges
agencies may face in new equipment costs or up-front cutover fees. Transition numbers
seem 1o Indicate that actual cost savings are likely to be markedly lower as GSA has missed
its transition deadline in all but two cities. The MAA program set a nine-month transition
phase for each city once notice to proceed was issued to a vendor. Nearly two years after
phase I contract awards in New York, Chicago, and San Francisco, transition is only at 11%,
42%, and 65% respectively. While I believe it important that we not judge the success or
failure of the MAA program by these cities alone, we must assess what is occurring in each
city to generate these delays and immediately utilize this knowledge to update the MAA
program to bring about real cost savings for taxpayers. Moreover, phase II trapsition
numbers indicate similar problems exist.

For instance, significant regulatory delays in New York have hindered transition
progress, and service cutover fees have slowed progress in Dallas. I could offer anecdotal
evidence for delays in each of the award cities. Clearly, each city is its own soap opera with
an equally bad plotline but no attempt at redrafting has been made. Similar to the FTS 2001
program, I have no doubt that a healthy blend of issues has contributed to ongoing
programumatic problems, but I am concerned with the lack of solutions. Once again, it is as if
performiance goals have no place within a large:government program.

As we discnss next steps in acquisition reform, we often talk about moving towards
horizontal acquisition to achieve greater economies of scale and government efficiency.
GSA is uniquely positioned to move government in that direction. Unfortunately, the
continued failwres in the FTS 2001 program suggest that contract management and
administration present serious challenges for the government’s procurement agency. In
particular, agency coramunication appears to be an obstacle for GSA between regions, the
headguarters, and the services. GSA’s Office of Inspector General cited communication
difficulties as having a significant impact on the MAA program in its April 2001 consulting
services report.

1 will also look at the contract management fees and full service fees that GSA
charges user agencies in MAA cities. It is too early to judge whether federal agencies are
being charged too much for sexvices but I strongly disagree with keeping the amount of these
fees hidden from user agencies. GSA has made it clear that it is not a mandatory provider of
focal or long distance telecommunications services. Agencies are consumers in this program,
and they should be able to make informed decisions with their limited budgets. Moreover,
agencies seemed to have been denied important information about up-front transition and
equipment costs that further impacted severely constrained budgets and diverted valuable
resources away from mission goals. Iam told that the United States Coast Guard had to
grapple with disconnected search and rescue telephone lines in Staten Island, New York. I
can only speculate, but 1 imagine they would have profited from a better understanding of the
services that their contract fees provided at the time.
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Mr. TURNER. Thank you, Mr. Chairman.

I appreciate the fact that you have chosen to have a hearing on
this subject. As you stated, it has been estimated that we can save
upwards of $1 billion if we fully implement the Metropolitan Area
Acquisition Program, so we are talking about real money.

It does seem to me that a hearing on the subject is critical be-
cause with the changing technology, clearly government, not only
within the GSA but the agencies themselves, need to be much more
aggressive in taking advantage of the lower prices now being of-
fered in this industry, the ultimate beneficiary being the taxpayer.

I understand that GSA has awarded 37 contracts for services in
20 cities with a potential value of more than $4 billion. However,
in many of these instances, the implementation time has been
much longer and slower than was provided for in the agreement
between the agency and the GSA.

Unfortunately, the promised savings cannot be realized if the
contracts are not fully implemented and the purpose of this hearing
today is to get to the bottom of the reasons for the delays that have
occurred.

I am also going to join the chairman in expressing an interest
in the issue of the disclosure of fees by the GSA. It seems to me,
as it did to the chairman, that the agency should have the right
to know what the contract management fee and full service fee
charge by GSA is so they can make an evaluation as to whether
or not they want to participate in the GSA-sponsored contract pro-
gram.

I look forward to hearing from our witnesses today and hopefully
this will be another step forward in what I think has overall been
a very positive move on the part of the Government to try to save
in the cost of local services to our Federal agencies.

Thank you.

Mr. Tom DAvVIS OF VIRGINIA. Thank you.

Does anyone else wish to make an opening statement? Hearing
none, I would like to call our first panel of witnesses: Linda Koontz
of the GAO; Sandra Bates of the General Services Administration,;
Commander Robert Day of the U.S. Coast Guard; and Louis
}?eFalaise of the Department of Justice. We appreciate your being

ere.

I would like to have everyone rise because it is the policy of this
committee that all witnesses be sworn before they testify.

[Witnesses sworn.]

Mr. ToMm Davis OF VIRGINIA. To afford sufficient time for ques-
tions, we would like you to limit your statements to not more than
5 minutes. We have the total statements here and will be asking
questions based on the total statement which will be entered into
the record.

We also may undergo a vote before everyone has testified. What
I will try to do is maybe if one of my colleagues can go vote as soon
as the bell sounds and get back here, we can have a brief recess
and then they will reconvene the meeting but we will keep going
for about 10 minutes into it and as soon as they get back, we will
reconvene it so we can get all the testimony and then get to ques-
tions as quickly as possible.

Linda, why don’t we start with you? Thanks for being with us.
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STATEMENTS OF LINDA KOONTZ, ASSOCIATE DIRECTOR, GOV-
ERNMENT-WIDE AND DEFENSE SYSTEM INFORMATION SYS-
TEMS, GAO; SANDRA BATES, COMMISSIONER, FEDERAL
TECHNOLOGY SERVICE, GENERAL ACCOUNTING OFFICE;
LOUIS DE FALAISE, ACTING DIRECTOR, EXECUTIVE OFFICE,
U.S. ATTORNEY’S OFFICE; AND COMMANDER ROBERT DAY,
COMMANDING OFFICER, COAST GUARD ELECTRONIC SUP-
PORT

Ms. KooNTz. Mr. Chairman and members of the subcommittee,
thank you for inviting us to participate in today’s hearing on the
implementation of GSA’s Metropolitan Area Acquisition Program.

As you know, GSA initiated the MAA Program to achieve imme-
diate and substantial price reductions for telecommunications in se-
lected metropolitan areas. It further envisioned that as part of its
overall FTS strategy, contractors under the MAA Program would
eventually be allowed to compete for FTS2001 long distance service
so that agencies could procure telecommunications end-to-end from
one source.

At this subcommittee’s request, we have been reviewing the MAA
Program and specifically we have focused on three issues: the sta-
tus of the MAA implementation; the fees GSA charges to customer
agencies for managing and administering these contracts; and the
steps taken by GSA to enable the MAA and the FTS2001 contrac-
tors to crossover between these programs and offer both long dis-
tance and local service.

My testimony this afternoon provides the interim results of our
review which is largely focused on the New York City MAA. This
work is continuing and should be completed sometime later this
year.

In brief, GSA has awarded 37 MAA contracts for 20 metropolitan
areas. Although the contracts require transition to the MAA con-
tracts within 9 months after the contractors have been given au-
thorization to begin implementation, this transition has not oc-
curred as quickly as anticipated. For example, MAA transitions in
New York, Chicago and San Francisco are not yet complete almost
2 years after contractors were given notice to proceed.

GSA and the MAA contractors have faced significant challenges
in implementing this program. First, in New York the newly de-
regulated telecommunications environment has produced unex-
pected barriers to implementation that are taking time to resolve.
In addition, both GSA and the contractors have raised numerous
issues they believe contributed to implementation delays. These in-
clude contractor performance issues, inadequate customer budgets
and the length of the process used by GSA to allocate business
among contractors in multiple award cities.

We have not yet begun to completely unravel these issues but we
will continue our work both on implementation barriers and on
GSA'’s efforts to address them.

With regard to fees, GSA charges customer agencies two types of
fees to recover the cost of contract administration and manage-
ment. These fees, in total, range from about 28 to 84 percent. Ac-
cording to GSA, while these percentages appear substantial, the
total cost of services including these fees is substantially lower
than the prices under other GSA local service contracts. GSA, how-
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ever, does not separately disclose these fees but requires contrac-
tors to embed them in the prices.

We believe agencies would benefit from having specific informa-
tion on fee amounts. It is a key input to agency decisionmaking on
whether to use MAA contracts which are not mandatory and it
makes GSA accountable to the agencies for the amounts of fees
they charge. In the coming months we will be performing a more
complete assessment of the fees to determine what costs are in-
cluded in the fees as well as the support GSA provides to agencies.

Last, in regard to crossover, GSA has not yet allowed MAA con-
tractors to offer FTS2001 services. However, in December 2000,
GSA permitted FTS2001 and MAA contractors to offer local serv-
ices in three of the MAA markets. In addition, GSA has drafted a
paper stating it now believes it is appropriate to proceed with de-
termining when to allow additional competition for FTS2001. One
of the first steps will be to share this draft with industry represent-
atives at the end of this month.

Mr. Chairman, that concludes my statement. Kevin Conway, the
Assistant Director responsible for our MAA study, will be assisting
me in answering any questions you might have.

[The prepared statement of Ms. Koontz follows:]
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Mr. Chairman and Members of the Subcommittee:

Thank you for inviting us to participate in today’s hearing on the implementation
and management of the General Services Administration’s (GSA) Metropolitan
Area Acquisition (MAA) program. As you know, GSA initiated its MAA program in
1997 in order to achieve immediate, substantial, and sustained price reductions
for local telecommunications in selected metropolitan areas, to expand agencies’
choices of high-quality services, and to encourage cross-agency sharing of
resources. Further, service providers awarded contracts under GSA’s MAA
program may eventually be allowed to compete for FTS2001 long distance service,
so that federal agencies could potentially acquire end-to-end local and long

distance telecommunications services from one source.

Mr. Chairman, in an April 2001 letter, you requested us to review the MAA

program. Specifically, as agreed with your staff, our work to date has focused on

e the status of MAA contract implementation,

¢ the fees charged customer agencies by GSA for managing and administering

those contracts, and

e the steps being taken by GSA to enable the MAA and FTS2001 contractors to
cross over between these programs and offer both local and long distance

services.

My testimony this afternoon provides the interim results of our work. This work is

'contimling and should be completed later this year.

Results in Brief .

As of June 2001, GSA had awarded 37 MAA contracts for 20 metropolitan areas.
These contracts required transition from existing GSA contracts to the MAA

contracts to be completed within 9 months after contractors were authorized to
begin implementation. Of the 14 metropolitan areas in which authorization was

given 9 months ago or earlier, this time goal was met in 2 areas, but in the 12
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others it was not. For example, the MAA transitions for New York, Chicago, and
San Francisco are not yet complete almost 2 years after the contractors were

authorized to begin implementation.

GSA and the MAA contractors have faced significant challenges in implementing
this program. First, in New York City, the newly deregulated local telecommunica-
tions environment has produced unexpected barriers to implementation, which
will take time to resolve. In addition, GSA and the MAA contractors have raised
numerous other factors that they believe have contributed to implementation
delays, including contractor performance, customer budgets, and the process
used by GSA to allocate business among contractors in multiple award cities.

These delays, in turn, postpone the realization of savings under the MAA program.

GSA charges customer agencies two types of fees to recover the costs of their
contract management and administration activities. Depending on the specific
metropolitan area, these fees (which are assessed as a percentage of the amount
charged by the contractor for services), in total, currently range ﬁom about 28 to
84 percent. According to GSA, while these percentages appear substantial, the
total cost of services, including these fees, is substantially lower than the prices
under other GSA contracts for local services. GSA does not separately disclose
these fees and instead requires the contractors to embed them in the contract
prices. As a result, agencies do not have complete information to help them

determine whether using GSA’s services is their most economical option.

Although GSA has not yet allowed MAA contractors to offer FTS2001 services, it
is taking steps to allow crossover between the two programs. In December 2000,
GSA permitted FTS2001 contractors and other MAA ‘contractors to offer local
services in three of the MAA markets. In addition, GSA has drafted a paper to
clarify its position on permitting additional competition in the FTS2001 program.
This paper states that with the transition to FTS2001 nearing completion, GSA has
concluded that it is appropriate to proceed with determining when to allow
additional competition for FTS2001 services. As one of the first steps in this
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process, GSA plans to present this clarification to industry for comment on
June 28, 2001,

Background

The MAA program was conceived just a few months after passage of the Telecom-
munications Act of 1996, which was intended fo increase competition and reduce
regulations in the telecommunications industry. The MAA program sought to take
advantage of emerging competition in the local services market; the program
focused on the largest cities in the country, whose population density would be
likely to draw competitors into their markets. GSA believed that this emerging
competition would create an opportunity for the government to gaixi an immediate
price reduction in local telecommunications services. Further, it envisioned the
MAA contracts as a complement to existing confracts in metropolitan areas, as

well as a solution for local service contracts that are expiring.

The MAA program is a ccmtractuaj vehicle for offering local voice and selected
data services. Each contract is a fixed-price, indefinite-delivery, indefinite-quantity
contract with a base term of 4 years (48 months) from date of award, with four
successive 1-year 6pt:ions. The contracts state that all initial service locations
identified in these contracts are to be transitioned from existing GSA contracts to
the MAA contracts within 9 months after GSA gives “notice to proceed"—

authorization for the contractor to begin implementation.

The initial stage of the MAA program (Phase I) consisted of pilot acquisitions in
the New York, Chicago, and San Francisco metropolitan areas in May 1999.
Bolstered by substantially lower prices in these three pilot cities, GSA expanded
the MAA program to othér metropolitan areas throughout the country, and
awarded contracts in 17 additional cities (Phase IT} between February 2000 and
February 2001. In Phase III, awards are expected to be made by the end of this
calendar year in seven additional cities: Detroit, Kansas City, Norfolk, Oklahoma
City, 8alt Lake City, San Antonio, and Seattle. GSA estimates that the federal
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government could save about $1.1 billion over the 8-year life of the 37 MAA
contracts awarded to date.'

Each MAA contract also has a minimum dollar guarantee that is divided equally
among all original contract awardees for a given metropolitan area. These
guarantees were largest in the pilot cities, which were the first (and largest) MAA
markets: for New York, the guarantee was $7 million; for Chicago, $3 million; and
for San Francisco, $2 million. Guarantees in the most recent contracts have been
significantly lower, at $100,000.

GSA's Federal Technology Service (FTS) has responsibility for the MAA program.
FTS headquarters is responsible for planning and program management, while
FTS staff in GSA's field offices implement and administer the MAA coniracts. As a
self-sustaining organization, GSA FTS assesses customer agencies two types of
management fees to finance its activities: a contract management fee and a full-
service fee. The contract management fee is to cover general program,
acquisition, and contract management activities and is applied as a percentage of
service cost. The full-service fee covers service ordering, implementation planning
and coordination, and billing. The full-service fee is an additional percentage

applied on top of the total service cost plus the contract management fee,

Federal agencies are not ;equired to use the MAA contracts. Depending on their
specific requirements, federal agencies may use the telecommunications services
provided through a GSA regional telecommunications services program’ (using
either GSA’s MAA contracts or one of GSA's other local services contracts or
agreements), or they may acquire and manage their own local telecom-
munications services and the associated equipment. A substantial number of

' GSA based these savings estimates on the difference between current service prices in effect for
each of the 20 MAA cities and the total amount of the lowest offeror’s prices for a given city.

*FTS offers a variety of programs through which agencies can acquire local telecommunications
service. For example, the Aggregated System Procurement Program consolidated local
requirements inte an overall system procurerent based on the Bell Operating Company
boundaries. The Individual System Procurement Program serves locations where the aggregated
program does not. In addition, regional FTS offices have also obtained Rate Stabilization
Agreements that allow agencies to acquire local tariffed telecommunications services at short-term
discounts. ’
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agencies do choose to acquire services through GSA: in FY2000 for example,
GSA’s local telecommunications services program provided approximately
540,000 active service lines to government agencies, at an average monthly cost
per line of $18.81.

Although it focuses on local services, the MAA program also has implications for
the long distance market. Part of the overall FTS program strategy, developed in
1997 in consultation with industry and the Congress, was to eventually permit
contractors to offer both local and long distance services through crossover
between the local MAA contracts and the long distance FTS2001 contracts,
thereby allowing further competition in both markets. Specifically, MAA
contractors would be permitted to compete for FTS2001 long distance business
(1) where allowed by law and regulation, (2) after the FTS2001 contracts have
been awarded for a year (known as the forbearance period), and (3) if GSA
determines that it is in the government's best interests to allow such additional

competition.

Objectives, Scope and Methodology

The objectives of our ongoing review are to provide information on (1) the status’
of MAA contract implementation, (2) the fees charged customer agencies by GSA
for the management and administration of those contracts, and (3) the steps being
taken by GSA to enable the MAA and FTS2001 contractors to cross over between

these programs and offer both local and long distance services.

In our work to date, we have addressed these objectives by reviewing MAA
contract documentation, including solicitations, contracts, and associated
modifications. We also reviewed an internal GSA management report on MAA
impiementation challenges prepared by GSA’s Office of Inspector General (01G)},
and interviewed the staff who prepared this report.

To evaluate the status of MAA implementation efforts, we reviewed reports
generated by GSA’s automated MAA status tracking system, verifying the
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information in the reports against other available documentation such as billing
system reports. To better understand how the program is being implemented, we
visited the New York City FTS Region 2 office, reviewed contract management
documentation, and interviewed GSA FTS regional management staff responsible
for program implementations in New York and in Buffalo. To gain the customers’
perspective on MAA implementation, we also interviewed agency managers at the
Department of Housing and Urban Development in New York City and at the
Office of U.S. Trustees and the U.S. Attorney;s Office in Washington, D.C. We also
met with AT&T MAA managers in Washington, D.C., and in New York, as well as
Verizon MAA program managers in Washington, D.C., to gain additional
information and documentation pertaining to program implementation and

management.

To determine the management fees charged by GSA and how those fees are
derived, we reviewed documentation on those fees as well as MAA management
roles and responsibilities, and interviewed FTS program managers as well as the

FTS Financial Service Center manager responsible for developing those rates,

To determine the steps being taken by GSA regarding F'TS crossover, we obtained
and reviewed an initial draft policy clarification prepared by GSA, analyzed
documentation pertaining to GSA’s December 2000 decision to lift forbearance in
the MAA pilot cities, and reviewed documentation pertaining to GSA's first
crossover award. We also discussed the draft policy clarification with GSA FTS

_managers.
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MAA Implementation Status

As of June 2001, GSA had awarded 37 MAA contracts for 20 metropolitan areas.
Table 1 summarizes MAA contract awards and GSA’s estimated savings for each
area. As indicated in the table, in 8 of the 20 metropolitan areas, a single contract
was awarded. In addition, GSA recently decided to allow MAA contractors to
cross over between cities and offer services in areas other than those in which
they were awarded an MAA contract.* Two contrac’t/oxs have so far responded o
this decisior: In March 2001, GSA accepted Verizon's proposal to offer MAA
services in New York, and Winstar has submitted proposals to offer services in all
three Phase I cities.

® These crossovers are not reflected in the table because they do not represent new-awards.
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Table 1. MAA Contracts Awarded as of June 5, 2001

Estimated savings

Metlro area Award date {millions of dollars} Contractor(s}
Phase | {pifot}
New York 20 May 1999 $150 AT&T
Chicago 20 May 1999 75 AT&T
San Francisco 20 May 1999 32 AT&T
Phase I
Buffalo 24 Feb 2000 6.4 AT&T
Verizon
Cincinnati 23 Mar 2000 36.6 Winstar
Cleveland 24 Mar 2000 20 Ameritech (SBC)
AT&T
Los Angeles 24 Mar 2000 47  Pacific Bell (SBC)
Winstar
Baltimore 28 Mar 2000 44 Winstar
Atlanta 26 Apr 2000 174 Beli South
Winstar
Miami 26 Apr 2000 44 Bell South
Winstar
indianapolis 27 Apr 2000 51 AT&T
- SBC Global
Winstar
St. Louis 27 Apr 2000 36 Southwsstern Bell (SBC}
Winstar T
Minneapolis 31 May 2000 13 Qwest
) Winstar
Dallas 30 Jun 2000 128 AT&T
Southwestern Bell (SBC)
Winstar
Denver 12 Jul 2000 68 AT&T
Qwest
Winstar
Boston 31 Jul 2000 78 AT&T
i Southwestern Bell (SBC)
Verizon
Winstar
Albuguerque 31 Aug 2000 19 Qwest
Boise 31 Aug 2000 6.5 Qwest
New Orleans 16 Oct 2000 11 Bell South
Philadefphia 27 Feb 2001 $66 AT&T
Winstar

Source: GSA Federal Technology Service
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MAA Implementation Has Been Delayed

Although the MAA contracts require transition to be completed within 9 months
after contractors are given notice to proceed, GSA’s implementation of these
contracts has not been as fast as anticipated. As shown in table 2, for example,
almost 2 years after notice to proceed was given, 66 percent of users in San
Francisco, 43 percent of users in Chicago, and only 12 percent of users in New

York are converted to MAA contracts.

Table 2: Percentage of GSA Local Telecommunications Users
Converted to MAA Services as of June 1, 2001

Notice to implementation

Metro area Award date proceed date status
New York 20 May 1999 18 Jul 1999 11.74%
Chicago 20 May 1999 15 Jul 1999 42.92%
San Francisco 20 May 1999 19 Jul 1999 65.76%
Buffalo 24 Feb 2000 15 Jun 2000 100.00%
Cincinnati 23 Mar 2000 14 Jul 2000 100.00%
Cleveland 24 Mar 2000 06 Jul 2000 0.00%
Los Angeles 24 Mar 2000 14 Jul 2000 13.54%
Baltimore 28 Mar 2000 29 Jun 2000 7.01%
Atlanta 26 Apr 2000 29 Jun 2000 0.10%
Miami 26 Apr 2000 29 Jun 2000 0.00%
Indianapolis 27 Apr 2000 06 Jul 2000 1.20%
St. Louis 27 Apr 2000 17 Aug 2000 16.49%
Minneapolis 31 May 2000 19 Sep 2000 84.7%
Dallas 30 Jun 2000 11-22 Sep 2000 28.22%
Denver 12 Jul 2000 13 Sep 2000 28.59%
Boston 31 Jul 2000 12 Sep 2000 5.43%
Albuguerque 31 Aug 2000 03 Oct 2000 0.00%
Boise 31 Aug 2000 23 Feb 2001 0.00%
New Orleans 16 Oct 2000 09 Nov 2000 75.64%
Philadelphia 27 Feb 2001 None to date 0.00%

Source: GSA Federal Technology Service

Progress to date implementing the more recently awarded contracts in the Phase
II cities has also been mixed. Of the 11 phase II cities where notice to proceed was
issued 9 months ago or more (September 13, 2000, or earlier), two—Buffalo and
Cincinnati—have completed the conversion to the MAA contracts; implementa-

tion in the other 9 cities ranged from 0 to 29 percent complete, as of June 1. In the
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six cities where notice was given to proceed’after September 13, 2000, completion

rates varied from 0 to 85 percent as of June 1.

GSA and Contractors Face Challenges in Completing MAA
Implementation

Although they are making progress, GSA and the MAA contractors have faced
significant challenges in completing this transition. F‘.irét, in New York City, the
newly deregulated local telecormmunications environment has produced
unexpected barriers to implementation, which will take time to resolve. In
addition, GSA and the MAA contractors have raised numerous other factors that
they believe have contributed to implementation delay. These factors include
contractor performance, local number portability, contractor marketing, customer
budgets, and the process used by GSA to allocate business among contractors in

multiple award cities.

Implementing the MAA contract in the newly deregulated local telecommuni-
cations environment has created challenges for both GSA and the MAA
contractors in New York City. Specifically, mofe than half the business lines
served within this MAA are affected by a regulatory interpretation of access
rights, and the associated connection and usage costs, to a building’s riser cable {(a
cable that carries telecommunications services from the network demarcation
point, typically in the bésement of a building, to distribution facilities within the
building). The Federal Communications Commission (FCC) has reviewed this
issue and ruled that the incumbent local exchange carrier would retain ownership
of the inside wiring, including the riser cable, but that the carrier could not
impose fees on the use of this wiring. As a resulf, the MAA contracts were written
under the assumption that the riser cable would be available free of charge to the
MAA contractor. However, in New York, the incumbent carrier, Verizon, requires
payment from the MAA contractor, AT&T, under a ruling by the New York Public
Service Commission (a state regulatory body) that the incumbent carrier could
charge for use of the riser cable. As a result, GSA and AT&T have had fo delay

10
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implementation efforts in the affected buildings until they can determine a
mutually accepiable strategy for dealing with this problem,

In our work to date, GSA and the MAA contractors have raised numerous other
factors that they believe have contributed to implementation delays. These
include the following:

Contractor performance. According to GSA, AT&T has experienced systemic
performance problems that have resulted in untimely service delivery and service
outages during implementation and have reduced the willingness of customers to
use MAA services. For example, GSA FTS officials told us that implementation in
San Francisco was delayed because of recurring equipment problems that AT&T
encountered as it installed Integrated Services Digital Network (ISDN) services.
According to GSA, these equipment problems resulted in AT&T transitioning only

a few lines at time, significantly adding to implementation time.

When we discussed these issues with AT&T MAA program managers, they
acknowledged that there had been some performance issues. However, they told
us that they recently changed hardware suppliers in order to resolve the
equipment problems they had experienced in installing ISDN services. In addition,
they stated that GSA had contributed to delays by failing to submit customer
service orders to them in a timely manner. They added that discrepancies between
the customer information maintained by the incumbent cérrier and GSA billing
records have been a continuing problem that has added to implementation time.

Local number portability. Local number portability, which allows customers to
retain local phone numbers while changing local service providers, has
contributed to implementation delays, according to GSA. According to GSA’s
MAA tracking reports, scheduled implementations in Atlanta and Miami were
delayed between 2 and 5 weeks specifically by problems with implementing local
number portability. In an internal management report prepared by GSA's OIG, '
number portability problems were ascribed both to technical difficulties and to

11
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the fact that the incumbent carrier typically has little incentive to assist in this

process.

MAA contractor marketing. According to AT&T MAA program officials, GSA has
not permitted AT&T to directly market MAA services to customer agencies in
New York—a factor these officials believe has delayed implementation efforts. '
GSA officials, however, told us that AT&T is permitted to directly market these
services and must only inform GSA of its plans to do so.

Customer budgets. According to an internal management report prepared by
GSA’s OIG and discussions with AT&T MAA managers, customers did not budget
funding to cover service initiation charges and (in some cases) the cost of
upgrading hardware, required as part of MAA implementation. The report cited
this as one of the factors that has caused implementation to proceed less quickly

than initially projected.

Fair consideration. In multiple-award MAA cities, delays were caused by the fair
consideration process® that GSA uses to distribute service orders to contractors in
cities where there is more than one MAA contfactor. In Buffalo, for example, this
process was not completed until 3 months after notice to proceed was issued, due
in part to the time required by GSA to review all contractor deliverables.

All the delays described affect the potential savings under the MAA program. GSA
has estimated that the MAA program could save about $1.1 billion. GSA based its
savings estimate 6n the difference between current service prices in effect for
each of the 20 MAA cities and the total amount of the lowest MAA offeror’s prices
for a given city. However, this estimate does not consider the time required to
actually implement these contracts. Because savings are not realized until the

service is actually implemented, delays in implementing the contracts in turn

* The fair consideration process identified in the MAA contracts is a means for the government to
provide contractors a fair opportunity to compete for MAA service orders. According to these
contracts, the government may base its fair consideration decision on (1) relative contract prices
without further consideration of other factors or (2) a combination of price, technical, and past
performance considerations.

12
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delay the realization of savings and limit what can be realized over the 8-year term
of the contracts.

More Transparency Is Needed for Management Fees

GSA’s two fees—a contract management fee and a full-service fee—vary among
the metropolitan areas served. GSA’s contract management fee ranges from a low
of 9.5 percent in St. Louis to a high of 60 percent in Baltimore, for the 19 MAA
cities where fees have been determined. GSA’s full-service fee (which is applied
on top of the contract management fee) ranges from a low of less than 2 percent
in Albuquerque, Dallas-Fort Worth, and New Orleans, to a high of 20 percent in
San Francisco.

Table 3 identifies the fees that GSA has set for its MAA contracts. For purposes of
comparison, we have also computed a composite fee that combines the contract
management and full-service fee rates. To offer some additional perspective, the
table alsb displays the single management fee that GSA currently assesses in MAA
cities for non-MAA local telecommunications contracts. (It should be noted,

however, that these fees are applied to a much higher base contract price.)

13
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Tabie 3: GSA Local Telecommunications Management Fees

Metro area Contract Full-service Composite Non-MAA

management fee fee fee® management fee
Chicago 30.00% 10.00% 43.00% 58,73%
New York 30.00% 10.00% 43.00% 20.19%
8an Francisco 50.00% 20.00% 80.00% 38.80%
Buffalo 40.00% 10.00% 54.00% 20.19%
Cincinnati 32.00% 5.00% 38.60% T BB.73%
Cleveland 32.00% 6.00% 39.92% 56.73%
Los Angeles 44.20% 8.20% 53.14% 38.80%
Baltimore 60.00% 18.00% 84.00% 27.26%
Atlanta 26.00% 7.00% 34.82% 34.41%
Miami 28.00% 8.00% 39.52% 34.41%
Indianapotis 22.00% 5.00% 28.10% 56.73%
St. Louis 9.50% 15.79% 26.79% 5.00%
Minneapolis 30.00% 7.00% 39.10% 56.73%
Dallas 30.00% 1.84% 32.39% 30.00%
Denver 30.95% 9.80% 43.52% 27.42%
Boston 38.44% 11.16% 53.89% 32.08%
Boise 24.59% 2.93% 28.24% 33.60%
Albuquerque 30.01% 1.84% 32.40% 30.00%
New Crieans 30.01% . 1.84% 32.40% 30.00%
Philadelphia TBD TBD - 27.26%

2The formula used for the composite fee is (CMF + FSF) + (CMF x FSF),
where CMF = contract management fee and FSF = full-service fee.

Bource for contract management and full-sarvice fee percentages: GSA Federal Technology Service

As previously stated, use of the MAA contracts is not mandatory; agencies can
choose to procure local services on their own, if they believe they could do so
more economically than GSA. In addition, to avoid paying the full-service fee, a
customer agency can opt to use the MAA contracts’ direct ordering and direct
billing oétion. In so doing, the agency assumes responsibility for its service
ordering, implementation planning and coordination, and billing management. To
date, only the Internal Revenue Service in the Da]lés-Fort Worth MAA has chosen

to exercise this option.

GSA, like other federal agencies that provide centralized services, charges these
fees to recover the costs of managing the program. In this type of service model,

making fees transparent to users is an appropriate and valuable service, First,

14
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disclosing fee amounts provides user agencies with key input to deciding whether
to acquire services from the service provider or from alternative sources. Second,
such disclosure makes the service provider accountable to customer agencies for

providing a level of service commensurate with the fees charged.

The MAA contracts, however, require contractors to embed the GSA fees in the
service pricing that they disclose to agencies during marketing activities, as well
as on the invoices submitted for payment of services. According to the Assistant
Commissioner for Regional Services, GSA took this approach to focus agencies’
attention on making decisions based on the total cost of services rather than on
the fee percentage. She pointed out that even with the management fees included,
the total cost of services under the MAA contracts is dramatically lower than what
is available under other local service contracts. For example, in Baltimore, the
composite fee is about 84 percent; however, the total MAA monthly cost per
service line—including all management fees—is $8.92, compared to $23.92 under
another GSA local services contract. As another example, composite fees in
Cleveland total about 40 percent. However, the total MAA monthly cost per
service line is $22.02, inclusive of fees, compared to $28.67 under another GSA

contract vehicle.

Although the total cost of services is obviously a critical factor in making

decisions on how to buy local services, specific information on fees would further
inform agency decisionmaking. Without such information, an agency in St. Louis,
for example, would not be aware that it could lower its local MAA service costs by
almost 18 percent if it assumed additional service ordering, billing, and
administration responsibilities. Lacking full information on these fees, agencies
cannot readily determine whether it is more economical for them to procure their
own local services, to procure services through GSA but perform contract and
management support activities themselves, or to procure services through GSA
and pay GSA for support. Further, agencies cannot accurately discern whether the

services provided by GSA are worth the management fees charged. For these

15
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reasons, GSA should consider reassessing its decision not to disclose its fees to

user agencies.

MAA Contractor Crossover to the FTS2001 Market

As you know, Mr. Chairman, part of GSA’s overarching FTS strategy was to
eventually permit MAA and FTS2001 contractors to offer both local and long
distance services. Although GSA has delayed allowing MAA contractors to offer
FTS2001 services until it could be sure that the minimum revenue guarantees to _
the cﬁrrent FTS2001 contractors are met, GSA has taken two steps in the past six
months to initiate crossover’ between the MAA and FTS2001 programs. First, in
December 2000 GSA lifted forbearance in the three pilot MAA cities, allowing
FTS2001 and other MAA contractors to submit proposals to offer local services in
those areas. In March 2001, GSA accepted Verizon's proposal to offer MAA
services in New York. Winstar has also submitted proposals to offer services in
the three pilot cities (New York, Chicago, and San Francisco). Second, GSA has
drafted a paper to clarify its position on crossover between and among the
FTS2001 and MAA contracts, which the FTS Commissioner has approved. This
paper states that with the transition to FT'S2001 nearing completion, GSA has
concluded that it is appropriate to proceed with determining when to allow
additional competition for FTS2001 services. As one of the first steps in this
process, GSA plans to present this clarification to industry for comment on

June 28, 2001.

Mr. Chairman, that concludes my remarks regarding the interim results of our
review of GSA’s ambitious MAA program. We will continue our work, focusing on
the barriers to timely MAA contract implementation and GSA's efforts to

® Three types of contractor crossover are envisioned between and among the FTS2001 and MAA
contracts: (1) where a local MAA service provider is allowed to cross over to offer FTS2001 long
distance services; (2) where an FT'S2001 contractor is allowed to cross over to offer MAA local
services; and (3) where an MAA contractor is allowed to cross over into an MAA city in which it
did not receive one of that city’s initial MAA contracts.

16
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surmount these barriers. In addition, we will more thoroughly evaluate the
management fees that GSA is collecting on these contracts, as well as the support

that GSA is in turn providing to agencies.

We would like to offer two observations at this time. First, there is a need for
greater transparency of the MAA contracts’ management fees. An opportunity
exists for agencies to make a more informed business decision on whether to buy
GSA’s management and administrative services or to perform these functions
themselves. However, because GSA does not disclose fee information to its
customers, they cannot make such fully informed decisions. In addition,
disclosing these fees would make GSA more accountable to agencies for the

amount of these fees.

Second, our work on the New York MAA indicates that AT&T and GSA have
different perspectives on the transition to date. Given the complexity and
newness of this implementation endeavor, some of these differences are
understandable. However, this situation also suggests the need for an increased

quantity and quality of communication between these two parties.

Mr. Chairman, that concludes my statement. I would be happy to respond to any

questions that you or other members of the Subcommittee may have at this time.

GAO Contacts and Staff Acknowledgments

For information about this testimony, please contact Linda Koontz at (202) 512-
6240 or by e-mail at koontzl@gao.gov. Individuals making key contributions to this
testimony included Scott Binder, Kevin Conway, and Mary Marshall.
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Mr. ToMm DAVIS OF VIRGINIA. Thank you very much.

Ms. Bates.

Ms. BATES. Mr. Chairman, thank you again for this opportunity
to appear before you today to discuss the Metropolitan Acquisitions
Program. In my remarks this afternoon, I will briefly address the
strategy, the results of the competitions, the implementation status
and our fees.

The collaborative effort that led to the development of the FTS
program strategy in the spring of 1997 occurred in the context of
the newly enacted Telecommunications Act of 1996. That strategy
gave us the framework for bringing the Government’s use of tele-
communications technology forward into this new century. The
MAAs were conceived for three purposes. First, they fulfilled the
MAA program goals of maximizing competition to provide the best
services and prices to Government users. Second, the MAAs were
the first ever competitions designed specifically for the deregulated
local markets. They provided an opportunity for public policy lead-
ership by FTS. We stimulated the development of competition by
offering government requirements to emerging metropolitan mar-
kets. Third, the program crossover provisions anticipated the intro-
duction of additional future competition to incumbent MAA provid-
ers.

Since 1999, we have awarded 38 contracts in 21 metropolitan
areas across the Nation with price reductions ranging from 30 to
70 percent. By the end of this year, we will have completed 28 cit-
ies. At that time, two-thirds of the Federal work force will be with-
in reach of an MAA with attractive prices and state-of-the-art serv-
ice offerings. Following on the heels of the acquisitions have come
the many significant challenges associated with implementation.
MAA implementation progress to date reflects the regulatory envi-
ronment under which the local services industry operates. This en-
vironment has been characterized by the need for labor intensive,
time consuming, site by site negotiations and problem-solving caus-
ing implementation delays.

The local competitive environment today has developed more
slowly than expected and is far from mature. The aspects of de-
regulation that have proved especially challenging for the MAA
Program include building access rights, resale of facilities, local
number portability and customer issues. Challenges associated
with contract initiation, contractor planning and customer-related
activities have required more time than we anticipated. In August
2000, we asked the GSA Inspector General to review the program
implementation. The IG recently issued their findings and sugges-
tions. We agree with their overall findings and will incorporate
their suggestions to improve our program.

Finally, let me comment on our fee structure. Local service is a
labor intensive operation, whether managed by FTS or a large pri-
vate business. Over the past 5 years, we have reduced our fees by
about 30 percent. In fact, MAA fees are lower than pre-MAA fees
in every city but one. Mr. Chairman, I believe the strategy that we
jointly crafted is as sound today as it was when we developed it
4 years ago. The MAA acquisitions continue to be successful in
terms of new providers, services and prices. We have brought ex-
plicit competition to the local market through multiple award con-
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tract vehicles. We have brought agencies real choice of providers
and we have state-of-the-art service offerings. We have taken the
lead in stimulating competition in the local arena and have gained
unparalleled and unique expertise as a result.

It is taking longer than we expected to achieve the benefits of
local services competition. We have more work to do. We are com-
mitted to staying the course with the MAA Program and to realiz-
ing the benefits the program has to offer.

Mr. Chairman, I look forward to your continued leadership and
support and I am happy to address any questions you have at this
time. With me today is Ms. Margaret Binns, Assistant Commis-
sioner for Regional Services. In that capacity, Margaret is the GSA
executive responsible for the MAA Program. She will assist me in
addressing questions you and the other Members may have.

[The prepared statement of Ms. Bates follows:]
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Mr. Chairman, thank you again for this opportunity to appear before you today to
discuss the Metropolitan Area Acquisitions Program (MAAs). In April you invited
me here to discuss the long distance component of the FTS telecommunications
program. Today | am here to report to you on the other component of the
program —local telecommunications services — a market/sector in which FTS is

seeking to stimulate competition.

In your invitation to me you addressed several important questions to GSA
regarding the MAA program. The answers to those questions are incorporated
within this written version of my testimony. With me today is Ms. Margaret Binns,
Assistant Commissioner for Regional Services. In that capacity, Margaret is the
GSA executive responsible for the MAA program. She will assist me in

addressing questions you and the other Members may have.

Mr. Chairman, the collaborative effort among the members of this committee,
industry, the agencies and we at GSA, that led to the development of the FTS
program strategy in the Spring of 1997, occurred in the context of the newly
enacted Telecommunications Act of 1996. That strategy gave us a solid and
flexible framework for bringing the Government’s use of telecommunications
technology forward into this new century. | have included as part of my
testimony the Statement of Principles drafted in 1997 (Attachment 1). As | stated

in my April testimony before you, we recognized then that maximizing
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competition should be our halimark principle. To achieve this, we called for
separate local and long distance competitions with mutual crossover options.
Those crossover options allowed for additional competition as those markets
evolved. The long distance acquisition became FTS2001 and the local services

acquisition became the MAAs.

In my remarks this morning | will address your questions about the MAA
program. Specifically | will address our strategy in the context of the MAA
program. Next, | will review the results of our MAA competitions held so far.
Third, | will delineate the regulatory and program challenges and the MAA
implementation status. Fourth, | will discuss our program coordination process.
Fifth, | will discuss our fees. Finally, | will discuss how we expect to be

positioned for continued future progress and success.

The Strategy and the MAA Program

The MAAs were develcped to ensure the best service and price to the
Government and to maximize competition. As a government procurement, the
MAA strategy offered the first opportunity for the government to use competition
to drive local service prices down, just as had been accomplished with long

distance services under FTS2000. Under FTS2000, though, for a time in the late
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80s and early 90’s we lagged behind the commercial price reductions being
achieved by large commercial users. We used the price redeterminations in
1992 and 1996 to turn that situation around, and now continue to set the pricing
pace under the FTS2001 program. That experience taught us that we did not
want to be in the same position behind commercial users in the evolving local
telecom market. In fact, we wanted Federal agencies to realize those savings

first.

Our assessment of the market was that competition would come first in major
metropolitan areas with large business populations. Industry was targeting the
commercial business opportunities in those areas and was building the
infrastructure there to deliver services. As we designed the MAA program, we
sought to leverage those plans and investments to the advantage of Federal
customers and agencies in those locations, and to establish price leadership for
local services right from the start. To do that we translated the competitive
techniques of the long distance program to leverage them in the MAA
competitions. At the same time, we made sure the MAAs were positioned to
establish a framework that could meet the evolving data services needs of our
customers well into the future. In this way we set out to achieve the program

goals of maximizing competition to provide the best services and prices.

The MAAs were designed not just to take advantage of competition, but also to

stimulate the development of competition by offering government requirements to
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budding metropolitan markets. The MAAs were the first-ever head to head

competitions designed specifically for the deregulated local markets — providing
an avenue for new market entrants in the form of sizeable government revenue
streams in each local market competed. Thus, they also provided an important

opportunity for public policy leadership.

Finally, the program crossover provisions are intended to enable the Government
to benefit from the additional competitive pressures created through the entry of
local providers into the long distance markets as well as other local markets
where they were not the incumbent providers. Similarly, crossover anticipated
entry of long distance providers into local markets. At the time the strategy was
developed, the Regional Bell Operating Companies (RBOCs) were permitted to
compete in other local markets and fully expected regulatory relief for entering
long distance markets to occur relatively soon. Likewise, at that time, providers
such as MCI Metro, TCG, and others were making large investments and were

moving aggressively into local markets.

So, the stage was set for the Government to stimulate this emerging competitive
local marketplace by fostering new entry into local markets. Mr. Chairman, we
jointly crafted a clear and coherent strategy for bringing the benefits of local
services competition to government users. And today, four years later, after
having put this strategy into motion, and even with the delay in the roliout of

competitive local markets, which | will discuss later, | am here to say as ! did two
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months ago about FTS2001 that we believe the strategy remains fundamentally
sound. Our goal of maximum competition to provide the best services and prices
is being realized and the strategy has proven to be flexible and able to respond
to the changes in the landscape we've seen over these last few years. Let me

now review our accomplishments in the MAA competitions.

MAA Acquisitions

Despite the unforeseen changes in the markefplace following development of the
strategy, Mr. Chairman, there can be no question that the MAA acquisitions have
been a great success. Since 1999, we have awarded 38 contracts in 21
metropolitan areas across the nation. Currently there are six distinct MAA
contract awardees competing in the program across those 38 contracts. Of
these six winners, two are competitive local exchange carriers (CLECs) and four
are incumbent local exchange carriers (ILECs). One of the ILECs competed and
won an MAA contract outside of its incumbent territory. So, we have achieved
the kind of competitive atmosphere we envisioned in terms of the number and

types of competitors within the program.

in every case, we have benefited from those competitive forces in being able to
drive prices down significantly. Our price reductions have ranged from 30
percent to upwards of 70 percent depending on the specific MAA and

telecommunications services. These savings are based on a comparison of
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awarded MAA contract prices versus pre-MAA prices. The pre-MAA prices were
already 10 to 15 percent below commercial prevailing tariff rales. And the largest
reductions have generally been found in the largest metropolitan areas where the
greater percentages of our customers are located. We have calculated that
these price reductions have the potential in the first 20 cities to save $1 billion for
our existing customer base during the life of the MAA program. The savings are
predicated on a model that computed the difference between MAA awarded
prices and the referenced prices (i.e., GSA pre-MAA prices or tariff), calculated
over the 8 year life of the contracts, using projected contract transition dates,

number of telephone lines, and potential growth in data requirements.

Of particular interest to those in the Washington, DC, area was one of our Phase
2 MAA competitions, the Washington Interagency Telecommunications Services
(WITS) program, which supports a very large base of 170,000 customers. The
WITS2001 acquisition resulted in a price reduction of 46 percent, and in addition
has resulted in transforming the program from a government-owned network tb a
contractor owned and operated infrastructure providing state of the art
commercial voice and data services to the many government users in the DC,

Northern Virginia, and suburban Maryland areas.

As a measure of that success, we have begun supporting the non-command and
control requirements of the Department of Defense (DoD), a brand new customer

to the WITS2001 MAA contract. DoD decided to transition 165,000 customers to
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WITS 2001 instéad of conducting a separate acquisition to replace its existing
contract for local service requirements in Washington. DoD estimates it avoided
$5 million in acquisition costs and reduced prices by 50 percent compared to its

previous contract.

We expect that our success in conducting the MAA acquisitions will continue as
the seven additional metropolitan areas we have under competition right now are
completed later this year (Detroit, Kansas City, Norfolk, Oklahoma City, Salt Lake
City, San Antonio, Seattle). When all 28 metropolitan areas have been
completed, close to two-thirds of the federal workforce population will be within
reach of an MAA contract offering with competitive prices and service offerings
positioned to meet future needs. Moreover, the dynamic vigor of the program is
already evident in the type of modifications we have processed for the awarded
contracts. These have included voluntary price reductions and the expansion of

geographic service coverage areas.

We have had significant success in the MAA acquisitions. However, following
the acquisitions are the many significant challenges associated with their
implementation. The implementation challenges closely track the slower than

expected pace at which competitive markets for local service are developing.
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MAA implementation Progress

In your letter you asked about the status of the three MAA phases and about the
effects of regulatory challenges on the program and on our ability to achieve the
program goals. Both the MAA acquisitions and the implementations have been
occurring within the developing marketplace for competitive local
telecommunications. Much of the work of implementation and many of the
associated challenges we have been working through are not unique to the
program but are common to the experiences of the industry and its customers,
government and commercial alike. So, the MAA program status reflects to a
great extent the regulatory environment under which the telecommunications

industry operates.

Keeping this background in mind let me address the specific status of the MAA
program by phase. Phase 1 of the MAA program, the first ever local services
competition, consisted of the initial three MAA awards in New York City, Chicago,
and San Francisco. As a pilot, this phase was intended to offer a preview of

what could be expected from a competitive local services competition.

New York City, Chicago, and San Francisco (MAA Phase 1) have transitioned 14
percent, 46 percent, and 70 percent of the MAA customers, respectively.
Program wide implementation challenges are centered on building access,

reselling of facilities, and number portability. Other implementation challenges
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are city specific. A complete assessment of the state of competitive local

services markets and MAA implementation is provided later in this testimony.

Phase 2 of the MAA program includes 18 additional MAAs. Of these 18,
Philadelphia is relatively new, and is still in the contractor planning stage. No
implementation has yet occurred there. Of the remaining 17 cities, 8 are at 25
percent completion or less; 3 cities are between 25 and 75 percent completion;
and 6 cities are at 75 percent or more completion (3 of these 6 have transitioned

all customers).

Phase 3 of the MAAs is still in the acquisition phase and we expect to complete
those acquisitions this year. Naturally, no implementation activities have begun

in Phase 3 yet.

As for your question about the MAA savings achieved so far, this is very difficult
to compute for many reasons. To conservatively calculate user savings, we have
compared the dominant price element that most of our users focus on, the
monthly recurring charges (or line rates) for telephone lines, using our pre-MAA
and MAA prices. The pre-MAA prices used to calculate savings were based on
current GSA prices or tariff pricing. On this narrow measure alone, we estimate
that converted user agencies accrue savings at a rate of nearly $4 million per
month. The majority of these savings, approximately $3.7 million, are due to the

WITS2001 contract, which is serving over 363,000 lines today. However, the



39

more than 16,000 lines we have put in service in the other MAA cities are
accruing savings at a similar per line rate, and we expect the savings to grow
proportionally as the number of MAA lines increases. Based on our early
success, we believe that the savings goals of the program will ultimately be

realized.

However, calculating savings accurately may be difficult for the following

reasons:

« Users may see savings based on monthly recurring line charges and
feature charges, but the exact number and types of lines and features may

change as the lines are converted from the old contract to MAA.

» Users may also realize savings in usage charges, both because usage
rates may be less and because fewer calls incur the charges, making

exact comparisons difficult.

« Users may also incur Service Initiation Charges to convert or add lines, but

the contractors may waive these if they choose.

The reasons for the mixed resulfs to date in Phase 1 and 2 MAA implementations
are many and varied. However, we distinguish between regulatory and program

challenges. | will discuss these challenges next by first outlining what we have
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learned about the current state of local services and the associated challenges
that has presented. Following that discussion | will describe our program-specific

challenges.

The State of Competitive Local Services Markets and MAA Implementation

Challenges

We all know that the pace of local services deregulation and the associated
development of competitive local markets have been much slower than
expected. That is clear to anyone who follows this business. The most recent
FCC statistics indicate that as of the end of last year, despite a 93 percent jump
in lines served in the preceding 12 months, competitive local exchange carriers
served only about 8 % percent of the telephone lines in the country. And that
was before the recent difficulties in the telecom capital markets and the resulting
spate of bankruptcies and consolidations in the sector. FTS and our customers
have been in the middle of this change and turmoil since the very beginning and
have gained some significant firsthand experience as a consequence. At this
juncture we are convinced by our experiences that the local competitive

environment today is far from mature.

Examples of areas where the state of local services competition has caused
significant implementation delays and which remain a challenge for all of us

include the following:
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Building access rights. While providing service to the outside of a building is a
critical facet of infrastructure deployment and delivering service, it is not complete
without provision of in-building infrastructure or access to what is already in
place. The labyrinth of rules associated with ownership of wiring inside the
building has provided ample opportunities for protracted delays between
incumbent LEC providers and MAA competitive LEC providers. Our experience
has shown that carriers will continue to contest last mile issues down to the last
inch. In any given building, we may find ourselves caught up in disagreements
between our contractor, the incumbent LEC, and the building owner. We may
need to negotiate with multiple parties to determine who owns what, whether
existing wiring is adequate and, if not, whose responsibility it is to make it so, and
if compensation is required, to whom and at what levels. Procedures for handoff
and responsibilities after handoff may need to be agreed upon. Then we must
coordinate tasks and schedules, all while minimizing disruption to our customers.
These negotiations have been time-consuming, contributing to delays in
implementation. And we in government are not alone in finding these issues
troublesome. For example, in the FCC’s Competitive Networks Proceedings,
which examined this area, over one thousand pleadings were filed with the FCC,
the most ever filed for an individual proceeding. This process began in July 1999
and only recently has the FCC finalized the initial rules for telecommunications
access to commercial buildings. But many of the issues are far from settled and

further rulemaking is planned.
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Reselling. Certainly not all MAA competitors could be expected to own facilities
throughout a competed metropolitan area. So, we expected that the new
entrants would offer a combination of services from their own facilities as well as
those derived from reselling facilities of the ILEC. This battle and the related
battles over access to the local loop have been the principal battlegrounds of
local competition nationwide. Extensive negotiations and coordination have been
required among FTS, the MAA contractors, and the ILEC to deliver the resold
services, and these efforts have resulted in delays. Furthermore, services resold
from the ILEC by the MAA contractor complicate troubleshooting and trouble
handling procedures. Across the industry, doubts about the economic viability of
resale have grown considerably, in sharp contrast to the views of a few years

ago.

Number Portability. In the local service arena, local number portability (LNP) is
a required feature of deregulation. LNP is intended to eliminate a key
disincentive to changing providers. It requires that numbers be portable between
carriers so the customer may switch providers without the inconvenience and

cost of changing phone numbers.
The availability of local number portability was a key criterion for determining

where we would conduct MAA competitions. However, while we have conducted

competitions only where number portability was scheduled to be available, as it

13
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turned out across the industry, implementing number portability has been very
difficult. The challenges and the time and effort have been greater than
anticipated. Implementing local number portability requires carefully coordinated
database changes and provisioning steps involving the customer, the new and
old service providers, long distance carriers, and the Number Portability
Administration Center (a private company which transfers customers’ telephone
numbers befween telephone companies). A complete and accurate telephone
number inventory is vital to insure continuity of service. Several database
“sorubs” are generally needed prior to LNP order commitments. Miscues at any
point can cause delays and technical problems leading to service outages or
non-functional phone numbers. We have experienced many of these problems
in MAA implementations, again a contributing factor in MAA implementation

delays.

Customer issues. While we have very attractive services and prices, changing
toc a new service provider can be daunting. Typically, existing telephone
equipment and provider arrangements have been in place for long periods of
time, and making changes introduces some risks. FTS understands this, and
we work diligently with our customers and industry partners to manage the

implementation process to minimize service disruption to our customers.
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In our non-mandatory environment agencies are not required to use the MAA
contracts, and deciding to do so usually requires exiensive coordination and
involvement on their part. However, we help our customers throughout the
decision process with price quotes, assessments of alternatives, risks, tradeoffs
and benefits. In many cases transition requires significant or complete
equipment replacement (including the telephone instrument itself), cable and
wiring changes, retraining personnel on new equipment and services, re-tooling
order processes and trouble reporting, and establishing new service provider

relationships.

Needless to say, it is easy to see why customers might view this process as a
daunting one, despite our best efforts to smooth their path. As a result, for some
customers this is not a course they prefer, and is in fact one of the difficulties that

are part of the fundamental market change we are experiencing.
Program Specific Implementation Challenges

Clearly the regulatory environment has had a major impact on MAA
implementation progress. In addition there have been program-specific
challenges that have contributed to the implementation delays. Such challenges
have generally been associated with the activities that follow each MAA award.

There are three major stages of post-award activities:
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¢ Contract initiation
¢ Contractor planning and deliverables

¢ Customer involvement and buy-in

The first stage, contract initiation, involves considerable coordination between
FTS and the contractor. In addition, roles and responsibilities are established for
FTS and contractor teams. This stage includes issuing the formal notice to
proceed, updating the ordering and billing system and price analysis tools with
the final negotiated prices and other contract administration data, establishing
FTS contract fees, and establishing the contract management structure. At this
stage the contractor is staffing critical project management, technical, marketing

positions and is responsible for identifying its local team in the MAA city.

This same process must repeat itself with each contractor, in each MAA. Care
must be taken since actions taken by either the contractor or FTS in an individual
MAA must be assessed for national program implications. Because multiple
awards have been made in multiple cities at nearly the same time, this process

has taken significantly longer than anticipated.

The second stage, contractor planning, includes activities largely to be performed
by the contractors with FTS oversight and approval. They must submit various
deliverables to FTS, including implementation plans, infrastructure build out

plans, proposed tariff filings, plans for identifying and handling state and local
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taxes, marketing plans, and other related documents. This stage also has taken
longer than expected for a variety of reasons in each MAA. Tax issues,
infrastructure build out, and time required to deliver acceptable planning
documents have been particularly time consuming, and in some cases have
stalled MAA implementation for extended periods. In addition, while some
contractors have used more or less uniform approaches across multiple MAA
contracts, other contractors have provided very different approaches from one

MAA contract to the next.

In the third stage of post award activities, customer involvement and buy-in, the
agencies may select an MAA contractor after MAA contract holders are given a
fair opportunity to be considered for work. This process is managed by FTS in
consultation with the agencies. FTS typically must coordinate wider agreement
on the MAA contractor selection among multiple agencies at each building or
campus served by an MAA. This is needed in order to implement the most cost-
effective government-wide solution for delivering telecommunications services to
those locations. Once that coordination is accomplished, agency orders may be
issued. FTS then works with both the customers and contractors to plan,
schedule, coordinate and execute the cutovers. Delays in any of these three

stages can and have caused extensions to overall project schedules.

In summary, both regulatory and program activities have been significant sources

of implementation delays. However, iet me emphasize that while | have
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separated implementation activities and delays into those related to the
regulatory environment, and those related to the MAA program, the lines
between these activities are not so clearly drawn. Many MAA program issues,
such as contractor build out, tariff filings, tax planning, and others are also very
closely tied to the regulatory environment. Likewise, for example, the customer
issues associated with the new regulatory environment are also very closely tied
to the establishment of the new MAA program. Consequently, the nine months
we anticipated would be needed to address these activities have been
insufficient to resolve many of the problems encountered by all parties involved —

industry, customers and FTS.

To address these and other implementation challenges, over the last year FTS
has strengthened MAA national program management, centralizing responsibility
for issues with broad program implications. Legal and contract management
support has been increased significantly. National focal points by region and by
industry partner help maintain a consistent national perspective for decisions and
for communications. MAA pricing analysis tools have been enhanced to better
support fair consideration, business case development and customer buy-in.
Substantial effort has been devoted to communication and cooperation between
the GSA Public Building Service and FTS throughout the country, and resulted in
issuance of a joint policy on access to buildings and MAA implementation and
development of a national licensing agreement with one of the MAA companies.

Early efforts to share lessons learned in the first cities facilitated the work of other
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regions and leveraged experience. Today, all regions are now involved in MAA
implementation, most with multiple cities, and all industry partners have awards
in multiple regions. With this initial learning curve behind us, and a large
baseline of knowledge and experience with this new environment in place, we
expect implementation to be smoother and faster as we complete implementation

and as additional cities are added to the program.

FTS MAA Program Coordination

FTS developed the MAA goals and strategy with the advice and counsel from
industry, customers, and this committee. From inception, through proposal
evaluation, contract award, and implementation, FTS regional offices have been
an integral part of the MAA program. While the MAA program is managed
nationally, it is implemented locally at the regional level, placing decision-making
and project management authority close to the customer. Therefore from the

outset of the program regional participation has been critical.

To ensure MAA program consistency, the Program Management Office (PMO)
was created to provide nationwide coordination of the MAA Program. In
particular, the PMO provides coordination between the FTS regional offices and

the FTS headquarters in their various program roles.
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FTS headquarters offices are responsible for the solicitation development,
evaluation, contract award and support for implementation activities. The FTS
regional offices are responsible for developing city specific requirements and for
front-line post-award implementation activities including managing the process

used to select among MAA contract awardees.

During implementation, the PMO provides program guidance and oversight to
FTS headquarters, regional personnel and industry partners. Since this is a
national program, communications and coordination among all three are

essential to ensure program continuity and consistency.

The following is a list of post-award activities performed by the PMO in

conjunction with the headquarters, regional staff and industry partners:

e Conduct post award conferences

e Support customer outreach and marketing efforts

+ Provide and maintain customized relational database for MAA pricing
« Coordinate rates and billing interface requirements

« Coordinate and facilitate resolution of contract interpretation issues

e Coordinate contract modifications with national contracting officers

« Monitor and report on implementation progress

20
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Most importantly, regular communication is maintained by the PMO via
scheduled or issue specific conference calls to track progress, identify issues,
and resolve implementation problems. Regional and headquarters personnel
work closely with the PMO on contract interpretation, scope, modifications, and

other issues that have program-wide implications.
GSA Fees

In your letter you also asked about our fee structure. Basically, the total cost to
the customer for service is a combination of the MAA contractors’ price and FTS
direct and indirect costs. Direct costs consist of personnel providing customer
support, while indirect costs consist of acquisition support, national and regional
management, General Management and Administration (GM&A) allocations, and
financial systems for billing, invoicing, and inventory. These costs are spread

across the MAA customer base in each MAA.

FTS has overall responsibility for the MAA program. In this role we provide thé
following value-added capabilities and functions:

¢ National MAA Program Management

e Acquisition and Contracts Management

¢ Customer Accounts Management

o Full Life Cycle Services Management

¢ Transition and Implementation Manaygement

| have included separately with my testimony a list of functions (Attachment 2).

21
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Clearly, based on the services required of and provided by FTS, one indisputable
fact associated with providing local telecommunications services and a
nationwide local program is that it is resource intensive. This was true even
before adding the complexities of deregulation. Part of our response to the
difficulties encountered with implementation of the MAA contracts has been to
apply additional resources to get problems fixed and projects moving. FTS is ak
fee for service organization. We do not receive directly appropriated funds.
Instead we add a fee to the contractor payments made by our customers from
their appropriated funds to recover our actual costs incurred in administering the

program.

Local service is by its very nature a labor-intensive operation whether managed
by FTS, a federal agency, or a large private business. Local services involve the
myriad physical cables and wires that connect the individual subscribers’
telephones and computers to a telephone company’s central office, then to the
public switched network. The churn of daily office activities directly affects
management of local service: office moves, new employees, changes in
individual responsibilities, promotions and retirements, etc. Any and all of these
activities can result in rewiring, telephone number moves and changes,
establishment or discontinuation of service, ordering or canceling features, and

other significant changes.

22
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FTS provides skilled contracting, technical, and management resources to
develop, implement, and manage contracts that supply the local loops, local
transport, inter-exchange access for FTS2001 services, and customer telephone
equipment of various kinds. FTS personnel serve as the customer advocate and

act as the liaison and facilitator with the MAA service providers.

Even with the resource requirements of the MAA program, we have been
working hard to match the dramatic success of our price reductions on many
MAA contracts with significant reductions in our fees. We are working to reduce
our costs and, in turn, the fees we charge our customers. We have a track
record of doing so since the outset of the non-mandatory local services program.
Over the last 5 years we have reduced our fees by about 30 percent and we are

committed to being vigilant in driving costs down in the future.

Despite these reductions, however, the much lower service prices achieved in
the MAA acquisitions mean that the percentages represented by the fees have
increased. For example, if we charged $5 on top of a $25 monthly phone bill in
the past, that represented a 20 percent fee. Now, if we charge a dollar less, or
$4.00 on a $10.00 phone bill, the fee becomes 40 percent. Thus, at first glance,
an actual decrease in fees of 20 percent can erroneously appear to be more than

a two-fold increase.
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Expressed as percentages, fees vary from 25 to 80 percent, but in actual dollars
the range is from $2.50 to $6.00 per line. These represent decreases from pre-

MAA fees in all but one city. | have provided fees by city in Attachment 3.

Nevertheless, from the customer and taxpayer's perspectives, total costs are
dropping dramatically. In San Francisco, for example, the monthiy business line
rate including our fee has been reduced from $28 to about $8. Other

metropolitan areas also show bottom line costs dropping significantly.

Positioned for the Future

Based on the acquisition successes and the hard fought implementation
progress we have had, we believe there is no other program better positioned to
meet the future local competitive environment than the MAA program. We
continue to hold competitions, work as hard as we can to attract customers to the
program, install and implement services under our contracts, refresh and expand
the offerings available to our customers, and stimulate additional competition

through the program crossover feature.

Crossover, in particular, remains a powerful tool that we are using in the local
markets to stimulate additional competition. This is especially true in markets
with a single awardee, like New York City, where the first crossover award was

made in March. We had opened the first three metropolitan areas for crossover
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and were evaluating multipie proposals for crossover modifications in Chicago
and San Francisco and expecting to receive more in the coming months.
However, as the result of recent questions and issues from industry, and in
response to the interest of this committee, we have put further crossover action
on hold for now. As | mentioned in the earlier hearing, we will actively seek
industry input. We are once again working with the Industry Advisory Council
(IAC) Telecom Special Interest Group to facilitate broad industry input on our
current crossover plans and to ensure all interested parties have a chance to
participate. The first formal meeting is scheduled with that group in about two
weeks, and | will be listening closely to the remarks of your industry panel

members today.

Of course one of the key ingredients to our success in the past has been our
active customer involvement. We are also engaged on the issue of crossover
with our customer “board of directors”, the Interagency Management Council

(IMC). We intend to involve them every step of the way.

Finally, we have been working closely with GAO in their review of the MAA

program and appreciate their comments and any others that the Members of this

Committee may have.
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Conclusion

Mr. Chairman, as I've said already, despite the slow pace of market
development, | believe the strategy we jointly crafted is as sound today as it was
when we developed it 4 years ago. The MAA acquisitions continue to be
successful in terms of new providers, services and prices. We have brought
explicit competition to local markets for the first time ever through multipie award
contract vehicles. We have brought agencies real choice of providers, and we
have state of the art service offerings to satisfy the needs of a modern and

increasingly sophisticated government customer base.

We have been challenged in delivering services by the still developing local
telecom market and a complex program. It may take longer than anyone
expected to fully achieve the benefits of local services competition and we have
more work to do. However, we cannot afford to turn back the clock and retreat to
the days of the single monopoly provider. We have taken the lead in stimulating
competition in the local arena and have gained unparalleled and unique expertise
as a result. We have developed a set of contracts with attractive prices, the
promise of considerable savings, and the benefits of advanced service delivery
platforms to meet future needs. For this reason, we remain committed to the
MAA program and its competitive structure, and intend to make adjustments as
necessary to reflect changes in the market place as required to enable our

customers to obtain the best services possible.
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Mr. Chairman, | look forward to your continued leadership and support and | am

happy to address any questions you have at this time.

27



57

Attachment 1 Contract No. GSOOT99NRD2002

16 Principles

J.10  DEVELOPMENT OF FTS PROGRAM GUIDING PRINCIPLES

Prior to the release of this RFP, extensive exchanges of information and views took place
among Congress, Executive Branch agencies, and industry. These exchanges included
formal Congressional hearings, open public meetings, letters and other written materials, and
private meetings arranged under the auspices of Congressional oversight committees.

J.10.1 Statements of Principles Released February 18, 1997 and April 4, 1997

A set of general principles intended to broadly guide the development and implementation of
the FTS telecommunications program emerged from these exchanges. These principles are
intended to convey the consensus that emerged between the Legislative and Executive
branches. Attachments J.10.1-1 and J.10.1-2 reproduce the two documents that encapsulate
these principles. These attachments are provided for information purposes only.

The principles represented in Attachments J.10-1 and J.10-2 have been incorporated, using
contractually-correct terms, in the appropriate sections of this RFP.

The Government expects that agencies acquiring local service for non-MAA locations below
the threshold (referred to in Principle 15.8 of Attachment J.10.1-2) will follow established
contracting principles and examine all options, including FTS2001 contractors, MAA
contractors, and other potential providers, including their LECs.

J.10.2 Forbearance Period

Following the release of the documents represented in the above attachments, further
discussions resulted in the emergence of one further point of consensus, as follows. No
contract modifications for optional local services in an MAA area will be executed to an
FTS2001 contract or an MAA contract before one year after the relevant MAA award. In
addition, no contract modifications for optional local services in a non-MAA area will be
executed to an FTS2001 contract or an MAA contract before one year after any competitive
award of such services. Similarly, the Government will not execute contract modifications to
an MAA contract for optional long-distance services before one year after the initial
FTS2001 award.

J.11 INFORMATION EXCHANGE GUIDE

The Information Exchange Guide is provided as a part of this contract.

J-431
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Contract No. GSOOT9INRD2062

Attachment J.10.1-1
Statement of Principles Released February 18, 1997

Federal Telecommunications Service Program
Statement of Principles
Page 1 of 2

FTS Program Goals

1. Ensure the best service and price for the Government
2. Maximize competition

Program Strategy

In general, the Government’s goals will be met by:

Multiple, overlapping, staggered contracts

Comprehensive and niche contracts

Awarding minimum revenue guarantees (e.g., $1B in FTS2001) to vendors that compete and win
Leveraging the Government’s large traffic volumes

Aggressively pursuing Metropolitan Area Acquisitions (MAA) and other opportunities to maximize
competition

Specifically, the Government will:

s Award multiple contracts for FTS2001

+«  Award MAA contracts in multiple areas, multiple contracts may be awarded in any particular arca
at the option of the Government

*  Award niche contracts {e.g., wircless) to focus competition where and when needed

»  Later, award multiple FTS-TS contracts for requircd end-to-end services, timing of award is at the
discretion of the Government

Required and Optional Services

i Pranspar

FTS2001 Contracts MAA Contracts
Required services Required services
Network transport Local loops
Local access Local transport
Optional services Local access
Local transport Optional services
Local loops Network transport

J-432
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Contract No. GSOOT99NRD2002

Attachment J.10.1-1
Statement of Principles Released February 18, 1997 (Concluded)

Federal Telecommunications Service Program
Statement of Principles

Page 2 of 2
For FTS2001 and MAA Contracts

1. Vendors must bid required services.

2. Vendors must meet all requirements specified in the appropriate RFP (e.g., technical specifications and
price structures).

3. The vendor may choose to offer services from owned facilities or as a reseiler. The Government’s
evaluation of services offered will be facility-neutral.

4. Compliance with the RFP requirements for the required services and evaluation of the unbundled prices

for the required services, using the traffic medels provided by the Government, will serve as the sole
basis of the contract awards.

S. The Government’s sole obligation under any contract will be to meet the minimum revenue guarantees’
(e.g., the Government does not plan to manage a revenue or traffic distribution among the contracts).

6. Contractors (i.e., vendors who have won either an FTS2001 or an MAA contract) may offer optional
services. Contractors determine which specific optional services to offer. Contractors determine when
(i.e., at time of submission of proposals or anytime during the contract life} and where to offer optional
services.

7. Optional services must meet all requitements as specified in the appropriate RFP (e.g., optional local
transport service offered by an FTS2001 contractor must meet the technical specification for local
transport in the MAA RFP).

8. Prices, whether offered for required or optional services, must comply with the price structures contained
in Section B of the appropriate RFP (e.g., optional local transport service offercd by an FTS2001
contractor must comply with the price structure for local transport in the MAA RFP, optional network
transport service offered by an MAA contractor must comply with the price structure for network
transport in the FTS2001 RFP).

. Individual price elemeats (i.c., unbundled prices) are required for all required and optional secvices.

10.  Contractors may also offer bundled prices. The price structure will allow fixed discounts for optional
bundles offered by the contractor. (This is structurally similar to the scenario based discounts used in the
FTS2000 Year 7 Price Redetermination.) However, the sole basis of contract award is per item 4 above.

11.  MAA contractors may elect to offer any MAA-required service, on an optional basis, outside of the
awarded MAA area,

12.  MAA contractors may offer in-region network transport services (and submit technical and price
information) on a contingznt basis for ordering immediately upon regulatory approval.

Note: Principle 12 above was deleted and replaced by a new Principle 12 in the document released on
April 4, 1997 (Attachment J.10.1-2).

J-433
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Contract No. GSOOT39NRD2002

Attachment J.10.1-2
Statement of Principles Released April 4, 1997

The following principles supplement the 12 Principles issued on 18 February 1997.
Original Principle 12 is hereby deleted and replaced with the foliowing new Principle 12:

12, The contract duration of the FTS2001 and MAA will be the same. Specifically, the contract duration
for the FTS2001 and MAA contracts will be 4 base years and 4 one year options.

13. No work will be contracted for under any FTS contracts that is prohibited by any federal or state laws.
14. There are no minimum revenue guarantees (MRGs) for optional services.
15. Award process for MAA contracls:

15.1 The Government will issue a request for qualification statements to which interested vendors
may respond. The Government will use the standard RFP structure to enumerate its requirements.
Specific price inft will not be req d by the Government as part of the qualification
process. Vendors may submit qualification statements at any time. However, the Government
will specify a due date for qualification statements for each specific MAA. The Government
reserves the right to re-examine its requirements or require re-qualification.

15.2 The qualification statements will be required to address, in appropriate detail, the Government's
requirements. The qualification statemnents must state the specific NPAs and NXXs in which the
vendor is seeking to be qualified.

15.3 The Government will evaluate the qualification statements. Vendors who are qualified wiil be
placed on an MAA Qualified Vendor List.

15.4 The Government will conduct competitions for each of the designated MAAs. The Government
will specify the MAA-specific requirements, as well as the traffic model for that MAA, in an RFP
issued for each MAA.

15.5 Vendors on the MAA Qualified Vendor List may respond to the MAA RFP. Proposals shall include
a price proposat based on the traffic model, an MAA-specific transition plan, and a proposal
responsive to any other requirements unique to the specific MAA.

15.6 Based on an evaluation of the MAA-specific proposals, the Government will award a contract(s)
and an MRG(s) for that MAA.

15.7 In areas designated as MAA areas, agencies will typically participate in the MAA-specific
competition to be conducted. However, an individual agency may elect to compete its
requirements prior to the conduct of the MAA.

1434
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Contract No. GSOOT99NRD2002

Attachment J.10.1-2
Statement of Principles Released April 4, 1997 (Concluded)

15.8 In areas not designated as MAA areas, the Government will conduct a competition for services
in that area and will accept proposals from any firm on the MAA Qualified Vendor List. The
Gavernment may elect not to conduct such competitions for requirements below a specified dollar
threshold. This threshold will be determined at a later date by the GSA with input from the IMC
and will be sat to ensure that the Government's cost do not exceed the possible savings.

Optional services (i.e., for long distance services or for local services in other areas) may be offered
under the following conditions:

16.1 Only contractors {i.c., those companies with either an FTS2001 or an MAA contract) may offer
optionai services.

16.2 Optional services may be added to the contract as modifications within the scope of the FTS2001
and MAA contracts.

16.3 The Government will not require service or geographic ubiquity on any optional services.

16.4 MAA contractors seeking to offer Jong distance services will submit prices, as well as a
technical/management response based on the FTS2001 RFP, which will be evaluated in the contract
modification process.

16.5 MAA contractors seeking to offer Jocal services (i.c., in arcas other than their awarded MAA
area) will submit prices, which will be evaluated in the contract modification process.

16.6 FTS2001 contractors seeking to offer local services will submit prices, as well as a qualification
statement based on the MAA request for qualification statements, which will be evaluated in the
contract modification process.

16.7 Any contractor may offer optional services in an area after the competition is completed for
that area.

J-435
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Attachment 2
FTS Value Added Activities

National MAA Program Management

e program management and oversight

+ ensure nationwide program consistency

+ regional coordination and communication

+ exercise forbearance options

* technology assessment

« program planning and strategy

s resclve contract interpretation issues

* resolve contract disputes and discrepancies
* modify contracts

s audit actions and technical support

Acquisition and Contracts Management

« Contract administration

« identify contract interpretations issues to national contracting office

* initiate contract disputes and discrepancies to national contracting office
» initiate contract modifications

+ delegate COTR authority

« delegate GDR authority

* technical support

* review all contract deliverables

e pre and post award customer outreach

* price analyses

» audit actions

» contractor relationship maintain liaison with National Program Management Office

Customer Accounts Management
s electronic billing, invoicing, inventory
+ electronic order processing
« financial management and reconciliation

Life Cycle Services Management
* customer consultation
* requirements analysis
* customer training
« day to day trouble resolution
s system configuration/upgrades
e vendor coordination
« configuration and inventory management
* contractor relationship (e.g. Winstar license agreement)

Transition and Implementation Management
e fair consideration analysis
* pre-cutover planning
* on-site cutover support
+ post-cutover testing and acceptance
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Mr. ToM DAvVIS OF VIRGINIA. Thank you. Ms. Bates is welcome.
I also want to recognize Steve Perry, the new head of the General
Services Administration who is in the audience. Congratulations on
your appointment and your confirmation. We look forward to work-
ing with you. Your staff is doing a good job.

Louis, you are on.

Mr. DEFALAISE. Thank you.

Members of the subcommittee, I appreciate the opportunity to be
here on behalf of the Executive Office of the U.S. Attorney’s Office
and for the 93 U.S. attorneys.

We are very concerned as a consumer with telephone operations
for our several hundred locations, our offices and connected loca-
tions throughout the country, all the way to Guam where we have
to usually call at 6 p.m. because it is 8 a.m. there.

Our concern to our personnel, the approximately 5,000 Federal
prosecutors and litigators, is that they primarily be free to do what
they are being paid to do and that is prosecuting cases and litigat-
ing on behalf of the Government. Their only concern when they
pick up the phone is that there be a dial tone and reliable service.

From the central operation point, since we have a very deliberate
policy of keeping our headquarters personnel very low so that we
can put more people into the field, we are concerned about being
able to get a turn key operation where we can buy the service and
expertise so that our staff doesn’t have to deal with it and the
price. Obviously the more resources we can save from an oper-
ational side is more money we can spend doing what we are intend-
ing to do, protect the public weal.

We have had a number of offices that have completed the transi-
tion to the MAA carriers. In our experience, we have had a few
technical difficulties in a couple of instances where there have been
delays and my staff advises me in terms of the types of infrastruc-
ture and regulatory questions that existed, that this is not unusual
in terms of what we experienced in the past. We are constantly up-
dating our systems, doing it all over the country so we seem to be
in a constant process of change and we encounter these things
quite often.

The one good thing we can say about this program in the one lo-
cation where we now have sufficient data to analyze the cost im-
pact is that it has been highly successful. That is in the Islip loca-
tion in New York where I am informed we had been paying $35
a month a line and now we are down to about $10 to $12 a line.
So while we are interested in the issue of what GSA is charging
us, the savings has been so great in that location that we are very
pleased by the results and the outcome. By the fact we can take
it as a turn key operation, we don’t have to have additional num-
bers of staff to deal with these issues directly but all of these serv-
ices are provided to us by the GSA.

We have had some difficulties in a couple of locations, but I have
been informed by our staff we think those are manageable ones.
With the request that the longer statement be included in the
record, I would be happy to answer any questions.

[The prepared statement of Mr. DeFalaise follows:]
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Statement of Louis DeFalaise
Acting Director
Executive Office for United States Attorneys
United States Department of Justice
Before the Subcommittee on Technology and Procurement Policy
Committee on Government Reform
June 13, 2001

Mr. Chairman and Members of the Subcommittee on Technology and Procurement

Policy:

Thank you for the opportunity to share with you the United States Attorneys’

experience with the Metropolitan Area Acquisition (MAA) program.

The Department of Justice supports the MAA program’s goal, which is to provide
government agencies the best local and regional telecommunications services at the best
price while maximizing competition for services. Under the MAA program, GSA
provides for competition among telecommunications companies in individual contracts
in various metropolitan areas across the country. We are pleased to provide you with
information to assist you in reviewing the transition to MAA carriers and in analyzing the

overall implementation effort.

The Department of Justice is comprised of many offices throughout the world,

including the United States Attorneys Offices in 93 federal judicial districts. The U.S.
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Attorneys Offices, widely dispersed and of varying size, have acquired experience with
the conversion of existing telephone services in their offices to GSA MAA program
providers. As of today, several United States Attorneys Offices have completed the

transition to MAA carriers. Several others are in the process of transition.

The Department of Justice and the United States Attorneys look forward to the
MAA program as a vehicle to provide increased opportunities to receive quality
telecommunications services at reduced costs over current charges. Each contract in this
program appears to provide comparable services at significant discounts from existing
costs. The conversion to MAA providers has been slow in certain locations, but these
delays have not been unexpected. As with most telecommunications implementations,

there are problems that result in both anticipated and unexpected delays.

What problems have impacted your ability to transition in MAA program cities?

If we take the New York region as an example where the incumbent telephone
company was not the MAA provider, we can see that there have been delays because of
several factors, none of which was a surprise. The first and most obvious factor relates
to the congested state of existing telecommunications infrastructure in the city and the

adjacent localities. In the New York area, both underground facilities and building
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points of entrance are congested. As a result, no matter what services have been required
in the New York City area, there have been delays in receiving them. Although there has
been a rush to enlarge capacities to deliver the increasing demands for bandwidth, the
demand has outpaced the ability of telephone companies to expand the underground

cable/fiber infrastructure.

Another vivid example of the consequence of increased demand for existing
facilities is the disruption of the streets in Washington, D.C., caused by
telecommunications companies. Throughout the country, other factors, including the
demand for switch ports and limited resources in densely populated areas, also affect the

pace of transition.

Adding to the problem of infrastructure facilities is the lack of basic infrastructure
systems within most older buildings — including U.S. Attorneys Offices — in densely
populated areas of the country. Where this occurs, even if service is available at the
entrance of a building, it is not unusual that there would be no duct space available or
inside wire capacity remaining for the service to be brought into the controlled space of a
U.S. Attorneys Office. These problems are less pronounced in less populated areas. In
the New York region, for instance, it was possible to install the MAA dial tone in the

new courthouse in Islip without the aforementioned delays. The courthouse was a new
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structure and the lead times were adequate. There was no issue related to a lack of
facilities, since new facilities were required to service the building and were installed

during the construction phase of the building.

In your view, has there been consistent communication between national GSA and the

regional offices on contract administration?

It is very difficult to gauge the consistency of communications between national
and regional GSA Offices on contract administration. The Department of Justice and
United States Attorneys have a very positive relationship with GSA headquarters. The
United States Attorneys, since they are geographically dispersed, have closer
relationships with their regional GSA offices. In any event, the United States Attorneys
are always seeking to reduce costs associated with running an office, including the
delivery of dial tone service. They consistently press GSA for assistance with MAA
service and pricing. United States Attorneys have found that the GSA Regional offices
to be supportive of the MAA. That indicates to us that GSA leadership at the

headquarters level is supportive, as well.
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Has GSA, in its regions, been able to resolve transition difficulties in a timely manner?

‘While it is difficult to define what is “timely” when it comes to resolving
telecommunications transition problems, in most instances, the answer would be “yes.”
For those problems that have been within GSA’s control, the resolutions have come
rapidly. One example occurred during the loss of long distance services doring the
Denver transition; long distance was restored within a day or two. Other locations report
the transition to have been seamless, for the most part, with minor problems rapidly
resolved. In Islip, for example, the MAA lacked the required switch capacity. Service
nevertheless was provided in a timely manner and did not delay the move into the new
facility. As mentioned previously, for older facilities with typical telecommunications
infrastructure deficiencies, delays have occurred. In White Plains, New York, GSA has
not had control over the speed at which the vendor could augment the capacities required
to rcsolve a problem of insufficient port capacity. Nearly 18 months ago, the MAA
vendor discovered that it lacked adequate ports to deliver the intended service to the
White Plains United States Attorney's Office just days before the intended cutover.
Service is now expected to transition within a month or two. On the other hand, in one
location, service quality has been so poor that the United States Attorney’s office has

requested GSA to reverse the transition.
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What recommendations would you make to GSA to improve the program in MAA

cities?

United States Attorneys use GSA-provided telecommunications services in nearly
every city in the United States. As a result, regional GSA offices maintain inventorics of
United States Attorneys’ circuits, and possess full costing data for those locations. It
would be beneficial if GSA would prepare cost comparisons up-front to demonstrate the
level of savings that the MAA program could provide a particular office for equivalent or
improved services. This simple step, if taken in advance of a promotional visit to a U.S.
Attorney's Office, would reduce the amount of time needed to make a decision and to

effect a transition.

In our experience, marketing should always stress the potential for overall
government savings and value, rather than just best cost. Some regions do a better job of

marketing in this manner than others, but all are using marketing effectively,

To date, has there been a net cost savings to user agencies? Do you believe the goals
of the program are on track? Do you believe GSA is providing the appropriate level of

service in exchange for the contract management fee that it is charging?
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Using the New York region as an example, for the United States Attorney in the
Islip courthouse, the overall cost savings reflect at least a sixty-five percent reduction

from costs at the former locations in Hauppauge and Garden City.

Despite the problems inherent (o the entire telecommunications industry, the
scarcity of facilities that make up the infrastructure supporting the program, and delays
that accompany large service transitions, the program is moving ahead at a predictable
rate. Large telecommunications transitions often take time to ramp up. The MAA is no
different. The progress of FTS2000 was slow to start and — like the MAA - picked up
speed as the program matured. Naturally, the Department of Justice would like to benefit
from lower prices immediately, but in reality we realize that it will take some time to

achieve the cost savings we expect.

In many cases, the GSA management fee is not clearly indicated in line rate
quotes. The Department’s goal -- to obtain the highest quality telecommunications at the
best cost -- can be achieved, using the MAA program, as long as the rates charged are
significantly lower than existing prior ratés for similar services. The GSA fee added is
not as important as the value added services they need to provide along with lower
overall costs. The value added services GSA provides are invaluable for transitions that

are often extremely complex. GSA must assure the customer that, when the cutover is
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performed, the service will work. When compared to the pre-MAA cost of a telephone
- line charge, and for management of number portability alone -- coupled with the overall
savings in line chm;ges -- it appeats that the service charge GSA receives is reasonable.
However, the Department of Justice does not have adequate information to assess the
actual percentage of markup that GSA applies to cover its management fees in each

MAA jurisdiction.
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Mr. Tom DAVIS OF VIRGINIA. Thank you.

Commander Day, thank you for being with us.

Commander DAY. Mr. Chairman, distinguished members of the
subcommittee, the Coast Guard took advantage of the GSA MAA
Program when we learned of its existence through GSA, region II
in New York in July 1999. A thorough review by my staff, which
is responsible for the telecommunications services in the New Eng-
land Region, basically found the pricing was extremely attractive
compared to the services we had before. On average we acheived
a 76.5 percent savings on our analog telephone lines.

Based on those indicated recurring savings, I initiated action to
move with our MAA Program with region II. We started in the Oc-
tober 1999 timeframe and started moving forward with the contrac-
tors in cutting over Coast Guard lines. Our extensive command
post in Staten Island, NY, has roughly 751 lines servicing that
area.

We did have some problems. There were problems during the ini-
tial transition and recurring problems over a period of 4 or 5
months we had minor outages here and there but then we did have
one major outage in April 2000 which required some attention by
both GSA personnel as well as the contractor at the time. I had a
joint meeting with these personnel, and requested understanding of
the severity of the potential impact on Coast Guard operations. We
requested rapid resolution. We had very good communication be-
tween all three parties. I was able to get things cleared up in terms
of a pathway to make sure we no longer had these types of issues.
Within a 2-day period, all the problems had been resolved. Since
that time period, we have experienced essentially 18 months of
very good service under the MAA Program and are experiencing
savings of $150,000 per year recurring, which is why I started this
initiative.

That is all I have. I appreciate the opportunity to speak before
the subcommittee and I would be happy to answer any questions.

[The prepared statement of Commander Day follows:]
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Good afternoon, Mr. Chairman and distinguished members of the Subcommittee. It is a
pleasure to appear before you today to discuss Coast Guard participation in the General
Services Administration’s Metropolitan Area Acquisitions program.

In July 1999, GSA Region Two in New York announced the award of the Metropolitan
Area Acquisition (MAA) contract to AT&T communications. United States Coast Guard
Electronic Systems Support Unit (ESU) Boston, having responsibility for Coast Guard
telecommunications systems support in the New York region, reviewed the services and
pricing made available from this contract. Comparison of MAA contract pricing against
the recurring billing for existing Bell Atlantic (the provider for Coast Guard units in New
York at that time) indicated that MAA offered the Coast Guard significant recurring
savings. ESU Boston entered into discussions with GSA Region Two to implement
MAA for Coast Guard commands in New York. The facilities to be serviced included
our primary New York command (Activities New York) located at Fort Wadsworth on
Staten Island, Coast Guard offices located at the Battery Building on Manhattan, and
several Coast Guard vessels and units located in the MAA area.

The recurring cost savings that would be achieved by utilizing the New York MAA
contract are indicated below:

Pre MAA Prices MAA Price  $ Savings % Savings
(Bell Atlantic Service)

Analog Line Service $23.48 $5.51 $17.92 76.5%
Digital Line Service $26.30 $13.03 $13.27 50.5%
Voice Mail Service $ 4.00 $ 1.57 $ 243 60.1%

(Services are per line per month)

Based on the indicated recurring savihgs, ESU Boston initiated action in September of
1999 to move all New York-based Coast Guard units to the MAA contract.
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Transition planning commenced in mid-October 1999 with initial cut-over occuiring at
the beginning of November 2000. Numerous problems occurred during the initial phases
of the fransition that included recurrent failure of the primary cireuit connecting the
Staten Island commands to the AT&T primary switching location. The resulis of these
failures impacted the reliable operation of Coast Guard operational and administrative
telephone services including primary Search and Rescue (SAR) lines. ESU Boston
escalated the response to these outages to both GSA and the AT&T contractor.
Numerous technical difficulties, including poor response to central office switching
problems, were cited as the primary cause of problems and delays in resolution. The
maximum outage incurred was a period of 16 hours from April 3 — 4, 2000. During this
period GSA and the MAA contractor routed key SAR lines to cellular telephone numbers
provided by the United States Coast Guard.

As a result of the problems experienced, ESU Boston requested a meeting between GSA
Region Two, the AT&T MAA contractor, and personnel from affected Coast Guard
units. The impact on critical Coast Guard operations caused by the outages was
reinforced and a detailed strategy to ensure reliable final completion of the MAA cutover
was sought. The meeting was held on May 3, 2000. Senior management from GSA
Region Two and AT&T (including AT&T’s Assistant Vice President for Government
Markets) assured the Coast Guard that all of the technical difficulties had been identified.
A senior engineering team had been dedicated to resolve all issues, and final cutover and
resolution of problems would be completed within the week. Within days a majority of
the problems were resolved to Coast Guard satisfaction. Since final trapsition, New York
area Coast Guard facilities have experienced extremely reliable telecommunication
services and prompt response to requests for new services or problem resolution.

A total of 751 Coast Guard telephone lines were transitioned to the New York MAA
contract. The Coast Guard has accrued an annual recurring savings of approximately
$150,000 per year as a result of the transition to the MAAA contract from the prior Bell
Atlantic service.

Thank you for the opportunity to relay the Coast Guard’s experience regarding the GSA’s
Metropolitan Area Acquisitions program today. I will be happy to answer any questions
you may have.

(]
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Mr. ToM Davis OF VIRGINIA. Mr. DeFalaise, I understand you
have a time issue, so let me ask you a few questions.

Can you comment further on the situation in which you have
asked transition to be reversed and what are the service problems
you have had in that instance?

Mr. DEFALAISE. I understand those included such issues as
dropped lines where we didn’t get a dial tone or the connections
failed; there was some crossing of lines and a number of other tech-
nical difficulties. This was in one section of an office. This was a
particular location so we stopped the conversion for the larger part
of the office and asked for a reversal on that particular setup until
the problems were solved. It seems it is more a matter of technical
difficulties that need to be resolved.

Mr. Tom DAvVIS OF VIRGINIA. Do you think it would be helpful if
we allowed vendors to market directly to your regional facilities?

Mr. DEFALAISE. The way the U.S. attorneys offices are set up,
because the telecommunications expertise is mostly in our Wash-
ington office, I think the results would be pretty much as they are
today. Either we find there is something new to be done or some
cost savings at the Washington end and go out to our offices or
they get offers and come to us asking us to evaluate them so I don’t
know that procedure would change that much. It is pretty much a
cooperative effort between our technical people in our Washington
office and our field offices. For presentations, I suspect at some
point the field offices would call in and ask our Washington people
to come and help evaluate them anyway.

Mr. Tom DAvis OF VIRGINIA. Do you think the lack of cost com-
parison data made it difficult for you to encourage regional offices
to transition?

Mr. DEFALAISE. It certainly would be much easier to encourage
the regional offices if we could tell them up front what the cost
comparisons were and what they might save in overall operations,
so yes, that would be a very attractive feature if it could be done.

Mr. ToMm DAvIS OF VIRGINIA. It is a new program and obviously
it is going to have its problems getting started and getting the bugs
out but I think that sheds some light.

Let me turn to GAO for a minute. Estimated cost savings in the
MAA cities is actually quite high. They set a pretty high goal for
themselves, do you agree with that?

Ms. KOONTZ. Yes.

Mr. Tom DAvVIS OF VIRGINIA. You note in your testimony total
cost savings is an estimated $1.1 billion over 8 years. What impact
have significant transition delays had on the actual cost savings to
agencies or do you think they are just delayed?

Ms. KoonTz. It is difficult, at this time, to project what the im-
pact is going to be on total MAA savings. The GSA originally pro-
jected $1.1 billion. To the extent you have delays it limits the
amount of savings you can realize within an 8-year period. How-
ever, the estimate GSA put together was based on existing busi-
ness they have under contract. The potential for business may ac-
tually be much greater than that and if the program is able to ex-
ploit this larger amount of business, it could be that savings would
be greater over the 8 year period. We haven’t yet been able to
quantify what the impact has been thus far.
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Mr. Tom DAvIS OF VIRGINIA. Clearly if it started faster, you
would get more savings?

Ms. KooNTZ. Yes, you can only get savings after people are on
the program.

Mr. ToM DAvIis OF VIRGINIA. Given some of the difficulties that
have been encountered, if you would move ahead and not be ready
for it, then you are better off waiting, so I guess the chapter is un-
written.

The up-front cost of transitioning along with the often unantici-
pated cost of provisioning of new telecommunications equipment is
cited as a barrier to transition. Do you follow me? In your view,
should GSA have better prepared agencies for these costs? Aren’t
these additional costs likely to lower overall cost savings?

Ms. KooNTz. It is true that the savings estimate does not include
one-time transition related costs like service initiation charges, any
termination fees you have on other contracts, and equipment modi-
fications that need to be done. For that reason, that will reduce the
amount of potential savings available over the 8 years.

Under the FTS2001 contracts, GSA was able to plan in advance
and collect money from the agencies in order to cover these kinds
of transition fees. This did not happen this time and as we under-
stand it, some of the agencies have cited this as a barrier to
quicker implementation because they do not have the money budg-
eted to take care of these one-time transition fees.

Mr. ToMm DAVIS OF VIRGINIA. GSA has stated it is moving forward
to phase 3 contract awards this year. In your view, are there steps
GSA ought to be doing to improve the MAA Program before it
moves to phase 3 and what would those be?

Ms. KOONTZ. As you know, our work is continuing, we are not
done yet but I think we do have one observation that is based
largely on what we did in New York. This is not rocket science by
any stretch of the imagination but what we saw there was a real
need for improved communications particularly between the MAA
contractors and GSA. When you talk to each of the parties, you get
quite a different impression of what is going on and I think that
indicates there is a need for increased quantity and quality of com-
munications.

One thing we noted in New York was that the GSA region there
does not conduct routine scheduled meetings with the contractors
to identify, discuss, and track problems that come up, although this
is done in other regions. That might be one thing the GSA region
could do.

Mr. Tom DAVIS OF VIRGINIA. Thank you.

Mr. Turner.

Mr. TURNER. Ms. Koontz, the GSA is providing basically manage-
ment consulting services. Would an agency have an option to se-
cure that kind of assistance from some other source and perhaps
be able to have another option in terms of their local service?

Ms. KOONTZ. Built into the MAA Program are two types of serv-
ices that you can get from GSA, that is why there are two different
fees. One of these fees, the full service fee, is for GSA assistance
in ordering and billing. Agencies can decide if they prefer to deal
more directly with the contractor on those issues, and they can do
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so more economically, they can do that and avoid the fee. That is
one possible option they can pursue.

The other option may be that because MAA is not mandatory,
agencies can use any other contract vehicle if any are available but
also they can choose to procure their own services, buy tariff serv-
ices, or to run their own procurement if they believe the services
provided under the MAA contracts are not as economical as if they
did it on their own.

Mr. TURNER. I noticed today we have raised a lot of issues re-
garding the GSA’s implementation of this program but has your in-
vestigation in this area allowed you to take a look at how aggres-
sive individual Federal agencies have been with regard to pursuing
options or dealing with the GSA? It seems to me it could be that
part of the problem we are seeing here is not solely on the GSA
shoulders but perhaps on the shoulders of agency personnel who
don’t put this as a great priority in terms of what they are doing
at their particular agency.

Ms. KOONTZ. Because we have only focused on the New York
MAA at this point, I don’t think I could generalize on that point
at this juncture.

Mr. TURNER. What kind of activities do we have to really encour-
age the agencies to move aggressively with regard to taking advan-
tage of the services provided by GSA or, in the alternative, to pur-
sue other alternatives on their own? What is it that builds a fire
under them to say this is something that is going to save some
money, you need to move on it, get with it and spend some time
on it, that this needs to be a priority in your agency?

Ms. KOONTZ. One of the things is already present in the MAA
contracts. I think you heard the agency people testify to the fact
that the prices are quite good under those contracts. The data we
have seen, even inclusive of the fees, it is much more favorable in
many cases than any other existing vehicle.

It seems to me if that isn’t sufficient to entice Federal agencies
into the MAA Program, I don’t know what would be.

Mr. TURNER. As a percentage, what percentage of the Federal
agenc?ies do we know have pursued participation in the MAA Pro-
gram?

Ms. KoonTz. I don’t know.

Mr. TURNER. Ms. Bates, do you know?

Ms. BATES. I don’t know the specific percentage.

Mr. TURNER. Can you give me some indication? Do we have the
vast majority of our agencies trying to participate or working with
you or do we have the vast majority of them still out there not wor-
ried too much about utilizing the services you are providing?

Ms. BATES. I will try and set the stage for you, sir, by example.
Within the Washington metropolitan area our WITS Program,
which is the MAA in Washington, we have significant participation
by the Federal agencies, including the Department of Defense. I
would say within Washington, which I might mention the WITS
Program, the transition is complete, we have significant participa-
tion.

In the other areas, because of the nature of this program, it is
local service and it is managed locally in many cases much as my
colleagues here at the table have stated, so the decisions are made
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locally and in small unit levels. To date, as a rough order including
the Washington area, we have 215,000 lines converted to MAA and
most of that is in Washington.

I think our challenge in the future is getting out the word by
talking to the Interagency Management Council, the local Federal
executive boards, really spreading the word on this program be-
cause as I stated in my oral testimony, by the end of phase 3, we
will have an MAA program within the grasp of the majority of the
Federal agencies and it is the responsibility of FTS/GSA to make
sure that awareness is out there so people can take advantage of
that opportunity.

Mr. TURNER. Thank you.

Mrs. Jo ANN DAVIS OF VIRGINIA [assuming Chair]. Ms. Bates, I
have a question for you. Can you tell us about the fair consider-
ation process, what qualifications does GSA consider during the
process, and is this process clearly defined to the vendors?

Ms. BATES. Fair consideration is a process used to determine in
a multiple award contract, which we have several within the Met-
ropolitan Area Acquisition Program to determine which of the
awardees would receive a specific set of business. The criteria is
contained in the request for proposals and in the contract which
says that fair consideration can be conducted one of three ways.
The first way is to assess, after the requirement has been defined,
take that requirement and match it against the price tables assum-
ing the technical qualifications are met, and that is the case most
of the time, and look at the price tables in the MAA. I need to re-
mind you that we do have out year pricing so that we do have price
tables, so one can easily assess the total price of that specific re-
quirement. That is one way.

A second way is to take the requirement and form it into a task
order and ask each of the multiple awardees to respond with a
technical and cost proposal. The third is for any of the companies
at any time to come in and lower their prices and enter. No. 1 and
No. 2 are the methods we are using. I believe the process is very
well defined to the industry.

With regard to our customer agencies, I think this is a new proc-
ess to the telecommunications environment coming off a monopoly
environment into a deregulated environment and multiple award
contracts. This is a new process for our customers and we have had
to spend time working with them to ensure them that we go
through this process and that it is completed.

Mrs. Jo ANN DAvVIS OF VIRGINIA. I think I have time to ask you
one other question.

Back to the fees. I believe Ms. Koontz said the fees are on several
levels, so the agency could determine if they could save more
money and wanted to do the work themselves. I think I understood
in the testimony that you don’t disclose your fees? How would the
agency know if they could afford to do it better themselves or how
much money they would save? How can they know how to make
an informed decision if you don’t disclose your fees to them?

Ms. BATES. Let me state that our fees are embedded in the bills
the customers receive. We have never made an attempt to my
knowledge to in any way not disclose those fees to customers as we
sit down and talk with them in terms of evaluating alternatives.
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Mrs. JO ANN DAVIS OF VIRGINIA. Let me butt in there just a sec-
ond. If your fees are embedded in the bills, that is after the fact,
they have already made the decisions?

Ms. BATES. Right.

Mrs. Jo ANN DAVIS OF VIRGINIA. So are they told what the fees
are up front before they make their decision?

Ms. BATES. Yes.

Mrs. Jo ANN DAVIS OF VIRGINIA. I guess that is not what I was
hearing in the testimony. Maybe I should go to Commander Day.
Were‘)the fees disclosed to you by GSA when you made your deci-
sions?

Commander DAY. They were embedded in the bill.

Mrs. Jo ANN DAVIS OF VIRGINIA. By embedded in the bill, are
they spelled out.

Commander DAY. This is before and we know they are there be-
fore we enter the agreement.

Mrs. Jo ANN DAVIS OF VIRGINIA. Are they spelled out dollarwise
or percentagewise so you do know exactly before you make your de-
cisions what you are going to be paying?

Commander DAY. The exact dollar amount, I have not been
shown. I do know a percentage of the recurring fee for phone serv-
ice is related to GSA overhead which we consider as the manage-
ment portion of our fee, so I don’t have to manage the billing, I
don’t have to manage the vendor. It is sort of expected that is the
amount they utilize for the personnel necessary to oversee these
contracts. We know they are in there. The exact amount, I have not
been shown.

Mrs. Jo ANN DAvis OF VIRGINIA. Not the exact dollar amount,
but do you know the percentage?

Commander DAY. Yes, ma’am.

Mrs. Jo ANN DAVIS OF VIRGINIA. You do know the percentage in
advance?

(}Jlommander DAy. The exact percentage, I have not been privy to
either.

Mrs. Jo ANN DAVIS OF VIRGINIA. Mr. DeFalaise.

Mr. DEFALAISE. I will double check and get back to you on this
but my general understanding is we are aware there is an embed-
ded fee, we do not know in advance and it would be nice to know
in advance the specific overall cost of GSA fees, but we will nearly
always eventually learn what the actual costs of these fees are is
after the fact. I will double check and if I am wrong, I will get back
to you but that is my understanding at this time.

Mrs. Jo ANN DAVIS OF VIRGINIA. Ms. Bates, if they choose to let
you do the managing and go with your fee and after the fact get
the bill and find out what your fee is and decide they can do it
cheaper themselves, can they drop you and do theirs at that point?

Ms. BATES. Yes. I would like to add that in my previous answer
to your question, while I stated yes, the fees are known, it is not
our intent to hide the fees and if we are not being as forthright in
every case with our customers as we should, we will definitely take
that as a corrective measure.

Mr. ToMm DAVIS OF VIRGINIA [resuming Chair]. One of the cited
factors that seems to be impairing MAA implementation progress
has been contractor performance which has resulted in untimely
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service delivery and service outages in some cases. In some cases
it is not even the contractor’s fault, it is just transition through
other things they have to do.

What steps have we taken to try to hold the contractors account-
able for their performance and prevent the recurrence of these
problems and are there other context issues where you have to
hook up with other lines and so on, building access as you men-
tioned? What role is that playing?

Ms. BATES. You are right when you state that each issue is dif-
ficult. I think we have to keep in mind here that we really are
plowing new ground. The competition in the local market is new,
it is new to everyone. We have broken the price barriers in the
market and we are plowing new ground. It is local. Each situation
stands on its own and can be quite lengthy. I won’t attempt to go
into any of that.

Our first goal has been to really get the barriers, the problems,
whatever it is cleared up so we can all get on with the implementa-
tion. As we get into these situations, there are very few, if any,
that we can ever say this is a problem with you that you are totally
accountable for, there is no one else involved in that. Many times,
it is very entwined in a lot of issues as you have acknowledged.

I believe our contractors are doing their best. They are a good set
of contractors and they too are plowing ground. We are making it.
As far as contractor performance issues in the true legal and con-
tractual area, at this time, we have not chosen to pursue them.
However, the door is always open for that.

Mr. Tom DAvis OF VIRGINIA. What is the relationship between
GSA’s current local service contracts and the rate stabilization
agreements and the MAA contracts for local services? Are these
being allowed to expire and those requirements moved to your
MAA contracts or are you exercising contract options or otherwise
extending those agreements?

Ms. BATES. The Rate Stabilization Program was put into place
several years ago prior to deregulation when in our attempt to
manage the program and bring lowest prices to the government, we
negotiated with the local services provider at that time to stabilize
the rates over a given period. Those are with the traditional pro-
vider and are single award by definition.

It was our program intent to have the MAAs in place to let the
rate stabilization programs expire and move over. We have had to
extend some of those because of the delays in the MAA implemen-
tation. That is the program goal.

Mr. ToM DAVIS OF VIRGINIA. The MAA contracts are awarded out
of GSA’s national headquarters office but they are administered
and implemented regionally?

Ms. BATES. Correct.

Mr. ToMm DAvis OF VIRGINIA. What guidelines have you estab-
lished for the regional contract administrators to ensure some uni-
formity in the process or are they given great flexibility and are
their particular management or administrative practices used by
one region with greater success that you have promoted for use
elsewhere?

Ms. BATES. This is one of the areas of centralized management
with decentralized operation, a lesson we have learned since the
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beginning of the MAA Program where we have made significant
changes since the beginning to where we are now. While the serv-
ice is delivered locally, we have learned it is very critical to the pro-
gram to have centralized program and project management. We
have instituted that and Ms. Binns here is responsible for the pro-
gram nationwide. She has people on her staff dedicated to manag-
ing and operating this program. Within our regions, we also have
people identified for the implementation, the specifics, the day to
day implementation of that program.

Our contracting people have a similar structure in place where
we have centralized contract oversight and administration at our
headquarters level led by Mr. Al Olson, our Assistant Commis-
sioner for Acquisition; we have contracting officers in the regions
to carry out the necessary day to day contracting activities. This
has evolved over the last 2 years. I think we are well positioned
at this time to do that.

Communications as alluded to earlier is always a challenge even
though we are in the communications business, telecommuni-
cations or communicating with one another. We have taken steps
to improve that communications so that we can freely identify
problems, make sure they are known to everyone in a timely man-
ner, have far more communications with our industry partners and
our customers in terms of the day to day implementation as well
as making the decisions in order to proceed with the program.

In this particular area, I think we have implemented significant
change since the beginning for a very positive effect on the pro-
gram.

Mr. ToM DAVIS OF VIRGINIA. In your view, how is the marketing
of the MAA contract supposed to work? What are GSA’s respon-
sibilities and what do you view as the responsibility of the MAA
contractor? How does the fair consideration process factor into mar-
keting to customers and the processing of customer service orders
and if an MAA contractor were to commit the time and resources
to develop a customer and were that customer to place orders with
GSA for services from that customer, could the GSA fair consider-
ation process then preempt that customer decision?

Ms. BATES. That is a lot of questions rolled into one. Let me take
them one by one.

The marketing concept, I view marketing as customer awareness
and getting the information out about the program to make sure
the agencies can make that choice. I think that is the responsibility
of the GSA, FTS, as well as our industry partners. We need to get
out the word about this program, particularly because it is local
and decisions are made locally.

It is not just good enough to talk to the department level of an
agency. We have to get and reach the entire customer base, very
localized in nature and I think this is critical that both the indus-
try as well as FTS does that.

We have to be mindful though of our customer wishes. Some cus-
tomers do not prefer to be contacted locally, some prefer the na-
tional level, some may be at a mid level, so there is no formula.
Clearly I think it is all our responsibility to get out the word about
the program and program awareness.
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Regarding fair consideration, this doesn’t extend just to the MAA
Program. Fair consideration is a very important and integral part
of a multiple award contract environment. It is so integral, it is the
law as Linda would remind me. It is our responsibility to conduct
fair consideration regardless of which industry partner will identify
the requirement and the agency then chooses to bring it to the con-
tract. We conduct fair consideration and there is no guarantee or
predetermination as to which industry partner would get that busi-
ness.

That is a problem that extends far beyond MAA but really goes
to the heart of multiple award programs. I think the integrity of
that process is key to the entire government acquisition process.

Mr. ToMm DAvVIS OF VIRGINIA. We have had delays in implementa-
tion and you are a lot smarter now than when you started this. We
all are. Given all that, do you still think you can achieve the $1.1
billion savings originally contemplated? If you are not sure, you can
get back to us.

Ms. BATES. I will get back to you.

Mr. ToMm DAvIS OF VIRGINIA. I would like you to go back and take
a look. I think one of the problems we have had is we have set un-
realistically high expectations and time periods at the very begin-
ning.

Ms. BATES. I agree.

Mr. Tom DAvis OF VIRGINIA. And a lot of unintended con-
sequences result, particularly with telecom. We are seeing that not
only with you but you see this in the private sector. Any company
moving in has the same kind of thing. For that reason, we would
like to know where we are.

Ms. BaTESs. We will do that.

Mr. DEFALAISE. Mr. Chairman, if there are any other questions,
I would be happy to answer them but otherwise, could I be ex-
cused?

Mr. ToMm DAvis OF VIRGINIA. I am going to yield to Mr. Horn for
any questions. Otherwise, you can leave with our blessing and
thank you for being here.

Mr. HorN. This is a question to all of you. Looking back on GSA
over the current contract and were your needs met when new
equipment came on the line and what does that mean in terms of
the next few years? Would you get the kind of communications
equipment that you need to get? If you could give me a feeling for
did you have a problem when new equipment came on board?

Mr. DEFALAISE. In our situation, we are fortunate that our tele-
communications staff, although very small, is very aggressive in
looking for ways to improve the services and to cut costs. In addi-
tion to the roughly 65 percent or more savings that we have at
Islip in New York, we got a better product. We went from analog
to digital and we also got voice mail that we did not previously
have.

To this point, we have gone to GSA because the perception has
been that they were meeting our needs, giving us a significant sav-
ings in cost potentially. As I said, we have only been able to evalu-
ate it for one site because we don’t have the data from the others
and the quality and level of service we got as a turn key operation,
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we just went to them and said, we want to pay less, pick it up and
hear a dial tone and we have been favorably impressed so far.

There have been delays in several locations but they have been
within expected parameters of infrastructure and regulatory con-
cerns.

Mr. HORN. Thank you.

GAO is a customer of GSA, I take it, right, despite your fine,
across the board bluebooks, you are a patient of GSA, correct?

Ms. KoonNTz. I don’t know whether GAO is a customer of GSA
for the MAA contracts. I am sure Sandy knows but I don’t.

Ms. BATES. They are.

Mr. HORN. It is nice to know who is doing what but the issue
of new, innovative technology, does that come on board so you have
access to it or has that been a problem?

Ms. BATES. The program is structured and the resulting con-
tracts are structured very much to focus and include tech refresh.
That is what it is all about when we talk about long term contracts
and flexibility. Definitely the framework is there. We have seen it
come on, particularly in the case of WITS in the Washington met-
ropolitan area.

Many of the agencies as they transition not only in Washington
but in other locations have chosen to upgrade their service or re-
configure to provide greater technology. That is one of the program
benefits, to transition and also get something more and the low
prices we have been able to get through competition has allowed
that in many cases. Agencies have been able to do more with less.
I think that is very, very positive and often gets lost when we talk
about other issues.

Mr. HORN. Commander, I am curious when you are at sea and
when you are in port, does that take a different type of equipment
you need based on salt water or whatever?

Commander DAY. No, sir. This is primarily focused on our shore-
based1 facilities. Many of them are just as critical as our under way
vessels.

Mr. HORN. Does the Coast Guard have a satellite system so they
can communicate?

Commander DAY. We are using commercial satellites as well as
some military satellite but this is not part of the offerings coming
from this program. We have taken advantage of some of the new
technology coming available under MAA. It has increased service
capability, particularly with the digital telephone offerings. That is
part of the draw for us to go there because of not only the prices
but it is refreshing technology which I would not be able to refresh
with my own service funds at that time.

Mr. HORN. Are you responsible for computer security or is GSA
responsible for that?

Commander DAY. I am responsible for computer security and the
1con(liputer system operations within my region which is New Eng-
and.

Mr. HORN. Does GSA have a unit that can help you on the com-
puter security situation or do you have your own group?

Commander DAY. I have my own group and we have not inves-
tigated or seen services available from GSA regarding that. There
are other computer related services I am aware of but we are not
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takirig advantage of those at this time, telecommunications pri-
marily.

Mr. HOrRN. How about GAO, do you have your own unit on com-
puter security or does GSA do it for you?

Ms. KoonTz. I don’t know.

Mr. HORN. Let’s have a block in the hearing and get a letter from
GAO on that question.

Ms. Koontz. OK.

Mr. Tom DAvVIS OF VIRGINIA. Mrs. Mink, any questions?

Mrs. MINK. The effort on the part of government to try to save
money and it appears from the testimony of a number of witnesses,
there is the potential of quite a bit of savings if we can get all the
Federal agencies into this combined cooperative telecommuni-
cations effort.

Up to date, you have been in this thing for 2 years, 1999, 2000
and this year. What would you estimate to be the total cost savings
thus far based upon the areas you have been successful in con-
gregating into this system?

Ms. BINNS. It is very difficult to quantify with a great deal of
precision.

Mrs. MINK. How about a ballpark?

Ms. BATES. I would say we are saving right now about $1 million
a month which includes the Washington area MAA. That consists
of about 215,000 lines.

Mrs. MINK. Aside from the cost factor which must be appealing
to the agencies, is there any other benefit they would derive by
participating in the MAA?

Ms. BATES. I believe there are several other benefits they would
get. First of all, they would get the benefit of competition and we
have brought competition in the local market for the first time.

Mrs. MINK. Would you explain how you brought competition into
the local market?

Ms. BATES. The MAA Program, one of the driving factors was
furthering public policy in the area of deregulation in the local
market. These are the first acquisitions that were designed to go
out and take advantage of that deregulation and see if there was
competition in the local market and perhaps to stimulate that.

We offered the government’s requirements and put them out
there. We indeed found that there is competition out there and it
is very real. So our customers have the benefit of the competition
and also of choice which they have never had before. We have been
in a monopoly, regulated environment and they have not had the
choice. That 1s very, very positive. I think it is a little more than
just cost reduction. It is breaking the barrier of the cost in the local
market that we have brought.

Also, the MAA Program, as GSA regional services has always
done, has offered the customer total service. Because the decisions
are locally made many times, the people in our customer agencies
have many other duties and rely on GSA/FTS to make decisions for
them or help them make decisions. Our staff stands ready to help
them make those choices, make technical decisions, recommenda-
tions and to assist them in any way.

Another important factor is this isn’t one of those situations
where once the service is installed, FTS walks away from the cus-



88

tomer. We are there with the customer troubleshooting, operations,
maintenance, managing our contractor, all the way until that cus-
tomer disconnects that service. It really is a life cycle service and
management.

Mrs. MINK. So when you estimate cost savings, do you include
the additional staff that may be required in order to do all the
servicing you just described?

Ms. BATES. When we calculated the cost savings of the $1 billion,
we did not include all of those elements. Basically, what we did is
looked at what our customer base was paying today and what they
would be paying in the future under this program. Being optimistic
people, we also factored in significant growth and that growth was
factored in on both sides of the equation.

Mrs. MINK. When you assess the management fees, do you in-
clude these additional costs that are experienced by GSA and FTS?

Ms. BATES. Not directly in computing the savings. I view that as
our fees and I want to tell you, we are talking about fees that
range from $2.50 a line to $6 a line. That is just to put the frame-
work there. The value that GSA adds is that we are doing this so
our customer agencies do not have to do it. I would pose that we
are very good at what we do. We have experience, we have learned
many times through the school of hard knocks so perhaps we are
more efficient than others might be.

The truth is, with our customer agencies having gone through
down sizing and right sizing, many of them are focusing on their
core agency mission and their acquisition and technical people are
doing the same. So they rely on us to do that.

Mrs. MINK. Thank you, Mr. Chairman.

Mr. ToMm DAVIS OF VIRGINIA. Mr. Turner.

Mr. TURNER. The MAA Program has been implemented in 30-
some cities and in 8 of those cities only 1 contractor was announced
by GSA. Could you tell us why there was only one contractor and
does this not take away from the idea that there is competition in-
herent in the program you are administering?

Ms. BATES. In many of those instances, there was competition.
It was not just one company proposed and one company being
awarded. There was competition. The results of the competition
dictated that it was appropriate to award the contract to only one
provider. The Federal acquisition regulations as they relate to mul-
tiple awards provide guidelines in terms of when it is appropriate
and relative to technical and cost proposals of each of the bidders.
In the cases where we made a single award, it was appropriate for
only one contractor.

Mr. TURNER. Do you have the option of adding the contractors
later? How does that work?

Ms. BATES. Yes, sir. If you recall, one of the principles of the pro-
gram is the crossover. While we have focused in past hearings on
the discussion of crossover between long distance and local and
local to long distance, part of the crossover allows MAA providers
to crossover into other locations. I think this is a strength of the
program because where we did have a single award because of the
situation at the time, it does not preclude our customers from hav-
ing choices and multiple award as we move ahead with crossover.
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Mr. TURNER. Ms. Koontz, this kind of hearing is oftentimes a lit-
tle frustrating when we have a story that says contracts that were
supposed to be implemented over 9 months have taken much
longer. We are told the problem is the regulatory environment
makes it difficult. I know in New York there was a legal problem;
you’re looking at potential management problems in GSA or wheth-
er the agencies are not aggressive enough, or whether contractors
aren’t performing but I have not yet had a sense to the apportion-
ment of that blame. Is it primarily the contractors that are drag-
ging their feet or is it the GSA? Who should this committee point
to and say you need to do a better job?

Ms. KoonNTz. It is probably premature for GAO to say exactly
where the blame lies in any of this. If it is anything like FTS, there
will be plenty of blame to go around probably.

We have not completed our work yet and many of the issues we
presented today, we have been unable to nail down at this point
in time. It is not possible for us to really talk about what rec-
ommendations for the future should be.

Mr. TURNER. I am sure the chairman will be diligent in keeping
a watchful eye on all those groups.

Mr. ToM DAVIS OF VIRGINIA. Ms. Davis.

Mrs. Jo ANN DAVIS OF VIRGINIA. Understanding we are not far
enough along yet to determine about fees, 84 percent seems rather
high to me, as a businesswoman, for a fee. I am curious what do
the agencies get for 84 percent versus 28 percent on the low end?

Ms. BaTES. First, I would like to address the percentage. I think
to characterize the fee in terms of percentage of the line charge
presents somewhat a distorted picture. If our fee is $2 and the line
charge is $40, as it was in some cases pre-MAA, that is a fairly low

ercentage. If post-MAA the fee remains $2 and the line charge is
55, that percentage is different and it presents a distorted picture.
In many cases, that is what we are dealing with where we had a
line charge that was up here and now is down here.

By the same token, I don’t mean to imply that we are not manag-
ing the fee or concerned about the makeup of that fee. That is why
I think through management of our operating expenses, our fee has
gone down 30 percent in the last 5 years and we are continuing to
look at it. FTS being a nonappropriated fee for service organization,
and nonmandatory, you can well imagine like any other good busi-
ness person, I need to keep a strict eye on my operating expenses
and I am doing that actively. We can always look for suggestions
to improve.

What value do we get or how do we earn that fee? As I stated
earlier, we manage the customer through the life cycle from the be-
ginning of the requirement all the way to the time they discon-
nected. We provide acquisition support, put the contracts in place,
do the follow on contract management and administration, which
in this particular market is always a challenge and requires top
notch, highly skilled individuals.

We also provide consulting services to the customer in helping
them define their requirements and to look at the solutions and
evaluate those. This requires technical people up on the latest tech-
nology.
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We also do the day-to-day operations of operating much of these
switches and services where we are looked to as the provider in the
case of many Federal buildings where we are providing service to
all the tenants within that building. We are their provider, they
look to us.

We also do the troubleshooting that is required anytime there is
a system glitch or there is a problem. The troubleshooting extends
back to the equipment to the long distance carrier or whatever.
Our customers look to us, when they have trouble they call us and
ask us to ferret it out. We do that, that is why we are there.

We also provide billing services and a consolidated bill. We take
in the bills and provide the bill to the customer and validate the
bill in conjunction with the customer. So we really are a total serv-
ice provider. It takes the responsibility and much of the technical
burden off the customer by doing that. I think my colleagues here
have indicated they have taken advantage of those services.

Mrs. Jo ANN DAvIS OF VIRGINIA. If two Federal agencies were
getting the same service from you, would their fee be the same?

Ms. BATES. If they were getting identical services, yes.

Mrs. Jo ANN DAVIS OF VIRGINIA. The percentages are different
because they may use two different carriers, so their line charge
may be different but your fee would be the same even though the
line charge is different?

Ms. BATES. Right. The fee is not at all related to the cost. If a
line charge is $2 or $3 in a given city, the fee is the same. Within
the same city, it is the same. It can vary between locations because
our cost base is different.

You recall the fee is intended to recover all of our direct and indi-
rect operating costs. I wanted to be accurate and not mislead you.

Mr. Tom DAvis OF VIRGINIA. The Sprint bridge contract expired
June 6, I didn’t hear what happened to it.

Ms. BATES. It expired, we did not extend the contract. The tran-
sition is completed relative to Sprint to Sprint transition. The tran-
sition period has ended and all of the traffic now and services on
Sprint is being billed under FTS2001.

Mr. Tom DAvis OF VIRGINIA. Thank all of you for being here
today.

I will let you step down and welcome our second panel to the wit-
ness table. We have John Doherty of AT&T,; James Payne of
Qwest; Randall Lucas of Verizon; Jerry Hogge of Winstar and
David Page of BellSouth.

[Witnesses sworn.]

Mr. Tom DAvIS OF VIRGINIA. I would ask you to take about 5
minutes and summarize your comments. We have read your state-
ment and have questions based on it.

We will start with you, Mr. Doherty, and move down the line.
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STATEMENTS OF JOHN DOHERTY, VICE PRESIDENT, AT&T
GOVERNMENT MARKETS; JAMES F.X. PAYNE, SENIOR VICE
PRESIDENT, GOVERNMENT SYSTEMS, QWEST COMMUNICA-
TIONS; RANDALL L. LUCAS, VICE PRESIDENT, SALES, FED-
ERAL MARKET, VERIZON FEDERAL INC.; JERRY HOGGE,
VICE PRESIDENT, GOVERNMENT SOLUTIONS AND EN-
HANCED SERVICE PROVIDERS, WINSTAR; AND DAVID PAGE,
VICE PRESIDENT, FEDERAL SYSTEMS, BELLSOUTH BUSI-
NESS SYSTEMS

Mr. DOHERTY. Thank you for holding today’s hearings to discuss
GSA’s Metropolitan Area Acquisition Program. AT&T appreciates
the subcommittee’s dedication to the stated goals of the MAA Pro-
gram, end to end competition in the Federal telecommunications
market and its promise of choice, innovation and lower prices to
benefit agency users and taxpayers.

The MAA Program was designed to bring these benefits to the
local Federal telecommunications market. We believe a program
that operates more like the private sector will benefit both tax-
payers and government by reducing barriers to competition and the
inefficiencies of the present program. We look forward to working
with the subcommittee, other vendors, GSA and interested stake-
holders to make this happen.

I am pleased to respond to questions asked by the chairman in
his letter of invitation and his request for recommendations to im-
prove the MAA Program.

While the program was launched as part of a tripartite agree-
ment between Congress, industry and GSA, AT&T viewed the MAA
Program as a real opportunity for government customers to realize
benefits of end to end telecommunication competition. We still do.

AT&T is committed to bringing choice to the local telecommuni-
cations market. We have demonstrated our corporate commitment
to providing local service through a multibillion dollar investment
in local service infrastructure. Today 2 years after the first MAA
contract award, I believe all stakeholders remain committed to the
success of the MAA Program. Indeed, AT&T holds 10 of the 37
MAA contracts and has transitioned over 10,000 lines to date.

However, a number of factors have slowed or prevented achieve-
ment of the program goals. Based on experience to date, we believe
changes should be made to the program. These recommendations
are: adopt the use of telecommunication service schedules, level the
playing field for local service providers, provide financial assistance
to agencies for local services transition, reduce GSA program ad-
ministrative fees, and clarify program participant roles and respon-
sibilities.

There are several factors that have hindered the success of the
MAA Program. These are: counterproductive, noncommercial prac-
tices; lack of commitment to transition services to the MAA Pro-
gram; uncooperative, incumbent local exchange carriers; and un-
timely and inaccurate information from the government about cus-
tomer telecommunication needs.

Continuation of often higher priced legacy contracts with ILEX
and ambiguous roles and responsibilities or stakeholders in imple-
menting the program.
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We believe applying commercial practices would streamline the
program and facilitate more rapid transition. We offer the following
recommendations to address the impediments to this program.
These recommendations, if implemented, will more closely align the
program with commercial practices and realize the goals of the pro-
gram.

Our first recommendation is that GSA adopt telecommunications
service schedules to encourage even greater competitive choice and
eliminate administrative burdens. Under the schedule’s approach,
each vendor would disclose the terms, conditions and locations
where it is going to provide specific services. These schedules would
ensure fairness in implementation of the program while providing
agencies with truly competitive prices and the diversity of innova-
tive services currently offered in the commercial marketplace.

The playing field must be level so that everyone can compete.
Many agencies do not participate in the MAA Program because of
the one-time charge required to install the facilities and equipment
necessary for transitioning service. Incumbent providers hold an in-
herent advantage because they have existing infrastructure and
need only reprice their current services which is a paper transition
rather than a physical transition.

End user agencies must be educated about the favorable, long
term savings available under the MAA contracts and should be
strongly encouraged to make use of these contracts. The best
means of accomplishing this would be to allow vendors to freely
market their MAA services to the agencies. If, as GSA officials ap-
pear to have indicated to GAO, GSA is moving to this position, we
believe this is a step forward.

Third, in order to assist end user agencies in their transition to
an MAA Program, GSA should provide MAA customers with finan-
cial assistance through the use of a transition fund. GSA used an
information technology fund to offset agency transition costs for the
FTS2001 long distance service contract. More MAA transitions
could be achieved by expanding the use of this transition fund to
local services in order to offset the end user’s expenses incurred
when a physical transition is required.

GSA’s program administrative fee must be reduced. These ad-
ministrative fees have significantly offset vendor offers. While the
MAA Program has been successful in reducing prices from indus-
try, only a fraction of the agencies have taken advantage of these
lower prices. The current administrative fee structure has dimin-
ished agency incentive to transition to competitive vendors. The ad-
ministrative fees applicable to schedules are significantly lower and
would reduce prices paid by the end user agencies for local services
in MAA cities.

Clarify responsibilities of MAA Program stakeholders to ensure
accountability, cooperation among all and more readily achieved
MAA Program goals. To address this ambiguity of roles and re-
sponsibilities, AT&T conducted an extensive analysis of the MAA
provisioning process and documented the specific responsibilities of
vendors and the government.

With our full support, this documentation has been incorporated
into several of AT&T’s MAA contracts. Adoption of a uniform defi-
nition of roles and responsibilities would promote greater under-
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standing and accountability among all involved and optimize
achievement of program goals.

By adopting telecommunications service schedules, replicating
practices of the commercial marketplace, and implementing the
other changes recommended above, local exchange competition will
be accelerated providing end user agencies with a variety of alter-
natives to meet their telecommunication needs and save significant
taxpayer dollars.

With the renewed focus of this subcommittee on the program
issues associated with the MAA, we have an opportunity to change
course and improve the speed of the implementation of the MAA
Program.

[The prepared statement of Mr. Doherty follows:]



94

Statement of John J. Doherty
Vice President
AT&T Government Markets
Before the Technology and Procurement Policy Subcommittee
House Government Reform and Oversight Committee
June 13, 2001

Thank you Chairman Davis, Ranking Member Turner, and members of the
Subcommittee for holding today’s hearing to discuss Metropolitan Area Acquisition
(MAA) program. We appreciate the Subcommittee’s dedication to the stated goals of the
MAA program — rapid deployment of end-to-end telecommunications competition, and
bringing choice, innovation, and lower prices to benefit agency users and taxpayers. We
look forward to working with the Subcommitiee and the General Services Administration
(GSA), other vendors and all other interested stakeholders to achieve these goals.

Since the earliest stages of this program, AT&T has been committed to providing
local telephone service to the federal government; this was no more apparent than when
AT&T acquired the nation’s largest competitive local exchange carrier (CLEC), and
invested billions of dollars in local service infrastructure. This market is important to us;
we view it as but one component of the comprehensive agreement between Congress, the
Executive Branch and industry forged almost three years ago to provide one stop
shopping to federal government customers and eliminate the artificial distinctions
between contracts such as FTS 2001- long distance, MAA -local, and other
telecommunications contracts.

Beginning in 1998, the General Services Administration (GSA) conducted
solicitations of MAA contracts in twenty cities across the United States to foster nascent
local telephone service competition, to produce lower prices and provide more attractive
offerings for its agency customers as enabled and envisioned in the 1996
Telecommunications Act. When these solicitations were announced, AT&T viewed them
as opportunities for Government customers to realize the benefits of end-to-end
telecommunications services competition. We still do.

Today, two years after the first MAA contract award, agencies and taxpayers have
received only a fraction of the potential benefits from the contracts awarded. The pace of
service transition has been slowed due, in large part, to the complexity of the program
and the services provided, contract ambiguities and oversights, administrative burdens,
new entrant technical issues, and negative actions by incumbent local exchange carriers.

I am pleased to respond to the questions you raised in your invitation to testify
regarding the pace of transition, to provide some understanding of the issues involved and
the lessons AT&T has learned in implementing our MAA contracts, and to recommend
changes that will speed achievement of the program’s goals. Working in partnership with
the government and other service providers, I am certain we can resolve the systemic



95

issues that have prevented the MAA program from proceeding expeditiously, thereby
accelerating the savings and innovation for government customers and taxpayers that
naturally flow from a competitive market.

My recommended changes to the MAA program are to (1) adopt the use of
telecommunications services schedules, (2) level the playing field for local service
providers, (3) provide financial assistance for local service transition, (4) reduce GSA
program administrative fees, and (5) clarify program participants’ roles and
responsibilities for provisioning telecommunications services.

GSA awarded the first MAA contracts in May 1999. The first three contracts for
New York, Chicago and San Francisco (Phase I) were awarded exclusively to AT&T
based on our competitive pricing and service offerings. In Phases II and III, GSA has
awarded 34 more MAA contracts for local telephone services in 17 cities. All told,
AT&T currently holds 10 of these 37 contracts in the following cities: New York,
Chicago, San Francisco, Buffalo, Cleveland, Indianapolis, Dallas, Denver, Boston and
Philadelphia. A list of the MAA contract awards, as contained on GSA’s website, is
included as Attachment 1.

Each MAA contract contains a list of locations identified by GSA to be
transitioned during the first 9 months after GSA gives the vendor a notice to proceed.
Under the MAA contracts, awardees were required to file a transition plan or schedule to
move customers at those sites to the MAA contract. This contractual requirement, and
the opportunities it represented, were relied upon by AT&T and, I submit, other MAA
contractors, as a clear manifestation of GSA’s intent to actively transition those listed
sites to the MAA contracts. Two years after the first three contract awards, however,
only about 10 percent of the opportunities identified by GSA have been transitioned in
New York; approximately 36 percent of those lines have been transitioned in Chicago;
and approximately 12 percent of those lines have been transitioned in San Francisco.

Impediments to MAA Program Success

There are several factors that have caused delays in migrating the agencies at the
pace mandated in the contracts and producing the taxpayer savings that GSA announced
would flow from the MAA program. I will not spend time discussing each of these areas,
because 1 believe the key issue is how to move forward. However, let me briefly discuss
the impediments in the context of AT&T’s experience. The key factors that have
hindered the success of the MAA program are:

¢ Counterproductive non-commercial practices;
e Lack of commitment to transition services to the MAA program;

» Uncooperative incumbent local exchange carriers;
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e Untimely and inaccurate information from the government about the customers’
telecommunications needs;
e Continuation of often higher priced legacy contracts with ILECs;

e Ambiguous roles and responsibilities for stakeholders implementing the program.

Let me now briefly discuss some of the impediments that have contributed to delay and
put these impediments in the context of our experience.

Complexity of service arrangements and vendor relationships needed to replicate current
services.

The shear complexity of the services to be provided led to delays in the transition.
Customers, understandably, want to replicate their existing service. To do so requires the
integration of services and equipment procured under separate contracts. Thus,
transitioning service is a complex technical process involving multiple vendors under
multiple contracts.

Incumbent local exchange carriers (ILECs) have a tremendous advantage over
CLECs. Incumbent contractors own significant portions of the infrastructure required for
competitors to provide service; these services or capabilities must be leased or purchased
from them in some cases. For instance, existing customers want to retain their local
telephone numbers. To accomplish this, CLEC vendors must arrange to have those
numbers “ported” from ILECs. Intervals for implementing such porting are lengthy and
have been established through interconnection agreements with each of the ILECs, many
of the terms of which have been litigated at the state public utility commissions.

In New York, a particularly vexing issue was gaining access to existing “riser
cable,” or the wiring that connects a CLEC’s network to the agency users on the upper
floors of buildings. The contracts contemplate the reuse of such inside wire, but its
availability was frustrated by the ILEC’s actions. We began pursuing access to these
essential facilities in the summer of 1999 and ultimately had to pursue relief from New
York’s Public Service Commission, which only last month ordered more reasonable
access over the ILEC’s objection. We are hopeful that this order will now speed our
ability to transition customers in New York.

In the first three MAA cities, there were a number of capabilities needed to meet
customer needs that had not been identified in the MAA contracts, necessitating the
development of capabilities and interfaces and the negotiation of contract modifications.
For example, the original contracts overlooked basic requirements like links to voice mail
systems and the provision of customer directories. These factors contributed to delays in
the transition.
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Continuation of existing contractual arrangements for local telephone services and the
lack of commitment to transition agencies to the MAA.

Despite the award of the MAA contracts, GSA has extended legacy local services
contracts with incumbent local exchange carriers. These parallel contracts have
dissuaded agencies from transitioning service from these incumbents, and have
undermined the long-term purpose of the program, 1o create a competitive environment
that drives prices toward cost and promotes innovation. As you know, Mr. Chairman,
agencies must procure goods and services in accordance with the Competition in
Contracting Act (CICA). That process consumes time and resources. In addition,
physical transitioning to another provider exacts an economic and psychological cost
from the agencies while transitioning to the new service provider., Staying with the
incumbent is virtually transparent. For this reason, absent compelling incentives,
agencies transition from incumbents only when there is no incumbent contract vehicle
alternative.

Although agencies may benefit in the short run from staying with an incumbent,
the competitive advantages available will diminish with time because competitive
vendors will be driven from the government marketplace leaving the government
ostensibly captives of the incumbents — the same place it was before the MAA program
was initiated. Without competing vendors in the government marketplace for local
services, agencies and the taxpayers will lose the leverage to gain access to market
competition and rapid technological innovation.

Compounding this is the lack of any aggressive program to provide incentives to
agencies to transition their local telephone needs to the MAA. Under the FTS2001
procurement, there are no incumbent monopolies, but the GSA still provided funding to
the agencies for offsetting the significant cost of transition to incent agencies to move to
the FTS 2001 contract. This approach should apply to the MAA program a fortiori
because the incumbents are monopolies that have the means and incentives to avoid
competition and should not be aided in this endeavor by GSA. Indeed, the 1996
Telecommunications Act was designed to eliminate such monopolies. Thus in the interest
of securing long-term competitive benefits for its” customers, GSA should use the GSA
transition fund to offset these costs for agencies.

Further evidence that this lack of commitment exists is apparent when one
considers the mark-up GSA imposes on services MAA vendors are selling to the agencies
and the restrictions on the MAA vendors from direct marketing to agencies.

Availability of accurate, complete and timely information needed to define service needs.

Specific information regarding each end user’s needs is required in order to
complete a transition. This information must be collected before any plans for the
transition can be formulated. Delays in gaining access to buildings to evaluate facilities
or to conduct site surveys, or in obtaining customer service records (CSRs) or other vital
information from the incumbent providers, also delays transition. During the first two
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years of the program, there also have been problems with the accuracy of information
obtained. These inaccuracies have led to improper installations in some cases, and delays
in other cases, both causing customer dissatisfaction. To remedy these types of problems
AT&T worked with GSA during transition in each of the first three cities to compile
essential information needed, identified what must be provided for future transitions and
underscored the extreme importance of its accuracy. Where new buildings were being
occupied, there were delays caused by untimely completion of other construction
activities, and wiring being done by other contractors.

>

Not unexpected for any program of the magnitude and complexity of the MAA,
there have also been equipment incompatibilities and process lapses. When these arose,
AT&T immediately identified and corrected the root cause of the problem and developed
procedures to minimize their recurrence. All of these factors have contributed to the slow
pace of transition to the MAA contracts limiting competition and savings. The
experience gained and the steps AT&T has taken to address some of these problems
should diminish the likelihood of their recurrence. However, I believe some changes to
the program are necessary.

Recommendations

Several changes could be made to the program that will accelerate local
competition and ensure that the better prices and services flowing from local and end-to-
end competition are realized. With the adoption of our recommendations, we believe the
government will enjoy greater competition and savings to the agencies and taxpayers, and
make the program more attractive to other competitors.

Adopt telecommunications services schedules

Contract administration under the MAAs is unnecessarily complex and costly.
For example, a vendor that has won contracts in multiple markets must replicate the same
contract deliverables multiple times. Since there are individual contract administrators in
each city, their review and changes to those contract deliverables, as well as basic
interpretations of the contract, have led to disparities in treatment city-to-city and lack of
uniformity in some procedures and requirements, increasing costs and making
compliance and replicability difficult. Eliminating multiple contracts in favor of
telecommunications services schedules would significantly reduce these burdens without
sacrificing benefits and encourage even greater competitive choice.

AT&T has found the “fair consideration” process for deciding which vendor in a
multiple award city will provide service confusing and lacking uniform application and
positive feedback. No uniform methods or procedures have been adopted for this
process. Further, there is limited feedback on the outcome of any specific fair
consideration application, which has led to confusion among stakeholders. A preferable
means would be telecommunications services schedules filed by telecommunications
providers and permitting agencies to evaluate those schedules and choose the one(s) that



99

best meet their needs. GSA could serve a very useful role as consultants to the agencies
to help them understand those schedules and the consequences of the various choices.

Level the playing field for competitive local service providers

When customers transition their existing service from one contract held by an
ILEC to an MAA contract awarded to an ILEC, it is a “paper transition” rather than a
physical transition, i.e., the customer needs no physical changes in its equipment and
facilities. The incumbent simply reprices the services already provided under the terms
of the new MAA contract. Obviously, it is much easier for an end-user agency to
transition under these circumstances. Without the availability of transition assistance and
GSA pressure to migrate to this program, existing customers have little incentive to
change. This has significantly reduced the opportunity for competitive local exchange
carriers to win this business in those cities where we compete with the incumbent.

‘We have also learned that GSA has extended legacy contracts with ILECs so that
customers could continue to obtain services from these carriers. While continuing
contracts with ILECs permits continuing services and may produce some short-run
savings, it frustrates efforts to foster long-run competition that results in long-run savings
for end-user agencies. That goal cannot be achieved if GSA maintains these “competing
contract vehicles” with ILECs because the agencies will have little or no incentive to
move to the MAA program. By limiting competition, the agencies will not receive the
long-term savings achievable through the MAA program. We recommend that GSA
work to rapidly end such arrangements that compete with the MAA.

Provide MAA customers financial assistance through the use of a transition fund

Another significant means of leveling the playing field is to provide local service
transition assistance. GSA used an Information Technology Fund to offset agency
transition costs for the FTS2001 long-distance service contract. However, no financial
assistance has been used for the MAA local service contracts, inhibiting the transition
from existing contracts. More MAA transitions could be achieved by expanding the use
of this transition fund to local services in order to offset end-user agencies” expenses
incurred when a physical transition is required.

GSA'’s program administrative fees must be reduced

Steep contract management fees (CMF) have an artificial effect on pricing and
encumber competition. GSA’s CMF and the full service fees applicable under the MAA
contracts have reduced the monthly savings produced by the MAA contract prices when
compared to existing prices, in turn reducing the savings that could offset the one-time
cost of physical transition. GSA uses these fees to offset its own revenue losses caused
by the significantly lower prices of these contracts, or to cover expenses in other
programs it administers. In any case, these surcharges should not be driving away
savings to the agencies because increasing transition expenses only reduces the volume of
business “in play” for transition, and thus, reduces savings to taxpayers. Under these
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circumstances, a reduction of these fees or switching to the lower schedule fees is
imperative.

‘While the MAA contracts have produced substantially reduced prices from
vendors, these prices have not been fully passed on to the agencies and thus, only a
fraction of agencies have transitioned to reduced rate service. By moving to a fee
structure applicable to schedules, end user agencies could reap the benefits of lower
prices.

Clarify responsibilities of MAA program stakeholders to ensure accountability and
cooperation among all and to more readily achieve MAA program goals

In any procurement, especially one of the size and scope of the MAA program,
there will always be the need to coordinate related contracts and to obtain essential
information. Multiple stakeholders are involved in the MAA program with differing
roles depending upon the service delivery point (SDP) — one of six service location
access points in a building — chosen by the customer. In fact, during one of AT&T’s first
cutovers to provide local telephone service, it was apparent that there was no clear-cut
understanding as to the respective roles and responsibilities of AT&T, other involved
vendors, GSA, and the end-user agency for the particular service arrangement ordered.

Depending upon the SDP chosen, responsibility for testing, installation,
coordination and information gathering may be spread amongst a number of stakeholders.
To address these roles and responsibilities issues, AT&T conducted an extensive analysis
of the MAA provisioning process and documented the specific responsibilities of all
involved in the context of the SDP chosen. The result of that analysis, are summarized in
a document called “SDP Roles and Responsibilities.” I would ask that it be included in
the hearing record (Attachment 2). We believe that this document can serve as a useful
foundation for industry and government to define the roles and responsibilities of
stakeholders and increase accountability.

Conclusion

We support the MAA program. We want it to succeed, and we believe that
AT&T can be a successful MAA contractor. While the transitions have been difficult, we
have learned much from the experiences and have instituted procedures to minimize their
recurrence. However, there is no question that the program as currently constituted has
delayed, and will continue to delay, the date by which end-user agencies could enjoy the
benefits of lower prices and better services.

With a new focus on the program issues identified, we have an opportunity to
fashion a more effective means of delivering these services. I believe the most
fundamental change that could produce the greatest results would be embracing the use
of telecommunications services schedules to be used by all vendors who want to offer
such services. Those schedules would set forth where those vendors would provide
services and the prices, terms and conditions for such services. Such an approach would
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streamline the solicitation of prices and delivery of services and unleash real competition
for the agencies.

‘Working together, Congress, industry and the GSA can implement specific
recommendations that will enbance competition. By making the changes AT&T is
recommending, the Government ultimately can achieve its objective of providing end
user agencies with a variety of alternatives to meet their telecommunications needs ina
timely fashion, at the best price for the agencies, saving significant dollars for taxpayers.

Thank you.
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Attachment 1
MAA Contract Awardees
City Date
Awarded Vendor Contract #
Abuquerqued| 8/00 || Qwest GSO0TOOAHDO038
| WinStar ||GSO0TO0AHD0014
Atlanta 400 B eliSouth ||GSO00TOOARDO01 5
{[Baltimore 3/00 | WinStar |GSO0TO0AHD0010]
Boise | 8/00 Qwest  1GSO0TO0AHDO039
AT&T ||GSO0TO0AHDO033
SWB  [[GSO0TO0AHD0034
Boston 709 1 WinStar |GS00TOOAHDO035
1 Verizon i{GSO0TO0AHDO036
| AT&T [[GSO0TOOAHDO002]
Buffalo 200 1 Verizon ||GS00T00AHDO003]
Chicago || 5/99 || AT&T J|GSO0T99AHDOGOI
Cincinnati_ || 3/00 || WinStar |GSO0TOOAHDO006
N |
Ameritech|GSG0TOOAHDO00S!
Cleveland | 3/00 "\ reT GSO0TOOAHDOOI2
T AT&T |GSO0TO0AHDO027
iDallas 6/00 SWB | GSO0TO0AHDO02S
WinStar {GS00TO0AHD0029
AT&T |[GS00TO0AHDO030
Denver 700 | Qwest |GSO0TODAHDO031
WinStar |GSO0TO0AHD0032
WinStar |GS00TO0AHDO0020
Indianapolis| 4/00 || AT&T {GSO0TOOAHDO022
! Ameritech||GS00TO00AHDO021,
i WinStar
Los Angelesy  3/00 Pacific gggg;ggﬁgggggg
Bell
IMiami | 4j00 | WinStar |GSO0TOOAHDOO016
jrem | BeliSouth |GSO0TC0AHDE017
. i i WinStar {GSO00TO0AHD0026
Minneapolis | 5100 1 o0 |(GS00TO0AHDO025
§N€W 10/00 .|Bell SouthiiGSO0TO1AHDO001
;iOrleans
New York || 599 i AT&T [GSO0T99AHDO00T
. o AT&T ||GS00TOIAHDO002
Fhiladelphia ) 2101} winstar ||GS00T01AHDO003
ls;‘m . Y 509 | AT&T IlGS00T99AHDO04
TAancisco i
{
. WinStar {GSO0TO0AHD001S
St. Louis 4/00 SWB  {[GSODTOOAHDO019

http://hydra.gsa.gov/maa/awardees.hitm
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Appendix E

Service Delivery Point (SDP) Roles & Responsibilities

Part 1: MAA SDP Location Definitions

The SDP is the interface point for the physical delivery of service and the point used by the
AT&T to identify the charges for services rendered. Fach SDP is defined as the combined
physical, electrical, and service interface between the contractor’s network and the Government
on-premises equipment, off-premises switching and transmission equipment, and other facilities
(such as those provided by telephone central offices). SDP 6 includes a leased voice instrument
equipped with a line/mounting cord for connection to the jack at SDP 5.

Figures E.1-1 through E.I-7 depict each of the potential MAA SDP locations which may be
chosen by the Government. SDPs may also be located off Government premises when necessary,
e.g., to provide Dedicated Transmission Service (DTS) circuits from a switch o an inter-
exchange carrier (IXC) Point of Presence (POP).

As indicated by Figure E.1-1 below, an SDP is the interface point at which a service is delivered
by AT&T to the user. As discussed in Section C.2.1.5 of the contract, this is the point at which
responsibility for service transfers from AT&T to the Government (i.e., service on the left side of
an SDP in the diagram above is the responsibility of the Government, and service on the right
side of an SDP is the responsibility of AT&T).

Further information on the Government’s definition of the various SDPs can be found in Section
C.2.1.5 of the MAA contract. The following pages describe in detail the individual SDP
configurations available under AT&T s MAA contract.

Use or disclosure of data contained on this sheet is subject io the restrictions on the title page of this document.
elwinatprafiesiksuccoptiemponary internet files\olktOimaa doherty test ait 2.doc

Appendix E-1
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DALLAS METROPOLITAN AREA ACQUISITION (MAA)
TRANSITION PLAN APPENDIX E

Contract No. GSO0TO0AHDOOZ7

Contract Deliverables

MAA SDP Location Overview

|

Central

L@JK Office

Legend:
DF - Infermaciale Distibution Frame
m NI - Network Interface Device
PBX - Private Branch Exchange
SDP - Service Delivery Point
MAA_SpOap 0

Figure E.1-1: Depicts MAA SDP Location Overview

Use or disclosure of data contgined on this sheet is subject 1o the restrictions on the title page of this document.
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DatLas METROPOLITAN AREA ACQUISITION (MAA) X ATeT
TRANSITION PLAN APPENDIX E —d &
Contract No. GSOOTO0AHDOOR7 Contract Deliverables
SDP 1:

Facility brought into the Main Distribution Frame (MDF) from the AT&T central office to the
Network Interface Device (NII)). AT&T will supply a NID for new locations (where no NID
exists), or where there is no capacity on, or access to, the existing NID. The Government will be
responsible for all connections from the NID to the Intermediate Distribution Frame (IDF),
multiplexers, Private Branch Exchange (PBXs), or any other equipment on the Government’s
premises. For further information, see Section C.2.1.5 of the MAA contraci(s). Figure E.1-2
depicts AT&T’s responsibilities (dark shading), and the Government’s responsibilities (light
shading), for SDP 1.

MAA SDP 1

Government
IDF
Wall
Jack
Multiplexer NID
PBX
Legend:
IDF - intermediate Distdbution Frame
NID - Nehwork interface Device

$9AA_ s pptiiso PBX - Private Branch Exchangz
o SDP - Service Delivery Point
Dark Shatied Areas - ATAT Respansibility
Light Shaded Areas ~ Govemment Responsibility

Figure E.1-2: Depicts an SDP 1 Configuration Only

Use or disclosure of data contained on this sheet is subject fo the restrictions on the fitle puge of this docionent.
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DALLAS METROPOLITAN AREA ACQUISITION (MAA) =_ ATeT
TRANSITION PLAN APPENDIX E = &
Contract No. GSO0TO0AHD0027 Contract Deliverables

SDP 2:

Transmission facility (e.g., DS-0 type facility or Primary Rate Interface (PRI)) from the AT&T
central office to the customer’s PBX. AT&T will supply a RJ21X for new locations (where no
RI21X exists), or where there is no capacity on, or access to, the existing RJ21X. The
Government is responsible for cross-connects between the RJ21X and its PBX. For further
information, see Section C.2.1.5 of the MAA contract(s). Figure E.1-3 depicts AT&T’s
responsibilities (dark shading), and the Government’s responsibilities (light shading), for SDP 2.

MAA SDP 2

Government

Central |2 .
Office |

_— B Legend:
PBX (RJ21X ] NID - Network Interface Device

. PBX - Private Branch Exchange

m SDP - Service Delivery Point
I 4 Dark Shaded Areas - AT&T Responsibility

Light Shaded Areas - Government Responsibility

MAA_sdp2.ppvdjso

Figure E.1-3: Depicts an SDP 2 Configuration Only

Use or disclosure of data contained on this sheet is subject to the restrictions on the title page of this document.
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DALLAS METROPOLITAN AREA ACQUISITION (MAA) ATaT
TRANSITION PLAN APPENDIX E — &
Contract No. GSO0TO0AHD0027 Contract Deliverables

(1

SDP 3:

Transmission facitity (e.g., T1 type facility) into an AT& T-owned and provided multiplexer. The
Government is responsible for all connections to the multiplexer. For further information, see
Section C.2.1.5 of the MAA contract(s). Figure E.1-4 depicts AT&T’s responsibilities (dark
shading), and the Government’s responsibilities (light shading), for SDP 3.

MAA SDP 3

Government

Government
Applications

Central |7+

Multiplexer :
Office

Legend:

NID - Network interface Device

SDP -~ Service Defivery Point

Dark Shaded Areas — AT&T Responsibility
Light Shaded Areas — Govemment Responsibility

MAA_sdo3 pptidiso

Figure E.1-4: Depicts an SDP 3 Configuration Only

Use or disclosure of data contained on this sheet is subject to the restrictions on the title page of this document.
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DALLAS METROPOLITAN AREA ACQUISITION (MAA) == ATST
TRANSITION PLAN APPENDIX E =
Confract No. GSO0TO0AHD0027 Contract Deliverables

SDP 4:

Transmission facilities to the AT&T side of the IDF. AT&T is responsible for tone, test, and
tagging the connection points on the AT&T side of the IDF. The Government isresponsible for
properly labeled connection points on the Government’s IDF, and for all connections between the
AT&T side of the IDF and the Government’s side of the IDF. In instances where AT&T supplies
the IDF and requires connections to the existing IDF, the Government is responsible for
providing cross-connects via other direct costs. AT&T will supply an IDF for new locations
{where uo IDF exists), or where there is no capacity on, or access to, the existing IDF. For further
information, see Section C.2.1.5 of the MAA contract(s). Figure E.1-5 depicts AT&Ts
responsibilities (dark shading), and the Government’s responsibilities (light shading), for SDP 4.

MAA SDP 4

F—_————

Government !

1

Legend:

IDF - Intermediate Distribution Frame

NID - Network Interface Device

MAA_sdpd optliso SDP - Service Delivery Point -

Dark Shaded Areas - AT&T Responsibility

Light Shaded Areas - Govetnment Responsibitity

Figure E.1-5: Depicts an SDP 4 Configuration Only

Use or disclosure of data contained on this sheet is subject to the restrictions on the title page of this document.
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DALLAS METROPOLITAN AREA ACQUISITION (MAA) = ATST
TRANSITION PLAN APPENDIX E = &
Contract No. GSO0T00AHD0027 Contract Deliverables

SDP 5:

Service to the telephone jack (RY11 for analog applications; RJ45 for digital applications). AT&T
will supply an IDF and/or the jack for new locations (where no IDF and/or jack exists), or where
there is no capacity on, or access to, the existing TDF and/or jack. The Government is responsible
for all connections from the jack to equipment on their premises. For further information, see
Section C.2.1.5 of the MAA contract(s). Figure E.1-6 depicts AT&T’s responsibilities (dark
shading), and the Government’s responsibilities (light shading), for SDP 5.

MAA SDP 5

Government

Central
Office }

Legend:
IDF - Intermediate Distribution Frame
MAR_sdpS.ppicso NID - Network Interface Device

8SDP - Service Delivery Point
Dark Shaded Areas - AT&T Responsibility
Light Shaded Areas - Government Responsibiiity

Figure E.1-6: Depicts an SDP 5 Configuration Only

Use or disclosure of data contained on this sheet is subject to the restrictions on the tifle page of this document.
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DatiAs METROPOLITAN AREA ACQUISITION (MAA) — ATST
TRANSITION PLAN APPENDIX E = &
Contract No. GS00TO00AHD0027 Contract Deliverables

SDP 6:

Service to the desktop including the telephone set. Figure E.1-7 depicts AT&T’s responsibilities
(dark shading), and the Government’s responsibilities (light shading), for SDP 6.

MAA SDP 6

I

Legend:
IDF - Intermediate Distribution Frame
Government NID - Network interface Device
SDP - Service Delivery Point
WAA_sdo5.pRtCsD Dark Shaded Areas - AT&T Responsibility
7 Light Shaded Areas - Government Responsibility

Figure E.1-7: Depicts an SDP 6 Configuration Only
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DALLAS METROPOLITAN AREA AcauisITION (MAA) == ATST
TRANSITION PLAN APPENDIX E =
Contract No. GSO0TO0AHD0027 Contract Deliverables

Part 2: SDP Responsibility Matrix

Table E.1-1 responsibility matrix identifies the specific roles and responsibilities of both the
Government and AT&T, by SDP, for each of the key tasks that must be accomplished to provide
services under AT&T MAA contracts.

Table E.1-1: SDP Responsibility Matrix

o Activity
1 Identify to AT&T locations where
service is to be provided
2 Pre-qualify agency for MAA program G G G G G G
3 Request from the Government access A A A A A A

to common space or telephone
equiprment rooms in MAA Government
owned or leased buildings

4 Provide AT&T access to common G G G G G G
space or telephone equipment rooms
in Government buildings where
service is to be provided ;
5 Perform agency telecommunications GorA GerA GorA GorA GorA GorA

needs assessment

6 Perform assessment of common A A A A A A
space equipment for Type | or Type |l
access

7 Deliver site assessment to the A A A A A A

Government when incompatibilities or
non-compliant situations have been
identified

8 Provide AT&T with direction to G G G G G G
proceed regarding site ment
9 Have initial end-user contact meeting GandA | GandA | GandA | GandA | GandA | GandA
to understand what initial customer
needs are, frame-out service order,
clarify roles and respensibilities

10 Provide AT&T with initial data or G G G G G G
service request (including but not
limited to customer service record
{CSR) and/or service profile data from
incumbent provider, SDP, service
type, agency contact, features, usage
information, ine numbers, directory
listings, configuration groups, line
class codes, |IDF/MDF mapping,
dialing plan, and requested service

timeframe)
11 Develop and deliver initial price quote A A A A A A
to Government contracting officer
12 Manage ali Government contractors G G G G G GandA

and customer agencies to accomplish
end-to-end service implementation

13 Request access from the Government A A A A A A

Use or disclosure of data contained on this sheet is subject to the restrictions on the title page of this document.
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DaLLAs METROPOLITAN AREA AcQUIsITION (MAA) =N ATsT
TRANSITION PLAN APPENDIX E = &
Contract No. GSO00TO0AHD0027 Contract Deliverables

to locations where service is to be
provided

14 Provide for AT&T access to premises G G G G G G
service location and provide relevant
floor plans and furniture layout,
including closet locations

15 Provide riser cable capacity, horizontal G G G G G G
wire, IDF wiring information, and IDF
room size to AT&T

16 Identify power and HVAG A A A A A A
requirements for ir ion
17 Provide space, power and HVAC G G G G G G
requirements for installation
18 Perform site assessment of premises N/A A A A A A
distribution facilities up to the ordered
SDP

19 | Deliver site assessment to the A A A A A A
Government when incompatibilities or
non-compliant situations have been
identified

20 | Provide AT&T with direction to G G
proceed regarding site assessment
21 Tone, test, and tag at the AT&T side of G G
the IDF
22 Labe! Government side of IDF G G
23 Tone, test, and tag at the AT&T side of A A
the NID
24 Label Government side of NID G A
25 |dentify to AT&T updated and current G G
existing station equipment, telephone
numbers, features, number of fines,
SDP, service type, agency contact,
features, usage information, line
numbers, directory listings,
configuration groups, line class codes,
IDF/MDF mapping, dialing plan, and
requested service timeframe

26 | Analyze CPE requirements and G G G G G Aand G
determine configuration
27 | Perform station review A N/A N/A A A A
28 Update description of customer A A A A A A
service to be provided (prepare cut
sheets)

29 Confirm directory assistance / G G G G G G
directory listings

@ @
P @
b
>

®
>
b

>
»
>

QX 6
>
»
p-d

30 Provide voice mail address station A N/A N/A A A A
mapping (with AT&T voice mail)
31 Provide voice mail address station G G G G G G
mapping (with Government provided
voice mail)

32 | Order SMDI/SMSI link (when using G G G G G G
Government-provided voice mail}

Use or disclosure of daia contained on this sheet is subject to the restrictions on the title page of this document.
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Contract No. GSO0TO0AHD0027 Contract Deliverables
33 Configure and provide inside wire G G G G A A
34 Approve station review data G G G G G G
35 Establish order freeze date; freeze A A A A A A
order

36 Create and deliver final price quote A A A A A A
and description of services to be
provided to CO/COTR

37 Issue order (SF300) to AT&T G G G G G G
(including PIC designations for
domestic and international L.D)

38 | Order CPE G G G G G A

39 Order number porting from [LEC for A A A A A A
existing lines (N/A for new
installations)

40 Provide order acknowiedgement to the A A A A A A
Government

41 Provide customer cutover plan A A A A A A
(including targeted due date)

42 | Place order for LD trunks with LD G G G G G G
vendor

43 Order other necessary trunks, e.g., G G G G G G
PRI for video service

44 Do cross-connects at [IDF G G G G A A

45 | Do cross-connects at NID G A A A A A

46 Provide SDP-relevant customer A A A A A A
training on system and related
features to the Government

47 Provide customer training on the use G G G G G A
of tefephone sets N N

48 Provide access to service location to G G G G G G
AT&T for installation of required
equipment

49 | Provide transmission facilities and A A A A A A
associated equipment

50 | Manage Government contractors for G G G G G [c}
installation

51 Manage Government contractors for G G G G G G
testing

52 | Test dial tone, features and PIC/LD A A A A A A
frunk at the NID

53 Test dial tone, features and PIC/LD G A N/A N/A N/A N/A
trunk between the NID and the RJ21X

54 | Test dial tone, features and PIC/LD G N/A A N/A N/A N/A
trunk between the NID and the
muitiplexer

55 Test dial tone, features and PIC/LD G N/A N/A A A A
trunk between the NID and IDF

56 Test dial tone, features, and PIC/LD G N/A N/A G A A
trunk between the IDF and RJ11/RJ45

57 Test dial tone, features and PiC/LD G N/A N/A G G A
trunk at the telephone set

Use or disclosure of data contained on this sheet is subject to the restrictions on the title page of this document.
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DALLAS METROPOLITAN AREA AcQUisITION (MAA) = ATsT
TRANSITION PLAN APPENDIX E =
Contract No. GSO0TO0AHD0027 Contract Deliverables

58 Test porting of existing numbers A A A A A A

59 Test intra- and inter-agency dialing A A A A A A
plan

60 Service completion notification A A A A A A

provided to the Government (begins
72 hour service acceptance)

61 Acknowledge service acceptance to G G G G G G
AT&T

62 Provide cutover test final report to the A A A A A A
Government

63 Initiate billing after service acceptance A A A A A A
period

64 Manage Government contractors for G G G G G G

trouble shooting

LEGEND: A =AT&T (could include an AT&T subcontractor)
G = Government (GSA and/or agency; could include a Government subcontractor)
N/A = not applicable

Use or disclosure of data contained on this sheet is subject o the restrictions on the title page of this document.
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Mr. Tom DAVIS OF VIRGINIA. Mr. Payne.

Mr. PAYNE. My name is Jim Payne, senior vice president for
Qwest Government Systems. I am pleased to be here to discuss the
MAA’s which constitute a significant portion of the FTS Program.

Qwest is the fourth largest long distance provider in the United
States, and we are also an international carrier and provide local
services.

This hearing is about the progress of the MAA Program and
whether the program has accomplished its primary goals, ensuring
the best services at the best prices for the government and maxi-
mizing competition for services. To that end, I will provide a brief
overview of Qwest’s perspective on three critical MAA questions.

What was the goal of the MAAs and why are we here? Chart 1
shows the goals. The goal was to establish a new paradigm reflect-
ing the 1996 Telecom Act. It was to be the blueprint for the future.
The paradigm includes three distinct contract vehicles: FTS2001,
which we had a hearing about in April; the MAAs and the Niche
contracts.

The government would have at its disposal a single, integrated
program that forces continuous competition, innovation and low
prices.

The second question, what is the current status of the MAA Pro-
gram? Many parts of it are broken, but I do believe we can fix it.
To date Qwest has won MAAs in Albuquerque, Boise, Denver, and
Minneapolis based virtually on identical RFP requirements, yet our
experiences in each city have been vastly different. With the excep-
tion of Minneapolis, in no case has a rapid transition been
achieved. Further, the guiding principles promised that long dis-
tance would be in our contracts within 1 year after the first
FTS2000 contract was awarded. It has not happened.

Our MAA experiences have been sobering. We identify the ques-
tions the committee has provided and we have some concerns. I
would invite you to look at some of the examples. In every city in-
stead of dealing directly with Qwest, the end user agencies are
forced to deal needlessly and in many cases, exclusively through
the GSA.

In Denver, for example, a customer had selected Qwest but the
GSA redirected the order to a competitor. This certainly was not
what we had anticipated.

The GSA contract management fee that applies to MAAs ranges
from a low of 25 percent, and I heard an even greater high of 85
percent. When comparing the GSA to itself and other parts of GSA,
you can see these overhead management fees are unprecedented.

The MAAs are voice centric. New and enhanced services such as
DSL are not in the contracts that Qwest provides.

There is a lack of consistent communication between GSA here
in Washington and their regions, and it has delayed transition suc-
cess. Regional and strategic MAA difficulties are not being handled
in a timely fashion. It appears to Qwest that GSA’s focus is largely
on FTS2001 problems and not on the MAAs, thus competition has
not been fully achieved.

It is clear that the FTS2001 minimum revenue guarantee domi-
nates the GSA focus. This issue has had a cascading impact on the
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MAASs by delaying the timely addition of long distance to the MAA
contracts. This is not the deal that Qwest signed up for.

What are Qwest’s recommendations? Making these recommenda-
tions, Qwest understands the provision of service to the govern-
ment is subject to the requirements of the Telecom Act and FCC
policies. We believe our recommendations are consistent with all
these requirements as well as focused on the MAA contract prin-
ciples and the guiding areas.

Our recommendations are: GSA must adapt a more balanced,
overall management structure for FTS starting with the same man-
agement fee across all the FTS programs and they should not ex-
ceed 8 percent.

The GSA must stop inserting itself in many cases needlessly be-
tween the vendors and the agencies. We believe this is a waste of
tax dollars and does prevent competition.

The GSA must adopt best practices using tools and methods so
the agencies can make informed decisions and demonstrate ac-
countability.

We believe the GSA must commit to and publish a meaningful
schedule to deliver long distance services through the MAAs as
well as the other suggestions we are making today. We recommend
that the GSA issue a schedule, and we offer one on the board here
which clearly demonstrates dates and deliverables to introduce
long distance services.

Let me emphasize, the MAA crossover process should be quite
simple. I emphasize we need clear dates and clear deliverables.

In summary, these actions and recommendations are critical to
putting FTS2000 back on track and I believe GSA does add value
to the process. However, please don’t ask me to choose between the
GSA and my end user agency.

Thank you for the opportunity for Qwest to present its views this
afternoon.

[The prepared statement of Mr. Payne follows:]
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L Introduction

Good afternoon Mr., Chairman and Members of the Subcommittee. My name is
Jim Payne and I am Senior Vice President of the Government Systerns Division of Qwest
Communications International Inc. I am pleased to be here to discuss the Metropolitan
Area Acquisitions — known as the MAAs. The MAAs constitute a significant portion of
the Federal Telecommunications Service (FTS) program. This Congressional hearing is
an appropriate follow-on to the April 26, 2001 FTS program hearing. I sincerely

commend this Subcommittee for convening hearings on these critical FTS issues.

Qwest is the fourth largest long-distance provider in the United States and
provides businesses, government agencies, and consumers around the world with reliable,
scalable, and secure broadband Internet communications. The core of Qwest's business—
its backbone--is its network. Qwest's network spans more than 106,000 miles around the
globe, including the domestic backbone network that reaches 150 cities, a 12,500-mile
cross-European KPNQwest network scheduled for completion this year, and 13,000 miles
of undersea cable linking the United States with Japan and the Asia-Pacific area. The
company, headquartered in Denver, Colorado, began in 1997, and is led by Chairman and
CEQ, Joseph P. Nacchio. Qwest has revenues of $19 billion a year, serves more than 30
million customers in the United States and abroad, and employs approximately 65,000

people worldwide.

Because of the Qwest merger with, US WEST, Qwest has become a local service

provider in the 14-state region that was US WEST’s territory. Qwest was awarded the

Page 1 of 18
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first of its four MAA contracts in May 2000 and is an advocate of and participant in
GSA's competitive FTS program through the MAAs. We look forward to continued
participation in this program by offering agencies our industry-leading technology and

service commitments at the lowest possible prices.

Qwest’s commitment to providing local services is demonstrated by its
investment within its 14 state region. Further, by its 25-city expansion of local fiber
networks outside of that service area Qwest continues to invest in the future. Qwest
exceeded targets for deployment of DSL and wireless services in 2000, and we expect

continued significant growth.

I have been the Senior Vice President of the Qwest Government Systems Division
since August 1999. The division was formed in 1998, and since then, has expanded to
become an increasingly significant player in the government market. For almost 15
years, [ have served the government market and achieved major contract expansions and
wins for not only Qwest but also my previous employers -- Sprint and GTE. Ihave

worked closely with the GSA for most of that time.

Mr. Chairman, Qwest will share its perspective on the six critical questions facing
this Committee in the vitally important MAA environment.

e The problems that have impacted our ability to transition agencies in MAA cities

o Our view of the communication between national GSA and the regional offices on

contract administration and management

20f18
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e The GSA regions’ ability to resolve transition difficultics in a timely manner
e The degree to which the compctitive landscape envisioned for the program has
been achieved

e Recommendations to GSA to improve the MAA program

o The regulatory issues that have hindered the program goals in MAA cities
In short, the purpose of my appearance today is to continue the discussion begun in this
room on April 26: to reiterate the FTS Program Goals, to highlight the government’s
progress toward achieving these goals -- especially as related to the MAAs -- and to spell

out what can be done to accelerate that progress while correcting gaping deficiencies.

I The Guiding Principles: the FTS Program Goals

The post-FTS2000 concept development process established the foundation for
the current MAAs and the FTS2001 contracts. This structural examination of FTS2000
included a long series of studies by a special interagency task force; the submission of
white papers by industry and academics; the work of GSA and Mitretek, and finally, the

Congress. The conclusion was that a new paradigm had to be developed.

The new model was affected by two legislative watershed events: first, the
passage of the Information Technology Management Reform Act of 1996, referred to as
Clinger-Cohen and second, the passage of the Telecommunications Act of 1996 (P.L.
104-104). Clinger-Cohen changed the way the government acquired its information
technology services. It abolished the decades-old GSA dominance as the single source of

supply to all government for information technology services. It mandated the broad use

30f18
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of bottoms-up, requirements-driven purchasing for technology. And, in its wake, the first

test of its effectiveness would be the FTS2001 and MAA RFPs,

Likewise, the Telecommunications Act anticipated a new day in
telecommunications services. The watchword of the future would be competition, not
just in the divested long-distance, but now, competition would extend into the local loop
offering competitive dial-tone services. The bold new future of telecommunications
would include Regional Bell Operating Companies, Independent Local Exchange
Carriers, Competitive Local Exchange Carriers, and Inter exchange Carriers offering all
distance services. It was into this future world that the government sought to make its

mark.

There was significant discussion about how to shape the post-FTS2000
acquisition in the face of each of these landmark pieces of legislation. Should FTS2001
offer both local and long-distance? If so, would that “overhang” the marketplaces’
readiness for such a compilation? The Congress, the industry, the agencies, and GSA

developed an almost Solomon-like compromise.

FTS2001 contracts
The FTS2001 contracts established the basis for continuing support in the long-
distance market with the addition of Internet services, international services, and the
promise to add local services as it evolved. The user community was expanded, from the

US government only, to include tribal governments with the possibility of adding state
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and local governments. Minimum Revenue Guarantees (MRGs) were set at levels to
entice participation by industry players and were to be applied across all services. In
contrast, the smaller FTS2000 minimum revenuc guarantces had been applicd only to
voice services. The transition period was set at one year, the same period over which no
MAA contractor would be allowed to enter the long-distance marketplace. The construct
was wisely set up to allow the FTS2001 providers a fair start out of the blocks to

establish themselves before entering the competitive fray.

MAA Contracts

The MAA contracts were established to likewise provide a broad array of possible
users. In many cases, dual awards were made in cities to allow for agency choice and
competition within the markets. Asin FTS2001 contracts, minimum revenue guarantees
were established to attract competitors. The MRGs for the MAASs are much smaller.
They are $100K per city, split among the awardees. In Denver, Qwest is guaranteed
$33.3K, which will be reduced further if a fourth contractor is brought in; $50K in
Minneapolis, and $100K each in Boise and Albuquerque. These guarantees were meant
to be applied across the full array of scrvice offerings. In addition, like FTS2001, to
enable contract holders to successfully transition and have a fair start, no new competitors
would enter the specific geography for one year after each award. After that one year
period, other contractors — either MAA contractors from other regions or FTS2001
contract holders — would be eligible to add competing services to their contracts to allow

additional choice and competition in the marketplace.

50f18
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Niche Contracts
The rolc of the niche contracts was to target competition in particular areas. The
Guiding Principles specifically identified wireless services as an area that met this
criterion. Over time, other areas, including the commerce, Internet, electronic mail
access (CINEMA), were also identified. The focused objective was to add competition to

an area that required a jump-start.

The government would have, at its disposal, a single, integrated program
comprised of a competitive, overlapping web of contract vehicles that would force
continuous competition, innovation and low prices. The rules of the road were codified
in the Guiding Principles that govern the entirety of the FTS program. The Guiding
Principles represent a manifesto upon which the government marketplace agreed and

charted its destiny.

Competition was to be the rule, not the exception. The Guiding Principles
expected that MAA contractors would be ready to enter the long-distance market
immediately after the forebearance period — meant only to give awardees of MAAs and
FTS2001 a one-year “‘jump start” on their contracts. A construct was developed for the

delivery and proposal of optional services.

Optional services were defined, for long-distance providers, as the ability to

provide local services, and, for local service providers, as the ability to provide long

60f18



124

Qwest Communications International
June 13, 2001

distance services. In order to provide the optional services there were a few pre-
qualifications required:
1. “Only contractors (i.c. those companies with either an FTS2001 or an

MAA contract) may offer optional services.

o

“Optional services may be added to the contract as modifications within
the scope of the FTS2001 and MAA contracts.
3. “The Government will not require service or geographic ubiquity on any
optional services.”
The combination of the optional services offered and available under FTS2001, the
MAAs, and the additional competition enabled through targeted niche contracts yielded
an elegant, fully competitive program. This elegant program served a single beneficiary:
the taxpayer. In summary, the FTS Program Goals anticipated:
e asingle integrated program supporting competition in local and
long distance markets
e multiple players in FTS2001, MAA and niche contracts to spur
competition
e swift introduction of commercial products, services, and new
technologies as well as reliance on contractor’s commercial
infrastructure
e agency choice in a non-mandatory contracting environment
o market conditions rather than government oversight would govern

pricing and technology decisions

! Statemient of Principles Dated April 4, 1997, No. 16.1 through 16.3
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III.  The Current Roadblocks Slowing Progress

Denver, Colorado; Boise, Idaho; Albuquerque, New Mexico; and Minneapolis,
Minnesota are each cities in which Qwest has gained experience as a provider of MAA
services. The experiences in each locality are different. None has been a rapid transition

as was envisioned by the contractors, GSA, and the end-user agencies.

The basis upon which Qwest participated as a bidder on the MAAs was the
promise of the FTS program at large. Qwest prides itself on being a vigorous competitor,
dedicated to providing our customers with the most forward thinking technologies and
solutions based upon their understood requirements. It was on that basis that we

approached the MAAs.

The promise of the MAA contracts moving to quickly include long-distance
service was built into the forecast and business case upon which each of these bids was
submitted and priced. The aggressiveness with which we have pursued these
opportunities has been noteworthy. Our post-award experiences, however, have been
sobering. In Denver, for example, a customer was prepared to issue an order to Qwest
for services only to have the GSA regional office determine that the order for service

should go to the other MAA contractor.
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Our principal expectation was that the region’s actual needs were reflected in the

requircments of cach MAA. This has unfortunatcly proven to be a false assumption.

There has apparently been little participation by the regions in the formulation of the

requirements. Our experience leads us to conclude that the regions are ill prepared to

deal with the solutions proposed by the winning MAA contractor.

For example:

There is a substantial amount of disengagement between what is perceived by the
regions to be a headquarters-driven acquisition and a regional implementation.
These artificial barriers between headquarters and the regions are a disservice to
the end-users who are deprived an opportunity to assess what is in their best
interest. This condition is exacerbated by a predisposition to have end-user
agencies deal exclusively through GSA as opposed to through the MAA
contractor. Itis as if agencies, including GSA, look at the MAA as keeping plain
old telephone service (POTS) as against an opportunity to take advantage of

competitive alternatives to a broad array of solutions.

Qwest has proposed leading-edge billing applications with which regions are
unprepared to deal. It has been our experience that rather than move forward to
use Internet enabled technologies that facilitate ordering, provisioning and billing,
the regions would rather move backward to have a retrofitted solution compatible

with legacy platforms.
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e When offered opportunities to assess and optimize current network
configurations, the regions are too frequently resolved to make use of what is

already there without performing any analysis.

GSA has a misguided sense of how to manage multiple award contracts in a given
city where there is a dual award. In Denver, when Qwest has tried to engage in meetings
with individual agencies, Qwest has been informed that such interaction is not
permissible unless “equal contact” is provided to that client agency by the other provider.
It is not GSA’s role to assure equal contact between MAA contractors and agencies,
merely equal opportunity to access these customers. GSA’s role is to facilitate and not
dictate to the vendors to whom they may sell. It is GSA’s role to administer the contracts

fairly but let the competitive process of selling take place.

Many of the circumstances in which Qwest has found itself are related to issues
associated with the stalled FTS2001 transition. Decisions associated with FTS2001
services seem to have taken pre-eminence over what makes business or economic sense
to agencies, networks, or technology. Because of the lack of tools to make rational
decisions considering the full array of options available, an FTS2001-centric approach is

more usually taken.

The lack of standards and guidelines goes beyond mere method and procedure for

conducting day-to-day contract administration. [t also goes to the ability of the regional
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team to compare and contrast the relative benefits of acquiring services from one
contracting vehicle over another. This lack of preparedness stands in the way of
transitioning customers, optimizing their services and advancing their missions. Asa
practical matter, much of the education of the GSA regional staff is left to the MAA
contractor. Moreover, because the construct of the MAA pricing is new and relatively
complex when compared to buying off tariffs, there is an expectation on the part of the

regions that many services are free even though prices are clearly established.

Some of the lack of coordination across the country is evidenced in the disparate
needs for billing requirements. Qwest has provided tools for electronic access to billing
information based upon RFP preferences specified formats and delivery in these media.
In one region, despite the wide array of electronic billing options available from Qwest,
that region remains committed to a GSA-provided medium known as TOPS. The retrofit
to accommedate this method may or may not be recoverable from the government.
However, it is clear is that these requirements, if made known during the bidding process,
would have and could have been built into the assumptions and business case of Qwest as
abidder. The cost of re-engineering after award is costly to the vendor to be sure. But
the true cost is to the process and the end-user who is frustrated at not having their needs

met and to the potential transition delays caused.

As importantly, the evolution to commercially available services is thwarted by
continued reliance on legacy products and services. Some of what these differences in
billing requirements indicate is a lack of GSA-wide planning and standards across the

FTS program. Billing is always an area rife with potential dissatisfaction. It is followed
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closely by ordering and provisioning information. A failure by GSA to be prepared to
deliver state-of-the-art capabilities to its users only delays their ability to become

independent and sophisticated users of new and emerging services.

Finally, MAA contractors have made significant investments to deliver on the myriad
deliverables required by the RFPs. In too many cases, these deliverables still create
requirements that are beyond what commercial customers expect. To reduce prices and
assume increased performance requirements is a volatile combination especially if the

opportunity to expand the market to the long-distance arena remains stalled.

Owest clearty understands that the world in which we participate is highly integrated.
We did not expect that this integrated environment, reflective of the current market,
would be bound by thinking, processes and practices more closely aligned to the former
non-competitive paradigm. The Guiding Principles presumed an active, sales and

marketing-driven environment in which vendors, agencies and the taxpayer would thrive.

We seem to be operating in a series of disintegrated fiefdoms of technology,
organization, and tradition. This arcane, balkanized approach — highlighted by the gulfs
between headquarters and the region and FTS2001 and the MAAs -- is yielding a new
agency dependence on GSA. This dependence increases overhead to the end-users who

feel compelled into relying on GSA as the monopoly service provider.
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The free market, opportunity-driven program in which Qwest elected to participate
has been stalled by a new set of constraints. Some are related to misplaced concerns
about FTS2001 minimum revenue guarantees. Some are due to the appropriation by
GSA of industry worst practices. GSA, through the creation of service-based “value

added” rates, has hidden its actual costs from the agencies. Something has gone wrong.

The current and future scope of the MAAs was specific. After a one-year
forebearance period, contractors would be able to add optional long-distance services.
The government, pursuant to the Guiding Principles, “will not require service or

2 Business cases were developed based

geographic ubiquity on any optional services.
upon the promise that the forebearance period would be lified in a timely manner and

additional services would be able to be delivered.

As a provider of leading-edge technologies, we fully expected to be able to quickly
add the full array of our offerings to our MAA contracts for timely inclusion. To date,
due to the lack of GSA infrastructure to process contract modifications, customers have

been deprived of new services.

Equally frustrating is the fact that agencies are unable to go directly to MAA
contractors. They are required to interface directly with GSA and incur one of two GSA
categories of management fees: “Value Added” or “Full Service.” The distinction

between the two is not clear in terms of services rendered. Since agencies lack the ability

130f 18



131

Qwest Communications International
June 13, 2001

1o by-pass GSA, it in effect holds the agency hostage to GSA and assures GSA revenue
whether or not its services are desired by a customer agency. In the end, agency choice is
sacrificed. If an agency requires the use of GSA in a “value added” or “full service” way,
why should not GSA publish labor rates that would apply rather than hiding the rates in

an overhead rate that may or may not reflect their actual costs.

Agencies expected to be able fo get value: value added services at a competitive
price. The problem that precludes agencies from getting these things is the lack of

appropriately focused contract

GSA routinely quotes savings in the billions of dollars associated with the MAAs.
But the quoted savings are those only GSA is experiencing. These savings are obliterated
by the addition of steep contract management and value added fees that MAA contractors
are obligated to be pass on to the agencies. This practice hides the deep price reductions
that the vendors have put forward and allows GSA to pocket the difference. No amount
of purported value-added support can legitimize the gouging of agencies for unsolicited
interference by GSA. Indeed, no vendor in a cost-based environment would be

authorized to pass such fees onto the government without proven benefit.

For example, the exorbitant contract management fees that have been set up for the

MAAs have resulted in fees ranging from 40%" to as high as 75%" GSA’s management

* Statement of Principles Released April 4, 1997 No. 163

3 Qwest has yet to be assigned the management fee for its Boise MAA although award was made in August
2000,

* Communications Daily, December 7, 2000.
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structure and lack of seamless integration in the FTS program organization is resulting in
fees that far outpace the 8% fee that is assessed on FTS2001 services. The 8% fee is
likewise out of step with the Federal Supply Service’s 1% fee for what are plainly

commercial services.

Iv. Conclusion and Recommendations

The lack of consistent communications between national GSA and the regional
offices on contract administration and management issues has impacted our ability to
transition agencies in MAA cities. Without an infrastructure to properly interpret and
support regulatory issues affecting the competitive landscape envisioned for the program,
competition has not been achieved nor have regional transition difficulties been handled
in a timely manner. We therefore make the following recommendations that are essential

to the Guiding Principles.

1. GSA must adopt a structure for management that integrates the entire FTS
program and immediately reduce management fees to no more than 8%. The Guiding
Principles were not created as options. They were created to be the foundation upon
which the FTS program would operate. That foundation presumes a GSA infrastructure
in place to support it. Qwest urges this Committee to assist GSA in adopting an efficient
structure for management. Qwest likewise urges that communication and accountability
across the agency be enhanced so that the requirements of individual MAAs be in

alignment with user needs. Planning cannot be an afterthought.
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2. The GSA must deliver a meaningful schedule to deliver long-distance services
through the MAAs. If Qwest can manage to use a simple Gantt chart to prepare its

testimony, certainly GSA can issue as schedule to clearly introduce long-distance

services.

The marketplace cannot afford to wait on GSA to fix its internal problems. GSA
should immediately begin to accept proposals from MAA contractors to deliver long-
distance services consistent with the Guiding Principles, the modified FTS2001 contracts,
the advice of GAO, and confirmed the stated desires expressed by Sandra Bates, GSA’s
FTS Commissioner, in her April 26 testimony before this Subcommittee. These
proposals should not languish for two years as some other contract modification can and
do within GSA. Rather, a team should be immediately established to process these
modifications so that the market may benefit from enhanced competition. In short, do the

hard work necessary to foster competition.

3. GSA must stop inserting itself between vendors and agencies. We believe this is
a waste of tax dollars and preventing competition. GSA cannot be perceived to be a
roadblock or as an entity serving its own self interest. Give user agencies the choice that
they deserve. GSA should show a preference for direct contact between end-user
agencies and the vendor community. GSA insertion into the process should be the
exception rather than the rule. Its role is that of administrator of the contracts. GSA must

be willing to accept that even in locations where users have traditionally gone through
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them to acquire their local services, vendors always have the responsibility to offer

different solutions to their potential customers.

GSA cannot continue to operate as the de facto monopoly provider to the
agencies. The era of mandatory use is over. The age of competition is upon us. Let the

marketplace move forward free of legacy mindsets.

4. GSA must adopt best business practices using tools and methods to make
informed decisions and demonstrate accountability. Whatever tools are necessary to
enable continuous assessment of services should be developed and provided to the
government. Certainly the marketplace has tools that are able to perform such
assessments as standard off-the-shelf items. The days of transitioning services once are
long gone. GSA and the agencies must embrace the fact that in a competitive
marketplace assessment of needs is an on-going practice. Performing such analysis to

assure that agencies get the best deal is part of the due diligence that taxpayers demand.

A vibrant and competitive market will always mean that there is movement of
services and enhancement of services. Perpetual change is and should be a constant.

Stagnation is the enemy, not continuous improvement.

5. The GSA must publish a detailed plan and schedule to implement all these
recommendations we’ve made today. GSA should publish a fully articulated plan and
schedule to accomplish all recommendations made today. That plan should introduce

sunshine into the process of managing the FTS program across the board. The plan and
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schedule should have absolute dates upon which the public, agencies, and contractors

may rely in making business plans.

Status of MAA transitions should likewise be published. All of this information
should be made available on the GSA website. The transition details for the MAAs
should mirror that which was provided for FTS2001 showing status by product and
service. In addition, the plan should specifically demonstrate the reduction and

simplification of the role of the GSA.

These actions and recommendations are critical to putting the FTS Program back
on track. It is not to0 late, but time is of the essence. And let me add before I close, that
although I am committed to the GSA, who can add value to this process, I want to make
certain that if 'm asked to choose between the GSA and my end-user customers I will
always chose the end-user. 1 have built a career on keeping commitment to my end user

agencies and won’t stop now.,

Mr. Chairman, I thank you for the opportunity for Qwest to present its views this

afternoon. I will gladly answer any questions that you may have.
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Mr. ToM DAVIS OF VIRGINIA. Mr. Lucas.

Mr. Lucas. My name is Randy Lucas and I am the vice presi-
dent, general manager of Verizon’s Federal team. Verizon Federal
is a part of Verizon’s Enterprise Solutions Group and is specifically
organized to serve the information technology needs of our Federal
customers. Verizon Federal has numerous contracts with various
Federal agencies that provide a host of information technology and
telecommunications services.

From Verizon’s perspective, the MAA process has generally
worked well and been a success but it could be made even better
if GSA continues to communicate with industry on processes and
guidelines that dictate how the MAA program will evolve.

Verizon has been a supporter and active participant in the MAA
Program since its inception. In fact, Barbara Connor, the former
president at Bell Atlantic’s Federal Government Line of Business
testified before the Committee on Government Reform 4 years ago,
encouraging Congress to support the separation of local service and
long distance services in developing the government’s procurement
strategy. A lot has changed in this industry since that time and
real progress has been made in the implementation of the MAA
Program.

The stated goals of the MAA Program have been to sustain price
reductions for local telecommunications services in selected metro-
politan areas; provide a flexible, contractual vehicle with high qual-
ity services; and to create a contractual structure that encourages
agency cooperation and aggregation of requirements. GSA is to be
commended on the pursuit of these goals and the impact the MAA
has had in fostering competition.

Verizon is in the unique position of having seen the MAA from
several different views. One of the first cities awarded was New
York City. We lost. The sole award was made to AT&T. In January
2000, we were awarded the WITS 2001 contract which GSA consid-
ers part of the MAA Program. We won a multiple award contract
in Buffalo along with AT&T. In Baltimore, where we were the in-
cumbent vendor, we lost in a single award decision to Winstar. We
were awarded a contract in Boston, a multiple award city with con-
tracts also going to AT&T, SBC and Winstar. Earlier this year,
Verizon was awarded the first crossover contract to go back to New
York City to compete for services there.

As you can see, we have seen multiple awards, single awards, we
have won, we have lost, we have crossed over, just like the pro-
gram strategy envisioned.

Though the MAA Program, from our view, has had its successes,
we believe there are areas for improvement. We would suggest that
GSA more strictly enforce the post-award forbearance timeframes
for the awarded cities. While Verizon understands and appreciates
the need for the fair consideration process, we suggest the process
needs to be expedited so that customers can take advantage of the
new services and better prices offered in the MAA contract.

The process for technology refreshment and the ability to acquire
up to date goods and services are potential areas for improvement.

While the MAA Program offers some limited data services, cus-
tomers cannot currently buy state-of-the-art telecommunications
technology such as frame relay, ATM or SONET services. Federal
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Government customers want and need these technologies to meet
the wants and needs of their customers, ultimately the taxpayer.

Industry needs to be allowed to provide these types of services
as well as voice over IP, gigabit ethernet, and DSL based solutions.
As voice, data, and video networks converge to a common platform,
the MAA contract should allow for the rapid inclusion of these new
technologies.

Verizon is still prohibited from providing long distance services
in 11 States and the District of Columbia. This is an important reg-
ulatory hurdle as we wait for the summer release of the crossover
guidelines for FTS2001. If GSA requires that all potential entrants
to that market have to be able to provide long distance services to
every State, Verizon will be locked out. If we will be able to offer
long distance services as an option on our MAA contract, we can
compete where we have been approved to provide long distance
services. This will mean more choices for our customers and a bet-
ter deal for the taxpayer.

I indicated that we have competed both successfully and unsuc-
cessfully against AT&T, SBC and Winstar for local services via the
MAA Program. In each case, we were the incumbent local exchange
carrier. The opportunities that the MAA presents would be even
more attractive if vendor partners knew they could bundle voice,
data, long distance and Internet services on the same contract plat-
form.

Verizon values our partnership with GSA and our successes
within the MAA Program. We have found the representatives from
national GSA, as well as those from the regions, have been more
than willing to talk through issues seek feedback and discuss proc-
ess improvement. The MAA is a good strategy for achieving the pri-
mary objectives. Can it be improved? Certainly, it can. It is a new
process. In my 19 years of serving this market, I have found pre-
cious few things that cannot be improved.

I thank the committee for the opportunity to discuss the MAA
Program. I would be glad to answer any questions you may have.

[The prepared statement of Mr. Lucas follows:]
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Mr. Chairman and members of the Committee, my name is Randy Lucas, and I am the

Vice President/General Manager of Verizon’s Federal Team.

Verizon Federal is a part of Verizon’s Enterprise Solutions Group and is specifically
organized to serve the information technology needs of our federal government
customers. Verizon Federal has numerous contracts with various federal agencies that

provide a host of information technology and telecommunications services.

[ want to thank you for giving me the opportunity to testify on the federal government’s

Metropolitan Area Acquisition (MAA) program.

From Verizon’s perspective, the MAA process has generally worked well and been a
success, but it could be made even better if GSA continues to communicate with industry
on processes and guidelines that dictate how the MAA program will evolve. Verizon has
been a supporter and active participant in the MAA program since its inception. In fact,

Barbara Connor, the former president of Bell Atlantic’s Federal Government line of
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business, testified before the Committee on Government Reform four years ago,
encouraging Congress to support the separation of local service and long distance services
in developing the Government’s procurement strategy'. A lot has changed in this
industry since that time and real progress has been made in the implementation of the

MAA program.

The stated goals of the MAA program have been to “...sustain price reductions for local
telecommunications services in selected metropolitan areas; provide a flexible contractual
vehicle with high quality services; and to create a contractual structure that encourages

agency cooperation and aggregation of requirements.”2

GSA is to be commended on the pursuit of these goals and the impact the MAA has had
in fostering competition. Verizon is in the unique position of having seen the MAA from
several different views. First, one of the first cities awarded was New York City; we lost,
the sole award was made to AT&T. Second, in January of 2000 we were awarded the
WITS2001 contract, which GSA considers part of the MAA program. Third, we won a
multiple award contract in Buffalo, along with AT&T. Fourth, in Baltimore, where we
were the incumbent vendor; we lost in a single award decision to Winstar. Fifth, we were
awarded a contract in Boston, a multiple award city with contracts also going to AT&T,
SBC, and Winstar. Finally, earlier this year Verizon was awarded the first crossover

contract to go back into New York City to compete for services there. As you can see we

! Reference Statement of Barbara Connor, March 12, 1997

2 MAA website
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have seen multiple awards, single awards, won, lost, and crossed over. Just like the

program strategy envisioned.

Where we have been awarded contracts we have provided service in accordance with the

contract.

» Verizon was given a notice to proceed in June 2000 to transition existing service in
Buffalo, NY to the MAA coniract. In March 2001, 1,549 lines in Buffalo were

successfully transitioned to the MAA contract.

» For WITS 2001, the Notice to Proceed was granted on June 7, 2000. Though we had
proposed a two-year transition phase, we have succeeded with GSA in meeting the

milestones provided in attachment A.

Verizon was awarded the Boston Contract in July 2000 and submitted further proposals
in November of 2000. We successfully transitioned the first awarded system for the
Boston MAA with 458 lines completed as of May 5th. Three additional awards in Boston
for 802 lines are now in the project implementation phase. To date we are on track to
meet the transition timeline. Order dates range from May 14 to May 31. The expected

completion date is currently being negotiated.
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Though the MAA program from our view has had its successes, we believe there are

areas for improvement.

First, we would suggest that GSA more strictly enforce the post-award forbearance time
frames for the awarded cities. For one year after the awarding of a contract in a city, no
other vendor can compete in that city using a MAA vehicle. After that one year, the GSA
can start another competition. Delays in providing guidance to MAA awardees on the
process of submitting post-award forbearance cross-over delayed for New York City
federal government customers the benefits of new services with lower prices.
Specifically, these delays resulted in Verizon not being able to submit its successful
crossover bid until 7 months past the one-year forbearance period. In the phase 2 cities
(those cities sequenced for procurement after the initial cities of New York, Chicago and
San Franciseo), guidance for submitting post forbearance proposals is still on hold
preventing Baltimore federal government customers from receiving a competitive
proposal from Verizon (the Baltimore work previously had been awarded as a sole

contract to Winstar).

Once we receive orders fo provide a customer service we have had no problems in
working with GSA to meet the customers’ requirements. The GSA's Notices to Proceed
have frequently taken a long time to be issued, however, as the GSA works through the
fair consideration process. While Verizon understands and appreciates the need for the
fair consideration process, we suggest the process needs to be expedited so that customers

can take advantage of the new services and better prices offered in the MAA contract.
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The process for technology refreshment (the introduction of new technology and
services) and the ability to acquire up-to-date goods and services are potential areas for
improvement. While the MAA program offers some limited data services, customers
cannot currently buy state-of-the-art telecommunications technologies such as Frame
Relay, ATM or SONET services. Federal Government customers want and need these
technologies to meet the wants and needs of their customers (the taxpayers). Industry
needs to be allowed to provide these types of services as well as Voice over the Internet
{VoIP), Gigabit Ethernet, and DSL based solutions. As voice, data, and video networks
converge to a common platform, the MAA contract should allow for the rapid inclusion

of these new technologies.

Both in New York City and Philadelphia, the GSA requirements for “on net calling with
no message unit charges” hindered Verizon's ability to respond competitively because of
our regulatory limitations on providing long distance (interlata) services. In fact we did
not submit a proposal for Philadelphia because of the requirement to include Camden and
Trenton, New Jersey. Even though Philadelphia and NYC are two areas where we can
provide “corridor service,” the cost to us to satisfy GSA’s requirements made our prices

too high.

Verizon is still prohibited from providing long distance services in 11 states and the
District of Columbia. This is an important regulatory hurdle as we wait for the summer

release of the crossover guidelines for FTS2001. If GSA requires that all potential
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entrants into that market have to be able to provide long distance services to every state,
Verizon will be locked out. If, however, we will be able to offer long distance services as
an option on our MAA contract, then we can compete where we have been approved to
provide long distance services, This will mean meore choices for our customers and a

better deal for the taxpayer.

1 have already indicated that we have competed both successfully and unsuccessfully
against AT&T, SBC, and Winstar for local services via the MAA program. In each case
we were the incumbent local exchange carrier (ILEC). The opportunities that the MAA
presents would be even more attractive if vendor partners knew they could bundle voice,

data, long distance, and Internet services on the same contract platform.

Mr. Chairman, Verizon values our partnership with GSA and our successes within the
MAA program. We have found that the representatives from “national GSA” as well as
those from the regions have been more than willing to talk through issues, seek feedback,
and discuss process improvement. The MAA is a good strategy for achieving the primary
objectives. Canitbe ir;zi}roved? Certainly it can, it’s still a new process. In my 19 years

of serving this market I have found precious few things that cannot be improved.

I thank the Committee for the opportunity to discuss the MAA program.
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Mr. Tom DAvis OF VIRGINIA. Mr. Hogge.

Mr. HOGGE. My name is Jerry Hogge, vice president of Winstar
Government Solutions. I appreciate the opportunity to discuss the
Metropolitan Area Acquisition Program. I am here to request your
support in accelerating the pace of its implementation.

As reported in GSA’s press statements, this $4 billion-plus pro-
gram has the potential to save taxpayers millions of dollars this
year and over $1 billion going forward if it is implemented expedi-
ently.

Winstar is a broadband services company and is one of only two
competitive local exchange carriers participating in the MAA Pro-
gram, and is the holder of more MAA contracts than any other ven-
dor. Winstar is also the only vendor offering local dial tone to its
customers primarily using a 38 gigahertz wireless technology.

As a competitive local exchange carrier, Winstar views GSA’s
MAA Program as an ideal business channel offering the oppor-
tunity to provide substantial and concentrated amounts of local
voice and data services in major metropolitan areas. Winstar has
competed for 17 MAA contracts, won 12 and 2 are pending deci-
sion.

Our presence in this process has undoubtedly been a key factor
behind the vigorous competition that has taken place and a key
part of the dramatic price reductions seen in the MAA contract
prices.

As you may have read recently Winstar has voluntarily filed for
reorganization under Chapter 11 of the Bankruptcy Code. We have
received our initial funding, continue to provide services to our cus-
tomers, are adding new customers daily and intend to emerge from
this process with GSA and the Federal agencies as a prominent
and strategic part of our long run business plan.

Winstar regards the MAAs as a tremendous success from a con-
tract award perspective. However, only a minuscule part of the
promised savings has been realized because most of the business
promised in the contracts has yet to be implemented. Simply put,
Federal customers are not being transitioned to the MAAs at an ac-
ceptable pace. Processes are lengthy, basic paperwork is slow to get
done, fair consideration is inherently unfair in certain instances
and conflicts exist with in-place contracts.

As of today, well over a year into Winstar awarded contracts, we
have received orders for only 5 percent of the promised lines. Fur-
ther, since most orders have been received very recently, only 1.7
percent of the lines forecast by GSA for the first year in our 12 cit-
ies have been installed. We believe these statistics are not uniquely
loaded to Winstar but instead represent programwide failures. In
fact, most of the promised MAA business remains with the incum-
bent RBOCs.

The drastically slow revenue flow from the MAA contracts has
had a significant impact on Winstar and will ultimately impact our
ability and willingness to participate in the program. The main im-
pediments we have experienced in transitioning MAA business in-
clude administrative impediments such as slow receipt of notice to
proceed, fair consideration of requests and responses, and ulti-
mately service orders.
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The average delay between the date we received a notice to pro-
ceed and our first order is almost 4 months and some cities like In-
dianapolis have yet to place their first order with us, resulting in
the passage of an entire year where customers cannot take advan-
tage of Winstar’s reduced MAA prices.

The fair consideration process is somewhat a misnomer. Certain
GSA regions apply very rigid guidelines to how vendor priced pro-
posals are to be presented and then take months to arrive at seem-
ingly simple buying decisions. Other local GSA offices specify which
technologies can be used to satisfy a requirement such as an in-
ground fiber deployment. This violates the contract as the specifica-
tions are to be expressed in terms of service requirements, not a
definition of a specific technology or solution.

The MAA contracts are purposely uniform in their product and
service content. All MAA providers are presumed to be equal in
terms of technical and management merit as a result of the RQS
process. Thus, post-award buying decisions should be a simple mat-
ter of comparison shopping and choosing a vendor. To date, this is
not the case.

Finally, in certain MAA cities, fair consideration decisions do not
always appear to be communicated. In several instances, we have
not yet been notified of the outcome of fair consideration proposals
we submitted in November 2000. Either we lost and haven’t been
notified as to why or GSA has taken more than 8 months to make
a simple price comparison. Neither reason is acceptable.

The fair consideration process is further confounded by apparent
conflicts with existing contracts. In Dallas, for example, Winstar’s
MAA service price must offset a termination fee that SBC charges
GSA to disconnect its service. This external cost works against all
nonincumbent MAA winners and destroys the level playing field
envisioned by the fair consideration process.

Indeed, because of the incumbent’s disconnect charge, GSA ap-
parently and wrongly concludes that we are not a competitive
choice since it will take many months just to break even with re-
spect to this disconnect fee.

The MAAs are 8 year contracts and we believe we provide a bet-
terdlife cycle value and savings that is not being properly consid-
ered.

To the best of our knowledge, less than 10 percent of the lines
forecast for our 12 cities have been transitioned. We propose a few
changes to improve these results.

Simplify the transition process; speed it up; communicate the re-
sults and track performance. Transition and fair consideration are
extremely measurable. A scorecard such as the one on the display
that begins with the baseline circuit forecast represented to indus-
try by GSA should be immediately implemented and tracked
monthly. On the screen is a card which shows the percentage of
forecast lines that have had orders placed with an MAA provider
and the percentage of forecast lines that have been installed. This
sort of scorecard would highlight cities that are on target and com-
pare them to those that are not, hopefully spurring action, fixing
process problems and eliminating delays.

GSA can utilize the IT fund to help defray initial one-time transi-
tion costs to a nonincumbent’s network as well as other external
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and equipment changeout costs that otherwise bias the purchase
decision in favor of incumbent providers.

GSA’s forecasts of their requirements in each city are the basis
for the bargain. Millions of dollars were not invested in winning
these MAA contracts just to share a $100,000 minimum revenue
guarantee. Instead, we relied on GSA’s detailed forecast of business
and the expectation that GSA would meet those forecasts and the
savings touted in its own press statements.

GSA received substantial price reductions based on the promised
business. We are prepared to deliver the rates promised in our pro-
posals and it is time for GSA to live up to the lines promised in
their forecasts.

I would be happy to answer any questions you have. I appreciate
the opportunity to appear.

[The prepared statement of Mr. Hogge follows:]
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WRITTEN TESTIMONY OF JERRY W. HOGGE
VICE PRESIDENT, WINSTAR GOVERNMENT SOLUTIONS LLC

BEFORE THE HOUSE GOVERNMENT REFORM COMMITTEE
SUBCOMMITTEE ON TECHNOLOGY AND PROCURMENT POLICY

|. Opening/Introduction

Good afternoon Chairman Davis, Congressman Turner and members of
the Subcommittee. | appreciate the opportunity to appear today to discuss the
Metropolitan Area Acquisition (MAA) Program. My name is Jerry Hogge, and |
am the Vice President of Winstar Government Solutions LLC. | am here to
discuss my company’s participation in the General Services Administration’s
(MAA) program and to request your support in accelerating the pace of its
implementation. As reported in the GSA’s press statements, this program has
the potential to save taxpayers millions of dollars this year - and over $1 billion

going forward - if it is implemented expediently.

Il. Who is Winstar?

Winstar is a fixed-wireless broadband services company and a
Competitive Local Exchange Company (CLEC), which in the case of the MAA
program is one of only two Competitive Local Exchange Carriers participating in
the program. Moreover, Winstar is the only competitive local exchange carrier
that is offering local services to MAA customers primarily using a fixed wireless
technology to bring “dial-tone” to its customers.

Winstar has service-marked its 38 GHZ wireless technology Wireless

Fiber™ because it offers our customers the same quality and reliability as in-
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ground fiber optic systems. With this technology, Winstar offers the federal
government community a solution that can be completely independent of the
Regional Bell Operating Companies (RBOCSs) infrastructure. Winstar's Wireless
Fiber"™ technology can be used to connect federal customers to each other such
as in campus environments, to Winstar's switched and data networks, to the
public switched telephone network, and to long distance networks — such as
Winstar’s national network or FTS2001.

When a government user places a phone call or sends data from his/her
computer, Winstar uses a radio antenna located at the customer’s buiiding to
transmit the data via a 38 GHz licensed radio frequency spectrum to a receiving
antenna located within Winstar's network. Winstar then routes the transmission
over its fiber optic backbone to the receiving customer.

By avoiding the costly and time consuming construction and trenching
associated with deploying in-ground fiber systems, Winstar's Wireless Fiber™
technology allows broadband capacity to be extended to the federal workers’
locations more rapidly and at a fraction of the initial build cost of fiber. With our
Wireless Fiber®" technology, Winstar offers the government fiber-quality services
at extremely competitive prices. Winstar's highly competitive MAA prices
combined with our high quality services offer a unique and unbeatable value in

the Federal marketplace.
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HI. What is Winstar’s Interest in the MAA Program

As a competitive local exchange carrier, Winstar saw the GSA's MAA
program as an ideal business channel, offering the opportunity to provide
substantial and concentrated amounts of local voice and data services in major
mefropolitan areas. This is why Winstar initially decided fo participate in the
multi-year Request for Qualification (RQS) process to become technically
qualified to bid on each individual MAA city. In fact, Winstar was the first CLEC
to become MAA-gualified, and second among all qualified bidders in terms of
reaching that milestone.

Winstar has submitted bids on seventeen (17) MAA cities; won twelve
{12); and two are pending award. This level of commitment in terms of capital
and personnel resources was not made lightly, but instead with refiance upon the
promise of substantial amounts of business as expressed in the GSA’s bid

models for each MAA city.

IV. Winstar as an MAA Competitor

Winstar commends GSA on its progressive MAA initiative and
congratulates them on the dramatic improvements in contract prices achieved
through the MAA competition. As the holder of 12 — out of a total of 20 awarded
MAA contracts --- 2 of which are single award contracts --- Winstar holds more
MAA contracts than any other vendor. We believe that our positive impact on the

competition is evident and it is clear that our presence in the competitive bidding
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process has contributed to GSA’s ability to achieve the unprecedented level
(50% +) of price reductions that are a part of the MAA contracts today.

GSA conceived the MAA Program to capitalize on the competition that
was designed into and promised by the Telecom Act of 18986. It sought to bring
new competitors to the federal marketplace. Winstar answered this “call for
competition” and established a dedicated Government Solutions organization
specifically to address the MAA requirements. Winstar's Chairman, Bill
Rouhana, committed millions of doliars to the proposal development process
based on the promise of business expressly represented by GSA in these MAA

confracts.

V. The MAA Market Realities

Winstar is using and augmenting its existing broadband network to reach
the MAA customers. However, unlike the regulated incumbent providers we
compete against in the MAAs, Winstar does not have a multi-decade heritage or
certain regulatory benefits to help finance the construction of our network.
Instead, Winstar is funded privately by equity and debt markets. The capital
required to build a new network is substantial and in order to compete effectively
with incumbent providers, Winstar and other CLECs have had to raise and
commit biflions of dollars to the endeavor.

Over the last year, the investment community has dramatically reduced
the capital available for financing network deployment within the telecom

industry. These changes coupled with other market pressures surrounding our
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debt structure made it necessary for Winstar to voluntarily file for protection
under Chapter 11 of the bankruptcy code on April 18, 2001. Other CLECs have
reached a similar point in their corporate history. Our business plan is to
reorganize with a new debt structure, continue 1o provide services to our
customers, and successfully emerge from Chapter 11. GSA and the Federal
agencies are very important customers and continue to be a cornerstone of
Winstar's long-run business plan. We appreciate the cooperation we have
received from Sandy Bates, Margaret Binns, the GSA Central Office team, as
well as the GSA Regions as we work though the Chapter 11 process. Their
commitment to Winstar during this time in our corporate history confirms that we

have not made an unwise decision in pursuing Government business.

Although we may be undergoing change as a business —and as an
industry - the fact that Winstar has invested significant financial capital, time and
resources, to win each contract, and to pursue the MAA business has not
changed. The bottom line is we won the contracts and now we should be able to
realize the fruits of that labor. Transitioning the business to the MAA contracts
enables G8A, the agencies and the American taxpayers to capitalize on our

labor by realizing the dramatic savings attainabie through the MAAs.

VL The Problem — Post Award Delays in Moving Business
Our concerns about the MAA program lie not in the program strategy; nor

in the bid and proposal process; but instead with the myriad of post-award
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confounding factors and the painfully slow speed of GSA’s conversion from the
existing service contracts to the MAA contracts.

We believe that the MAAs have been a tremendous success from the
contract award perspective; however, very little of that success has been realized
because the sizeable volume of business promised in those contracts - through
extremely detailed eight-year forecasts - has yet to be implemented.

As of this hearing, Winstar has installed only 1.7% of the lines forecast as
the business requirements by GSA for the first year in our twelve cities. Further,
Winstar has only received orders for 5% of the promised lines, most in recent
months. While we don't have overall results for our competitors, | think its safe to
say that these are not statistics uniquely low to Winstar, but instead represent
program-wide failures.

To give you some sense of the disparity between actual business
transitioned to Winstar's MAA contracts and that forecast by GSA let me share a
few simple statistics. The GSA’s bid models, for Winstar's awarded cities,
showed a line requirement, in year one alone, of more than 120,000 customer
station lines. As of this date — about one year into our awarded contracts -
we've received orders in @ of our cities for a total of 7,933 lines. While order
volumes have accelerated in recent months, this dribble of business is clearly not
the bargain Winstar contemplated when it decided to pursue MAA business.
Further, as we don't believe any of the other competitors have far exceeded our
results, it appears that most of the promised MAA business remains on contracts

with the incumbent RBOCs.
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The Government’s failure to make buying decisions and transition services
in a timely manner is resulting in lost taxpayer savings. Moreover, the siow
revenue flow under the MAA program post-award ha\s had a significant impact on
Winstar and will ultimately impact our ability and willingness to continue to
participate in the program to the fullest extent. | imagine that others in this

market may reach the same conclusions.

VIl. Impediments to Transition

The main impediments we’ve experienced in transitioning MAA business include:

1. Administrative delays by the local GSA offices.

2. Aninefficient, lengthy and biased Fair Consideration process in multiple-
award cities.

3. Conflicts between exisﬁng in-place contracts with incumbent providers and

the MAA contracts.

1. Administrative delays by the local GSA offices.

I'd like to give you a sense of the post-award sales and transition delays.
The first hurdle following contract award is receiving a Notice to Proceed (NTP).
Receipt of the NTP begins the period when we are able to “sell” through of the
contract. The regional GSA offices release the Notice to Proceed to the
contractors once pricing decisions regarding the GSA’s Contract Management
Fee have been determined and released. In 25% of Winstar's awarded cities,

the number of business days between contract award and NTP exceeds 75
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business days. The average number of business days between contract award
and NTP in our 12 cities is 60. This is almost 3 months!

Another administrative impediment to transitioning MAA business is siow
receipt of service orders. As discussed earlier, Winstar has received orders for
service in 9 of our 12 cities. The average number of business days between the
date that we received “notice to proceed” and our first order is 83 days. While
some cities, like Baltimore placed their first order within 30 days, others — for
example, Indianapolis has vet to place their first order with us and it has been 11
months since we have received Notice to Proceed. Once an order is received, a
typical installation interval for new service is 30-45 days. So, in combination, all
of the delays have resulted in the passage of an entire year in several of our
markets before customers could take advantage of the MAA's reduced prices.
While Indianapolis may be atypical of the overall program, the fact is the average
number of business days between contract award and receipt of the first service
order for @ of the Winstar MAA cities is 148 days — more than 7 months! To
make matters worse from a selling, general and administrative cost perspective,
GSA expects its vendors to devote dedicated sales resources in each city. When
it takes in excess of 6 months to close a single sale, one salesperson cannot
make a living and it is economically impractical to commit a resource to such a
market. This is the circumstance we face in many MAA markets. (Please refer

to Attachment “MAA Process for Qualified Bidders” for additional detail.)

2. “Fair Consideration” Processes
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The “Fair Consideration Process” is a misnomer. First of all, in this
process, Winstar typically competes with the incumbent local provider. The
incumbent RBOC has an inherent advantage in that a “transition” to their MAA
contract is often simply an administrative or billing effort, not a physical one.
This provides the incumbent with an inherent price advantage, in the form of a
lower transition cost to deliver service.

Secondly, certain GSA Regions apply very rigid guidelines to how vendor
price proposals are to be presented and then take weeks and even months to
arrive at seemingly simple buying decisions. In some Fair Consideration
requests, the local GSA office specifies that the technology that must be used,
such as in-ground fiber. This is contrary to the contract as the specifications are
supposed to be functional in nature (a specification for service requirements),
and not define the how the vendors must implement the service.

The MAA contracts are all uniform in their product and service content. All
MAA providers are presumed to be equal in terms of technical merit as pre-
determined by GSA’s intensive RQS process. By a rigid specification of the
technology to be used, we are being removed from the evaluation, even before
we have a chance to quote a price. The post-award buying decisions should be
a simple matter of specifying a particular service or product requirement,
receiving a letter response and making a decision. In far too many instances,
this is not the case.

Finally, it appears that the Fair Consideration process does not always

communicate the results of the competition to the losing bidders. In some cities,
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our proposals are evaluated immediately and we are informed of the
government’s decision — win or lose. But in other cities, we have not yet been
notified of the outcome of proposals that we submitted in November of 2000. So,
either we've lost and don't know why or the GSA and Agency officials have taken
more than eight (8) months to make a simple price comparison. Neither reason
is acceptable.

While there is great latitude inherent in the Fair Consideration provisions
of these contracts, failure to make decisions and to inform losing vendors of the
outcome bears no relation to normal business dealings. If Winstar loses a Fair
Consideration contest, we need to know so that we can respond more
competitively in the future. The Fair Consideration process was intended to bring
a business-like competitive buying process to the Government market post-
award. Instead, we find it being used to delay decision-making, to conceal

competitive outcomes and stymie post-award progress.

3. Conflicts with in-place contracts.

The “Fair Consideration” process is further confounded by an apparent
conflict between the MAA contracts and existing incumbent contracts. In Dallas,
for example, Winstar's MAA service price must offset a $25.00 termination
charge that SBC charges GSA to disconnect its service under a pre-negotiated
rate stabilization agreement. Winstar's Dallas MAA price is roughly $1.00 per
line per month less than SBC’s MAA price. However, because of the $25.00/line

disconnect charge, GSA concludes that we are not a competitive choice since it
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will take twenty-five months just to offset the RBOC's disconnect fee. It's
interesting to see disconnect line charges being imposed by the RBOCs at the
same time we find these same companies are agreeing to waive service initiation
charges. Both practices destroy the leve! playing field envisioned for the MAA
fair consideration process. To make matters even worse, we're told that the
breakeven point has to occur within the current fiscal year. So, even if Winstar
lowered its monthly line rate to $2.00 less than the competition, Winstar and
other non-incumbent MAA providers will never “prove-in.” This is an eight-year

contract, yet decisions are made with short-term rationale.

This sort of impediment to winning business was not part of the business
opportunity portrayed by GSA in the MAA bidding process. Issues like this are
causing the Government and the American taxpayers to lose out on the $1 billion
of savings. |think we all agree that this is not the government’s desired end-

result.

Vill. One Proposed Solution

To the best of our knowledge, across the twelve MAA contracts awarded
to Winstar, less than 10% of the lines forecasted to be transitioned in the first
year of the contracts have been addressed. As we have stated, the near term
effect of the delay is millions of dollars in lost savings. What is the solution?
What can be done to facilitate the transition and realize the promised savings?

We have a few suggestions.
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Simplify the Fair Consideration process - Speed it up, communicate the

results, track performance.

Transition of business to the MAAs and Fair Consideration are processes
that are extremely measurable. A publicly accessible scorecard that
begins with the baseline circuit forecasts represented to industry by
GSA should be immediately implemented and tracked monthly. The
scorecard would simply show:

1) the percentage of forecast lines that have had orders placed with an

MAA provider; and

2) the percentage of forecast lines that have been installed.

Such a scorecard would create a measurable standard for each MAA city,
each GSA region and show actual attainment of the promised taxpayer
savings. It would also serve to highlight cities that are “on target” and
compare them to those who are not, hopefully spurring action, fixing process
problems, and eliminating administrative delays. Hopefully, the scorecard
would serve as an impetus for local GSA offices to simplify and speed up the
process, and to communicate the results of the process monthly in a public
document. (Please see Attachments: "MAA Transition Scorecard — Basic”

and "MAA Transition Scorecard — Basic Plus” for suggested formats.)



160

2. Make the Fair Consideration process Fair.

To make the “fair consideration” process more fair, GSA could utilize the GSA
IT fund to help defray initial one time transition costs to a non-incumbent’s
network as well as other external costs that bias the outcome in favor of the
incumbent providers. This might include paying for the disconnect fee of the
incumbent provider or replacing proprietary phone equipment that only works
with the incumbent’s service. GSA could also mandate a separate consideration
for such factors so that the intended level playing field for MAA post-award
competition could be realized.

in sum, GSA can act to remove any inherent bias in the process so that all

MAA vendors have an equal opportunity to win the business.

3. Prove the government’s commitment to its business forecast.

GSA’s forecasts of their requirements in each city are the basis for the
bargain. As the forecasts have not been met for the Phase 1 and 2 MAA cities, it
will be difficult to achieve the same level of price competition for the Phase 3
cities. In other words, without a meaningful improvement in business transition in
the awarded MAA cities, phase 1 and 2 performance suggest that there is little or
no “reward” to equate to the vendor’s risks. GSA received substantial MAA
service price reductions based upon promised business. In the FTS2001
contracts, GSA used sizeable Minimum Revenue Guarantees to substantiate

their commitment level. This may be a solution for the MAAs. Regardless, the
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bottom line is that Winstar is prepared to deliver the aggressive and competitive
rates promised in our proposals; now it is time for GSA 1o live up to the business

promised in their forecasts.

IX. Conclusion

In conclusion, 1 would like to‘again congratulate GSA for their MAA
initiative and for bringing competition 1o the local market. However, absent swift
action, direct and substantial damage to this good work and the underlying
purposes for promoting competition, as enshrined in the Telecommunications Act
of 1996, will be done. Let us now work together to take advantage of the
contracts and achieve taxpayer savings by simplifying decision making,
communicating and tracking results, eliminating bias in the evaluation process,
and quickly and efficiently transitioning the lines that were forecast.

Savings are not realized until the service is installed and the new, lower
rates are applied to the agencies’ phone lines. We believe that by supporting the
recommendations made to improve the program- -including the immediate
adoption and usage of the suggested scorecard- -the government stands not
only to reap the bensefits of lower MAA prices; but also to showcase the benefits
attainable through real competition in the local service marketplace.

Thank you.

14
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Mr. Tom DAVIS OF VIRGINIA. Mr. Page.

Mr. PAGE. My name is Dave Page. I am vice president respon-
sible for BellSouth’s business with the Federal Government. I rep-
resent a staff dedicated to ensuring our Federal customers receive
the best technology available.

I have previously submitted my full statement to the subcommit-
tee which I ask to be a part of the hearing record.

During my 32-year career at BellSouth and predecessors I have
held various positions in sales and customer support. I am fortu-
nate to have had the opportunity to see telecommunications become
the most exciting industry in the world.

BellSouth is actively capitalizing on the changes in the industry
to provide our customers with leading edge services. Building on
the most sophisticated network infrastructure in the southeastern
United States, our challenge is to maintain our perennial receipt
of the industry’s highest award for customer satisfaction, while si-
multaneously expanding our business into the global marketplace.

GSA’s FTS Program and the MAAs are key opportunities for
BellSouth to achieve this growth. BellSouth has won 3 MAA com-
petitions—Atlanta, Miami and New Orleans. The 1-year forbear-
ance period for the Atlanta and Miami contracts expired April 26,
2001. We look forward to being able to offer enhanced and emerg-
ing services such as frame relay, ATM, SONET and long distance.
Unfortunately, there have only been limited opportunities to ex-
pand the contracts.

I have heard all the reason why we haven’t been able to move
forward and add new optional services. Some folks are concerned
about commitments to FT'S2001 contractors but is the government
keeping its commitment to BellSouth and the millions of customers
we serve.

It is not my intention to raise issues to which I have no solution,
so I won’t sit here and grumble about the transition and how it
slowed my ability to implement services under my contracts. In
many cases, there has been a lack of creativity. I recognize this
may be caused by too few people in the field and not enough sup-
port from headquarters. It is our understanding that processing
contract modifications to add new services might take a back seat
to basic transition. I understand that priorities sometimes change
and we all have to be flexible in the process.

Nevertheless, Mr. Chairman, BellSouth has been a good cor-
porate citizen when dealing with all the stakeholders. We find we
too have competing obligations for our people, our customers, our
agencies and our shareholders. In the end, the approach to any
problem that seems this complex is to get to the root and find a
common solution.

I was reminded that industry, government and Congress had al-
ready solved the problem. The best solution to move us forward is
to return to the guiding principles. These principles are maps that
tell us how to proceed.

We aggressively lowered prices to win these MAAs. Our intent
was to do more than just retain the business we have. It was an
opportunity to expand into markets we won’t enter and offer new
and enhanced services. In fact, one of the primary reasons
BellSouth bid on the MAAs was to be a partner with GSA moving
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from a low price bid war style of competition to a best value part-
nership. This is not a merge. Partners should take my interests to
heart and protect me from FTS2000 transition delays and difficul-
ties. Partners should allow us to work together to facilitate mean-
ingful discussions at all levels. Partners should be fulfilling their
obligations to increase opportunity for competition rather than tak-
ing an opportunity my team develops and giving it to a competitor.
Partners should live up to their commitments to all FTS program
stakeholders.

To their customers, GSA owes the economic relief of the competi-
tions that have already been conducted. The MAA should not sub-
sidize GSA at the customer expense. To their contractor, GSA owes
full, open, head to head competition. To the taxpayer, GSA owes
more efficient government enabled by ruthless competition in the
local and long distance services.

BellSouth appreciates this opportunity to share its views and
welcomes any questions you may have.

[The prepared statement of Mr. Page follows:]
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L Introduction

Mr. Chairman and Members of the Subcommittee, my name
is Dave Page and I am the Vice President responsible for
BellSouth’s business with the Federal Government. I
represent a staff dedicated to insuring our federal
customers receive the best technology available. It is a
privilege to have been asked to speak to you today and to
present the views of BellSouth on this important government

program.

A. David Page Background

During my 32-year career at Southern Bell, now known
as BellSouth, I have held various positions in sales,
customer support, and staff. I have been in and around the
federal government marketplace for much of my long career,
and I have had the opportunity to see this industry grow
and change to become the most exciting industry in the
world. Although the Federal Sales Organization was
specifically established in July of 1988, to handle the
unique requirements of the Federal Government customer,
BellScuth has been serving the government for our 100-plus
year history. My team delivers telecommunication products

and services within the specific guidelines of Federal
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Government regulations. Yet the measure of how well we do
our jobs every day is your confidence that the

communications services you expect are there when and where
you need them, anywhere in the nine state BellSouth region.

However, our vision does not stop there.

B. BellSouth’s Role as a Government Service Provider

In the 17 years since BellSouth was formed, we have
grown from a $9.5 billion business to a $23 billion
communications company serving nearly 34 million customers
in 19 countries. We provide local telecommunications, long
distance access, wireless communications (including long
distance), digital and daﬁa services, cable and digital TV,
advertising and publishing, and Web hosting, Internet
access, and other electronic commerce services to
consumers, businesses of all sizes, to competitive
telecommunications carriers and to the government. With
one of the largest shareholder bases in America, BellSouth
has assets of more than $39 billion. The corporation has
our headquarters in Atlanta, Georgia, and employs some

88,000 men and women worldwide.

Since 1983, BellSouth has become one of the most

widely held companies in the country. The BellSouth
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network consists of more than 2.6 million fiber miles in
more than 60,000 sheath miles of fiber-optic cable.
Ninety-eight percent of interoffice circuits are
transported on fiber.. We have 9,000 SONET rings in service
throughout our nine-state region. Ninety-nine percent of
BellSouth lines are equipped for Signaling System 7 (887)

capability.

In the Atlanta area alone, BellSouth has 100 central
offices in the local calling area, 85% digital. BellSouth
has over 300,000 miles of fiber optic cable, 73% buried or
in conduit. In the Atlanta local calling area, BellSouth
has over 2,700,000 access lines in service. In the
outstate Georgia area there are 101 central offices and
over 176,000 miles of fiber optic cable, 75% buried or in

conduit and in over 1,300,000 access lines.

BellSouth is actively capitalizing on this changing
environment allowing us to provide our customers with
leading edge telecommunications services that include in-
region long-distance (when allowed to do so),
international, high-speed internet, ATM and frame-relay
services. Building on the most sophisticated network

infrastructure in the southeastern U.S., our challenge is
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to maintain our perennial receipt of ﬁhe industry’s highest
awards for customer satisfaction while simultaneously
expanding our business into the global marketplace. GSA’s
FTS program and the MAAs are key components of BellSouth’s
ability to achieve our growth in these expanded areas.

C. A participant in the formation of post-FTS2000
acquisition strategies

We understand that customers do not buy technology —
they buy solutions. We invest in powerful technologies and
develop practical ways to apply them to solve our
customers’ business problems and help them realize
opportunities for improveﬁent. As participants from
industry, we actively worked to develop the Guiding
Principles for the post-FTS2000 program that now includes
the MAAs. Our support was based upon an assumption that
we, like the rest of industry, would be able to meet and
exceed GSA’s goals with a comprehensive solution through
leading-edge technology, strategic partnering, and

flexible, innovative, and cost effective pricing.
Since local transport is our core business, our
initial goal in the MAA process was to become a qualified

bidder and remain GSA’s premier provider of local transport
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service in the BellSouth nine-state region. And, because
BellSouth operates under the highest code of ethics, we
were confident of our full compliance with all government
regulations. BellSouth believed that we would earn this
premier status through committed account team support,
project management, and implementation, and enhanced

technical design and support.

The planned expansion of the BellSouth footprint in
the Southeast region is an example of BellSouth executing a
marketing strategy driven by increased customer demand.
Becoming a qualified MAA bidder allowed BellSouth to
incorporate innovation, network enhancements, and expansion

into any MAA city in our nine-state territory.

BellSouth brings products to market to address the
specific needs.of customers like GSA FTS. To most
customers, a good value does not mean just a competitive
price. Value means getting the variety of practical
services you need, without the hassle of dealing with many
different suppliers. The wireline long distance market
represents an opportunity for BellSouth to provide our

customers with seamless telecommunications services.
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D. Industries Expectations Hbigbfened with passage of

Clinger-Cohen and Telecommunications Act of 1996

The new environment that emerged after the passage of
procurement reform legislation and the Telecommunications
Act of 1996 under gird the development of the FTS Program.
This environment is particularly exciting to BellSouth. We
have embraced competition in the local loop and have
aggressively submitted applications in our region to become
competitive providers of long distance services. 1In
addition, although our largest business revenues continue
to come from local service, over $3 billion in fiscal 2000

came from the international sector.

As our chairman noted in the 2000 annual report to
shareholders, “Established companies that are able to marry
focus with funding, the Internet with infrastructure, and
innovation with experience are the ones still standing
strong. Bellsouth represents the best of both worlds.” In
short, BellSouth does not take change sitting down. 1In
fact, BellSouth has experienced growth in data revenues at
a compound annual growth rate above 31 percent over the
last five years. This is in a market where pricing for

data services has continued to decline. It is into this
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highly competitive environment that we have hoped to

participate in the FTS Program’s MAA contracts.

1I. The Guiding Principles of the FTS Program

The industry has experienced a wave of commercial
competition in local services from interexchange carriers,
competitive local exchange carriers, independent local
exchange carriers, and even from other Regional Bell
Operating Companies (RBOCs) competing outside of their
respective regions. The diversity of providers is
reflected in the array of. contractors who have successfully
bid and won MAA contracts. Each MAA competition proves the
wisdom of the program structure and provides evidence of

its continued philosophical vitality.

The FTS Program was designed to be a living program.
Built upon a concept of having multiple, competitively
awarded contracts that overlap in scope and duration, the
design would achieve the twin goals of: 1. Ensuring the
best service and price for the Government, and 2.

Maximizing competition.

The program’s depth was further achieved through the

concept of having three discrete contract categories:
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FTS2001, the MAAs, and the niche contracts. FTS2001
replaced the old FTS2000 but with broadened scope in terms
of service offerings and customer base. Although initially
these would be long distance contracts, depth would be
achieved by opening them to include local services after
one year of forebearance. The MAAs replaced the largely
tariffed offerings for local service provided by RBOCs and
others. After one year of forebearance, they would be
welcomed into the long distance business. And, to target
competition “where and when needed” niche contracts were
established. This program design is a “triple threat” able
to provide rolling competition without the dependency on
mandatory use. Instead, the same market-driven competition
that fuels the nation’s economy would be applied in the

government market.

BellSouth has been awarded contracts in three MAA
competitions: Atlanta, Miami, and New Orleans. The one-
year forebearance period for the Atlanta and Miami
contracts expired April 26, 2001. We looked forward to
being able to offer enhanced and emerging services
including such as frame relay, ATM, DSL, web hosting, and,

when allowed, long-~distance services. Unfortunately, we,
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like our MAA partners, have not been allowed to participate

in this part of the program.

I have heard all of the reasons why we have not been
able to compete in the move forward and add new services
market. I understand that some folks are concerned about
commitments to FT32001 contractors. I recognize that some
of GSA's inability to be as creative as they need to be is
impacted by tco few people in the field offices and not
enough support from headquarters. BellSouth operates under
the highest code of ethics, so GSA can be confident of
BellSouth's full compliance with all government
regulations. However, I have to ask myself whether the
government is keeping its commitments to BellSouth and is

compliant with the contracts it made with us.

The Southeastern U.S. is the fastest growing region of
these United States. In spite of this unparalleled growth,
or maybe because of it, BellSouth has moved to quickly
upgradékand expand our ability to support customers across
the region. Yet, as the growing population of this region
reguires more and more government services, we seem to be
at loggerheads with a set of conflicting government

obligations.
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It is not my intention to raise issues for which I
have no sclution. 8o, I will not sit here today and
grumble about how the FTS2001 transition has slowed my
ability to implement services under my contracts. I
recognize that some of GSA’s inability to be as creative as
they need to be is impacted by too few people in the field
offices and not enough suﬁport from headquarters. It is
our understanding that processing contract modifications to
add new services might take a backseat to basic transition
of services. I understand that priorities sometimes change

and that we all have to be flexible in the process.

Nevertheless, Mr. Chairman, BellSouth has been a good
corporate citizen when dealing with the all of our
stakeholders. We too have competing obligations to our
people, our customers, the agencies, and our shareholders.
So, in the end, the approach to any problem that seems this
complex is to get to its root and find some common ground

for a solution.

III. Guiding Principles Are the Solution

I was reminded that the industry, government, and the

Congress had already solved the problems we have
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identified. The solutions that move us forward are the
Guiding Principles. These principles are a map that tells
us how to proceed. The rate of growth in this industry
year over year is so high as to make any aggressive
competitor see the massive opportunity to grow their

business.

As such, we aggressively lowered prices to win these
MAAs. Our intent was to do more than just to retain the
business we have: it was an opportunity to expand into
markets that we want to enter. In fact, one of the primary
reasons BellSouth bid on the MAAs was to be a partner with
GSA; moving from a “low price bid war” style of competition

to a best-value partnership. This has not emerged.

Partners would have taken my interests to heart and
fought to protect me from FTS2001 transition delays.
Partners would have allowed us to work together to
facilitate meaningful discussions at the regional and
national levels. Partners would have worked to minimize
transition difficulties. Partners would be fulfilling
their obligations to increase opportunity‘for competition

rather than taking opportunity that my team develops and
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giving it to my competitor. Partners would live up to

their commitments.

Are there regulatory issues to be overcome to deliver
long~distance services within the BellSouth region?
Absolutely. But nothing prevents us from bring forward the
emerging services that are well within the purview of GSA
to add immediately. 1In féét, the Guiding Principles
anticipate that these overlapping contracts in terms of
scope and term would provide rigorous competition in every
sector. The MAAs should at least be the equal of FTS2001
from a service choice perspective even if only in the local
service area. Although GSA has recently begun extending
the competitive playing field to include competition among
and between existing MAA and FTS2001 contractors, theApace
for competitive introduction has been slow and the delivery
of new services and features slow. GSA must expeditiously

modify contracts.

Mr. Chairman, BellSouth’s recommendations are
straightforward and direct. GSA must become the partner
that we courted. GSA must fulfill its coﬁmitments to all
FTS Program stakeholders. To their customers, GSA owes the

economic benefit of the competitions already conducted. As
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it currently stands, agencies would spend less money, get
better services, and realize greater flexibility by going
out with their own procurements for MAA-like services. The

MAAs should not subsidize GSA at customer expense.

To their contractors, GSA owes full, open, head-to~
head competition. Competition must not be limited to
specific cities or specifié services. While it is
important that GSA identify new areas that require targeted
competition in the form of niche contracts, they must not
overlook the need to add services, features, and
technologies - including long distance - to the existing
MAA contracts to meet the need of customers today. If
BellSouth’s data market is growing at a 31% compound annual
growth rate overall, certainly that means that there is
more than enough business in the interexchange portion of
the market to enable the doors of competition in FTS2001 to

be opened without jeopardizing any contract minimums.

To the taxpayer, GSA owes a more efficient government
enabled by ruthless competition in local and long distance
services. Competition yields more technological choice.

Increased technological choice to the agencies makes them
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able to fulfill their critical missions and serve the only

constituency that really matters: the taxpayer.

Mr. Chairman, BellSouth appreciates this opportunity

to share our views. We welcome any gquestions you may have.

Page 14 of 14



182

Mr. ToM DAVIS OF VIRGINIA. Ms. Davis.

Mrs. Jo ANN DAvVIS OF VIRGINIA. Mr. Hogge, you stated in one
city you waited 4 months before you got the notice to proceed and
in Minneapolis it has been a year.

Mr. HoGGE. No. I talked about an average period of time from
contract award to when we received a notice to proceed, kind of the
administrative point in time when you are responsible for deliver-
ing contract deliverables and can start working business under the
contract.

In Indianapolis, we won the contract on April 27, 2000; the notice
to proceed came on July 11, roughly 2%12 months later. It is getting
to that first order that has taken to this day.

Mrs. Jo ANN DAVIS OF VIRGINIA. Your contracts when you bid
was based on dollars for a year ago?

Mr. HoGGE. Right. What we did in assessing each of these con-
tracts city by city, we looked at the forecast of business, where the
buildings were, how they matched our developing network and bid
based on that forecasted business which was very specific, year by
year, by service, by product and represented that in a business
evaluation that we assessed and decided to go forward with each
bid.

Mrs. Jo ANN DAVIS OF VIRGINIA. I would like to ask the same
of each of you. Did you experience the same delay and cause you
a loss in revenue?

Mr. DOHERTY. Yes. From an AT&T perspective, similar to
Winstar, a robust business case was put together looking at the ac-
tual customers, the lines, the timing of the announcement of the
award. In my testimony, we talked about untimely and inaccurate
information. There is quite a bit of frustration if you are not the
monopoly where you have all those infrastructures sunken costs in
there for years. You have to plan when you are going to put infra-
structure in to all your new customers and each of those delays
delays not only implementing the capital expense but also the oper-
ational people you have in that city where you have targeted them
to implement a program and they may be sitting around for 3, 4,
5 or 6 months waiting for the first order. There as been a large de-
gree of frustration for AT&T.

Mr. PAYNE. I have the chart in front of me showing award dates
and notice to proceed. Typically it has taken 3 months but in Boise,
it took 7 months. You are not authorized to do any work until you
have notice to proceed. In each case, we have hired staff ready to
go, to move forward, so that is cost we have absorbed is for 7
months until you are allowed to work with the end users.

Mr. Lucas. Of the three situations I describe in the testimony,
there is still one that the wait time between the contract award
and when we first got orders that was quite lengthy but we had
to submit some interim proposals in that process as a part of the
Fair Consideration Act. From the time we submitted the second
round of proposals to the time we got the orders, it doesn’t appear
very lengthy at all.

Mr. PAGE. There is a very big difference between the two regions
I support. Region 7 in New Orleans was a very rapid process and
region 4, Atlanta and Miami it has been a longer process and
seems to be some confusion in how they are supposed to notify you,



183

when they are supposed to notify you and there just seems to be
some methods and procedures they are lacking there. I don’t know
that it has been 2 months though.

Mrs. Jo ANN DAVIS OF VIRGINIA. Am I to get from most of you
that the problem is the communications because it is a new pro-
gram. I don’t understand why two different regions would have
such a significant difference. Do you get notification from the
Washington office or the regional offices?

Mr. PAGE. It comes from the regional office.

Mrs. JO ANN DAVIS OF VIRGINIA. Same for all of you?

Mr. PAYNE. I want to emphasize something Winstar indicated. In
Boise, it took 7 months to get the notice to proceed. We have not
yet received the first orders. That was awarded in August 2000,
last year. The point is there is a notice to proceed and then there
is subsequent process and then you get the orders. So it isn’t just
the notice to proceed issue that is the delay. It is that interim be-
tween notice to proceed that the fair consideration process, which
varies city by city, will determine when you get your first order. So
you must first get your notice to proceed and then at some point
there is a description separate from what was in the RFP, that re-
gion determines how they will define fair consideration.

Mrs. Jo ANN DAVIS OF VIRGINIA. Do you think as a vendor you
understand the definition of how they determine fair consideration?

Mr. PAYNE. Since it is not in the RFP, it is absolutely at the dis-
cretion of the local city.

Mrs. Jo ANN DAVIS OF VIRGINIA. It is not in the RFP?

Mr. PAYNE. There is a reference to fair consideration but the
process is not broken out, so each city takes their own definition
of it. One of the reasons Minneapolis transitioned so quickly is they
went to the notice to proceed and had a straightforward, fair con-
sideration process. We went right into transition. As I sit here, we
are 100 percent transitioned in Minneapolis.

Mr. Tom DAVIS OF VIRGINIA. Mr. Turner.

Mr. TURNER. I find this whole process, even though I know it is
designed to be an improvement over past practices, quite confusing.
I get the impression that the vendors find it quite frustrating. It
seems you aggressively pursue trying to make a proposal and then
you are told you have been awarded the contract and then it takes
months for anything to ever happen with regard to what you
thought you got.

Mr. Doherty, I am interested about the suggestion you made
about moving to telecommunications services schedules. Explain to
me exactly what that means and how that would differ from what
we are currently doing. I also want to see if everyone on the panel
agrees that would be a very positive change?

Mr. DoOHERTY. It is our position that we believe all vendors
should be able to market services to the agencies when and if they
have the capability, whether it is local, long distance or end to end
service. It is our belief these contracts with the forbearance periods
which have not been met and a number of us have relied on these
dates where they said you have a contract for a year and then you
have a crossover, these programs are too hard to manage.

It is our position if you allowed industry to look at where you
have a footprint—AT&T has capacity in 84 cities across the United
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States—we could offer the GSA a schedule of services we offer to
those agencies and they could be free to buy those services at will.

It would do two things. One, they would compare those services
without any hidden fees with whatever is available to the market.
Two, I don’t think you would experience some of these lengthy
delays mentioned here because the agencies would have all the in-
formation in front of them, I presume there would be multiple ven-
dors who would enter services on that schedule and the process
would be much quicker, therefore turning over savings to the agen-
cies and taxpayers in a much quicker fashion.

Mr. TURNER. Does everyone agree that would be an improve-
ment.

Mr. PAYNE. To go back to what we are supposed to achieve, it
is best practices, best service and maximize competition. From a
business perspective, you constantly look at your methods and pro-
cedures to make certain you are doing the right thing to achieve
your goals. I believe the great frustration here is the process is not
designed to evolve with the competitive process.

In the city I described, Boise, we are landlocked into how do we
interpret fair consideration. I am looking for some uniformity. If
you spend a year of delaying, we have heard $1 million a month.
That 1s not a good use of anyone’s time. Go back and revisit the
process.

The overhead rate on schedules is 1 percent. Therefore the proc-
ess is very expedited and off you go.

Mr. Lucas. I don’t disagree with the schedule being another al-
ternative. I would have some mechanical issues with local services
being provided on a schedule where every State is ruled by a dif-
ferent public service commission. I am not sure if we were going
to mechanically create a schedule that could provide local services
in 50 States what that price might look like once we take into con-
sideration a balance across the country.

A schedule would certainly be an easier vehicle. We have a GSA
schedule where we sell equipment and labor services. That works
very good. From my view, that is another channel, just as MAA is
another channel to the Federal customer. It becomes a channel con-
flict question as well. How many channels do you need to provide
the same kind of service.

On the surface, the schedule would be a probably easier managed
option but it would have some mechanical issues we would have to
work through.

Mr. HOGGE. I would echo a good bit of Mr. Lucas’ comments.
Winstar also has a Federal supply schedule but we have a program
that can work, we have a fair consideration process that is very
loosely drafted, I think purposely so, and each GSA region has
taken their own interpretation of how they implement that lan-
guage. To us it should be a businesslike process. It is intended to
be a process essentially of comparison shopping. These are non-
mandatory contracts, in most cases multiple award, and you had
a prequalification process through the RQS process that took some
2 years to complete, to evaluate all bidders on the basis of their
technical and management capabilities.

After you have gotten the notice to proceed and are into a site
by site or agency by agency specification of requirements, you lay
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Winstar’s proposal next to the other providers and make a decision.
We view it as a process that is fixable but the FSS provides an-
other means for doing it.

Mr. PAGE. I would like to echo some of what Mr. Lucas said and
say it would be a different channel. I do not think the MAA is
above being fixed. I think it would be a wonderful contractual plat-
form for us to use. Ms. Bates said earlier that the difficulty on local
service is trying to determine exactly what people need for today
and into the future. That is not a cookie cutter kind of process
where you order from column two and one from column three. If
you really know what you need, you can do it off a schedule. I
think the MAA can be more than that.

Mr. TURNER. Ms. Bates, do you have a comment regarding my
question? What do you think about moving to a schedule?

Ms. BATES. First of all, I would like to indicate that in thinking
about this, I think this is a very complex issue. I would say regard-
ing schedules that it is easy to say but very difficult to do and re-
quires some in-depth study.

The problems we have been addressing today in the large part
would not go away with the schedules. There has been much dis-
cussion of fair consideration. Fair consideration is a key component
to buying off the schedule, so that does not change.

In terms of implementation problems that we have spoken about
today and the issues of plowing new ground in a deregulated mar-
ket with many forces and contradictory definitions of success rel-
ative to business success, scheduled contracts do not change that.
Those forces in the local market are there and are very dynamic,
and are the byproduct of competition.

The complexities of today are the complexities of competition and
not the good old days of a single choice, one could say.

The other area addresses the fees and I do not want my remarks
to be construed in any way as defensive about a fee. We need to
be mindful of our fee and that is what you hold us accountable for.
I don’t think we need to let the fact that FTS/GSA is fee for service
obviate other issues. Many of the issues we are facing today and
have been discussing this afternoon are here on the table ahead of
us, fee or no fee. In the case of where a fee is 80 percent, it is $4,
so I am not wanting to take attention from it but I don’t think we
ought to let it take our eye off the ball of some of the real hard
issues we are facing.

Mrs. Jo ANN DAVIS OF VIRGINIA [assuming Chair]. We will take
a short recess to go vote and we will be right back.

[Recess.]

Mr. ToM DAVIS OF VIRGINIA [resuming Chair]. My first questions
will be for AT&T.

We understand effective coordination with the incumbent local
providers is a critical success factor in the implementation process.
You mentioned that as one of the problem areas. What steps have
you taken to obtain that cooperation and what additional steps
does GSA need to take to ensure that coordination? What steps do
we need?

Mr. DOHERTY. Let me say I agree with Ms. Bates and the testi-
mony as far as we are working through the issues of the program.
I understand that. I also understand depending on your comments
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that the regulatory environment in different parts of the country
and the issues are different.

However, I do believe that the accurate and timely information
shared with the winning vendors as well as those vendors who
competed for those services, particularly the ILECs and who have
contracts, the time to work out how you are going to support the
winning vendors is before those contracts are awarded.

For example, in New York the riser cable issue became a major
delay for AT&T in working with Verizon in New York to move for-
ward to get access to buildings. That is cable inside a building that
takes you from floor to floor.

Mr. Tom DAvIS OF VIRGINIA. That is Verizon’s cable?

Mr. DoHERTY. It was GSA’s position it was their cable, Verizon
went to the PUC and it sided with Verizon and said it is Verizon’s
cable. That was a lengthy process. We also were told to use several
different tariffs, both the wholesale and retail tariff and all of that
is very time consuming.

If some of those logistics had been worked out prior to the award,
the implementation in New York would have been much quicker.

Mr. Tom DAvis OF VIRGINIA. That is also in a State where
Verizon has been able to go across lines, so you don’t have the local
issues you would in other areas in terms of local competition?

Mr. Lucas. Yes. That was the first State we were granted long
distance relief and one of the check marks of being able to do that
is that we have adequate local competition.

Mr. Tom DAvIS OF VIRGINIA. Which should have incentivized you
to get these guys in as fast as you could.

Mr. Lucas. We believe we have cooperated with all those that
want to get into the local service business.

Mr. Tom DAvVIS OF VIRGINIA. In New York.

Mr. Lucas. In New York.

Mr. DOHERTY. In cooperation with GSA, we are writing a docu-
ment to describe the roles and responsibilities of the agencies, the
government, the vendors, vendors who may support the agencies
and that has been incorporated into our contracts. I think that has
b(i;en very helpful in streamlining who is supposed to do what and
when.

When an agency orders something, what is it they are ordering
and do they understand what they are ordering and what will be
delivered by the program. Spreading that across all the MAA con-
tracts for the different vendors would be helpful.

?Mr. Tom DAvis OF VIRGINIA. You are on both sides of this, Qwest
is?

Mr. PAYNE. Yes, sir. We have talked about the management fee
and I realize it is only a couple dollars here and there but it does
frustrate the agencies. I want to be clear there has been specific
guidance given to me here in Washington and to my representa-
tives in the field. I have my program manager sitting here behind
me and we were instructed not to discuss, not disclose the overhead
rate.

I think many of us at this table have gone through multimillion
dollar, billing system upgrades so that management fee can be em-
bedded in a line cost and not broken out separately. In the FTS
2000 world, the contract ended in 1998. There was a line item so
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every month you were reminded or you could see what the manage-
ment fee was. I do think that frustrates some of the selling process.

I don’t understand why we can’t deal directly with the agencies.
Some cities do allow it but three of the four will not. I heard one
of the achievements in the first panel was moving from analog to
digital. Many customers I am dealing with did that 15 years ago.
I don’t consider that progress. In Australia, it is against the law
to sell something that is an analog interface.

When you talk directly to a customer, you are going to get the
advanced technology and all the implementation advantages that
come with it. Qwest is very anxious to bring DSL——

Mr. ToM DAvis OF VIRGINIA. What happens in the translation?

Mr. PAYNE. If you went down this line, when someone is carrying
the water for you, someone is interpreting what your selling propo-
sition, I think it is a much better deal to say are you aware of
hosting opportunities Qwest has in this area, are you aware of the
DSL product, so the end user agency is starting to design their so-
lutions to leap frog right into advanced technology.

Mr. ToMm DAVIS OF VIRGINIA. It expands their whole universe.

Mr. PAYNE. Absolutely. That kind of dialog I witness everyday.
It has been mentioned that the agencies in many cases want to use
tools to make evaluations. My understanding is the minor tech
pricing tools are not available and haven’t been for months, so the
agencies are out there without a mechanism to make those evalua-
tions. The agencies are caught without a tool to make the evalua-
tion. I am not clear why that is but that is what I understand.

My most important issue is in a business environment, I learned
a long time ago nothing happens because you work hard. That is
a nice thing but you have to have a schedule and manage to the
schedule. At this hearing on April 26, we were told long distance
services will be available by the end of the summer. I proposed a
schedule. I am looking forward to September 22 providing long dis-
tance services under FTS2000 in one contract. That was the obliga-
tion I thought I heard. I am looking for a schedule of dates as we
run most of our business there.

The field is very much voice centric. We need an education proc-
ess. When we go out and talk about our solutions, we are finding
the field doesn’t have basic training, neither GSA nor the agency.
We have to figure a way to bring them into the new century about
how telecommunications works. It is hard to get into advanced
technology without that.

Mr. ToMm DAvis OF VIRGINIA. You recommend that the MAA Pro-
gram adopt the use of telecommunications service schedules and
also reduce the GSA program administration fees and in turn a re-
duced role for GSA in managing the agency’s telecommunications
acquisitions.

Under that proposed scenario, how would those agencies that
rely heavily on GSA today because they don’t have the staff to plan
and implement these services manage their requirements? How
would you envision the roles of GSA, the contractors, the customer
agencies would be redefined?

Mr. DOHERTY. I think one of the things our position supports is
the fact we can’t live in how we used to do things. If we are truly
going to open up and are committed to bringing local competition
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throughout the United States to all the agencies, we have to look
at doing things differently than we did in the past. If you currently
look at the way the schedule exists for GSA for agencies to buy
services, it is take all or nothing. There isn’t a way you can say
what I really need is technical information on this particular item
and that is what you pay, kind of a fee for service type thing.

I would encourage the GSA to look at different approaches to
support the agencies in making buying decisions. I completely sup-
port the testimony of Ms. Bates earlier about a number of technical
folks have left the agencies and a number of them do rely on GSA.
We believe there could be a different proposition on how they are
supported instead of having a fee that supports all that.

Mr. ToMm DAvIS OF VIRGINIA. There was a recent Federal Com-
puter Week story that noted the Gov Works Program at the Min-
erals Management Service is exploring the establishment of a tele-
communications services schedule to sell to Federal agencies. Is
that a good idea? Would you support that?

Mr. DOHERTY. We would absolutely support that.

Mr. PAYNE. Let me add, I think competition always enhances
choices and better prices. I think it should certainly have an effect
on these programs.

The critical difference is the GSA schedule does not allow any
services that compete with the FTS services. There is a restriction
of competition on the schedule side. I assume Interior is not going
to take that approach. That will open an array of competition
against FTS2000.

Mr. ToM DAvVIS OF VIRGINIA. That could undermine FTS2001,
their minimum guarantees and everything else?

Mr. PAYNE. It will encourage the prices to fall. The minimum
revenue guarantee is a separate set of problems and I don’t think
it is related to prices.

Mr. ToMm DAvVIS OF VIRGINIA. That is not the Minerals Manage-
ment Service’s problem?

Mr. PAYNE. That is correct.

Mr. Lucas. We would have the same issue. A schedule is some-
thing a little easier to manage but the mechanics of having a
schedule that would be able to provide local services in all 50
States would be mechanically a challenge because we would have
to make sure we met all the needs of the 50 individual public serv-
ice commissions. It is a regulatory issue for us as far as the way
Verizon looks at it. It is a different proposition for the end user
agencies. There is a value add in the GSA’s program on the GSA
side that would be a distinction with the schedule approach.

Mr. PAGE. I don’t disagree. It is a good additional channel for
people to use but I have to emphasize what Mr. Lucas said, the
regulatory battles you would have to run to try to come up with
a 50 State price for something would be enormous.

Mr. ToMm DAvIs OF VIRGINIA. Although it has only been exercised
in one instance to date, it is my understanding the MAA contracts
do have a direct order, direct billing option that would seem to pro-
mote the kind of direct customer, provider interface relationship
you find missing. Have you looked at that and does it meet your
needs?
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Mr. PAYNE. Indeed we are aware of that. The delta between the
direct bill versus full service—in Denver the full service fee is 44
percent management fee, the direct bill is 39 percent. That is still
pretty hefty overhead. We are not allowed at this stage in any of
these four cities, the agencies are not allowed to come to us di-
rectly. That has to be separately authorized so we have not had an
agency to select the direct approach. All of my agencies are at the
full service level.

Mr. Tom Davis OF VIRGINIA. Would it be helpful to a speedy
transition if there was an Interagency Management Council for the
MAA Program as we have for the long distance component of
FTS2001?

Mr. DoOHERTY. Yes. I think anytime you can sit down and talk
with all the principals, you are likely to get faster results. We all
have our different motivations and different agendas but we also
share the same sizable number of problems. Getting everyone’s
opinion on the table and talking through it is the fastest way as
opposed to sending letters back and forth and GSA being in the po-
sition of having to filter everyone’s differences.

Mr. ToMm DAvis OF VIRGINIA. You identified the slow pace of or-
ders as a factor in the transition delays noting to date you have
received orders for only 5 percent of the identified lines. What steps
have you taken by yourself or with GSA to try to facilitate contract
marketing and service ordering processes?

Mr. HoGGE. Like all the other MAA winners, you start out with
an initial event, kick off the city, get things going and try to work
through the regional GSA office assigned to managing that specific
MAA market to get out awareness, get customer interest and to
start motivating the service order process.

We have been actively doing that, we have been actively working
with Sandy and Margaret who have instituted periodic meetings
with each region to assess and track performance.

In our testimony we suggest shining the light of day on where
we are with respect to those forecasts. You get visibility on some-
thing and results tend to follow. We know with great detail what
the GSA felt the requirements would be by city, by product by year.
That is what we stepped up to the plate for and that is what we
would like to see tracked. Whether it comes to Winstar or not, we
know where we stand with respect to the fair consideration process
in the multiaward cities as well as the single award cities like Bal-
timore and Cincinnati.

Mr. ToMm DAvIs OF VIRGINIA. I understand agencies didn’t budget
for one-time transition related costs such as termination fees.
Given GSA did not collect funds from the agencies in advance to
fund rEhese one-time charges, what should we do now to address the
issue?

Mr. HOGGE. As I suggested, perhaps the IT fund could be used
to defray those one-time costs as well as taking a longer view of
things. I understand how agencies do their fiscal year budgeting
but Winstar has a built-in value proposition in the fixed 8 year
pricing we proposed to take a life cycle view of things, to adjust the
fair consideration process, to remove any kind of external factors
that otherwise bias the decision toward the incumbent. Any com-
bination of those could be used to remedy a situation.
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Mr. DOHERTY. It is my understanding that prior to going into the
MAA Program, GSA had somewhere around 22 to 24 percent of the
agencies used GSA for local services. I think GSA needs to take a
much longer view of what would happen to the overheads if that
was driven to the 55, 60, 65 percent capturing market share and
instead of having some of these rates we have heard, from 23 to
84 percent, to lower those and take some of those fees and let the
vendors use that as a short term service initiation charge. Increase
our fees, that money goes to the vendors, the vendors now would
take care of upfront capital costs and over a period of time, that
would go away.

If GSA looked at a model, I think those fees could be used in
some type of transition fund.

Mr. Tom DAvViS OF VIRGINIA. Mr. Page, you talked about the im-
portance of niche contracting as a component of the overall
FTS2001 strategy. It appears that concept really isn’t being utilized
by GSA. Would you agree, and if you do, what can be done to im-
prove that utilization?

Mr. PAGE. The only what I would call niche contract—a trilogy
of contracts, FTS, MAA and the niche contract—all should be able
to intermingle and compete with each other as we proceed—the
only one I am aware of is the DSL contract recently awarded na-
tionwide. I would consider that a niche contract for GSA. I don’t
know of any others.

Mr. Tom DAVIS OF VIRGINIA. As far as you see, they are not uti-
lizing it to the extent they could?

Mr. PAGE. It is underutilized I would think.

Mr. ToMm DAvVIS OF VIRGINIA. Have you had any difficulty market-
ing to customer agencies?

Mr. PAGE. I have two extremes. In New Orleans where I am the
sole provider, I have a relationship with GSA in region 7 where we
developed a marketing plan, we are actively going after customers
not presently GSA customers and doing it in a uniform manner.
We have worked with Margaret and her people to get some attrac-
tive, one-time looks at the market. That is a different world than
my region 4 marketplace. I am having a very difficult time market-
ing in region 4. GSA wants to be between me and the customer.

Mr. ToMm DAVIS OF VIRGINIA. Ms. Davis.

Mrs. Jo ANN DAVIS OF VIRGINIA. I believe Mr. Payne you stated
you were forced to work with GSA rather than going directly to the
Federal agencies.

Mr. PAYNE. I think we all said it.

Mrs. Jo ANN DAVIS OF VIRGINIA. I thought I heard the first panel
that the agencies had a choice, either work directly with the vendor
or go through GSA. What is your understanding?

Mr. PAYNE. It varies from city to city. We have instructions to
work through GSA. The pricing is done through GSA. We are not
allowed to tell the end user what our bid price is, it has to have
the overhead rate. One way they can control that is if the overhead
rate is applied to the proposal responses coming out of the GSA.
We are not in the position in some cases to know that.

We should be with the agencies making their plans. At Treasury,
we sat down with them with their 5 year plan, we know where
they are going, we look at where the technology is taking us and
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them, make our plans accordingly and we are there when we need
to be there with that new technology as it evolves in whatever pre-
scribed direction. We will probably never go through an inter-
mediary even though we are a sub to a contract. TRW has realized
the best value is bring the two together, stand by and see what
happens. That is always the best proposition, bring them to our fa-
cilities in Sterling to see our “cybercenter,” or to Minneapolis to see
our managed care environment. It is a learning process. Our pres-
entations are learning tools.

Mrs. Jo ANN DAVIS OF VIRGINIA. Do you think it would have
sped up the process which has dragged out for over a year in some
cases?

Mr. PAYNE. Yes. I think some of the solutions you can skip some
of the intermediate technology and directly to the more advanced
technology when you see the cost break points. Those are the tools
we should be working, how do we proceed here.

Mrs. Jo ANN DAVIS OF VIRGINIA. Do you all agree?

Mr. DoHERTY. I think the broader issue is GSA should run this
program as the public or private sector would run the program. I
think there clearly is a role for the GSA in supporting the agencies,
in helping them buy telecommunications services.

The question is should the GSA have a marketing role? Our posi-
tion is that is not a role for the GSA. The GSA should get contracts
out there, get pricing in place, get policies in place and then let the
marketplace rule, let the different vendors go out and market di-
rectly to the agencies, let the agencies make informed decisions and
hold the vendor community responsible for the things they have
said and commitments they have made. I don’t think GSA needs
to be in a role to get between the end user agencies and industry
trying to provide services.

Mr. Lucas. If I may offer a dissenting opinion. GSA is a distribu-
tion channel as far as we view the world and the MAA contract is
one mechanism. To the extent GSA can market that value added
to those agencies where they don’t have the staff to do their own
telecommunications planning and implementation, GSA provides
the value. That is something I am willing to market through.

GSA is also not mandatory, so if there appears to be some dif-
ficulty in a particular city or State where it doesn’t look like GSA
is a solution, there are other alternatives that we have to market
directly to those customers.

In the communications I have with GSA there is an understand-
ing we can work together to where we are both successful and
where we can’t agree, there are other options.

Mr. HOGGE. I agree. There clearly is a value add. The GSA pro-
vides services to agencies that would not be equipped to respond
to a bombardment of proposals from Qwest, AT&T, Winstar and
the incumbent provider but other agencies are more sophisticated.
I think there is a solution along the spectrum depending upon par-
ticular situations. That is the difference here on the local contracts
versus the long distance contracts. Local service is inherently local,
the agencies have specific needs at a specific site.

We are open to working through GSA. It is a viable channel.
That is why we pursued the program in the first place. To the ex-
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tent there are agencies equipped to deal with the industry coming
directly to them, there is clearly a subclass for those opportunities.

Mr. PAGE. I personally think we could do both. Where I go out
and develop a prospect and need and go through some elaborate de-
sign work, where that customer or agency has no procurement ve-
hicle readily available to utilize, the MAA should be a platform I
can bring that customer to and we can establish that process and
because I have done the marketing, done some of the upfront work,
then GSA might be able to negotiate with that customer on fees be-
cause there is less they have had to do.

Clearly there is a need for GSA to be a marketing channel also.
I see it as being more than just a two fee process where one fee
is direct and one if GSA is involved. I think GSA is smart enough
and savvy enough to figure out a way to have a sliding scale that
allows for both. If I go out and kill it, I want to be able to eat it.
You end up not having that desire to bring that in unless you know
you can partake.

Mr. Tom DAvis OF VIRGINIA. You mentioned the MAA contracts
are uniform in their product and service content, GSA’s implemen-
tation and administration is not. Are there specific contract admin-
istration practices that ought to be made uniform?

Mr. HOGGE. 1 think there are administrative processes that
should be made more simple and more straightforward. Fair con-
sideration is the one we have chosen to focus on. Winstar began as
a company focused on providing local broadband services to small
and mid-sized businesses.

When we decided to pursue government business through the
MAA Program, you have about a 24 month period where there is
a lot of expense and zero revenue. That was the RQS process. Then
there is an additional period of time where you go through city by
city competition and there is expense and zero revenue until you
get to the point where you have a contract vehicle in place, a re-
quirement in this market, it seems to me after that point you then
get into more of a normal sort of business blocking and tackling,
head to head competition for this business. That is where we think
our recommendations about fair consideration can turn the post-
award buying process into a more businesslike transaction.

Mr. Tom DAvis OF VIRGINIA. In your collective experience, if
agencies have to provision for additional equipment in order to
transition, do they know the options available to them such as buy-
ing from the Federal Supply Service Schedule?

Mr. PAYNE. The sales process is actually one about training tech-
nically and giving the agency the contractual alternatives. We all
know the rules and are very much aware of the vehicles and alter-
natives, and are aware in some instances an upgrade is required
or necessary or maybe advantageous, so when you sit down with
that agency directly, you start looking at that longer term vision,
making those plans, then start realizing their capital investments
and requirements. You can bring to the table some creative alter-
natives. That is part of the selling process.

None of this is charged. This is inherent in what you do when
you sell so some call it planning, some call it selling but basically
the agency is getting the benefit of a consultant who comes in and
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will provide alternatives. Part of that is looking at the alternative
contract vehicles.

My concern is the agencies are making decisions not knowing
what those alternatives are and not knowing what the costs are
and we go out to deploy it and they are surprised because we didn’t
present the solution that there is more equipment necessary or
more upgrades or riser cable.

Mr. ToMm DAvis oF VIRGINIA. Ms. Bates, do you want to say any-
thing? We will talk to you informally when this is over. I don’t
want this to go unrebutted if you want to say anything.

Ms. BATES. I don’t intend to rebut because it is too late in the
day. I think on a positive note, I appreciate the fact we have come
here today and I have heard and you have asked questions of this
panel on ways GSA/FTS can improve. I think anytime we can all
come together and talk about ways to improve it is positive.

I would ask each of the panel members while they have spent
much time thinking of ways we can improve, and we will look at
that, they also need to think about how they can improve this proc-
ess because we are in it together. If only one of us implements all
the improvements, this many-legged stool will still fall over. I think
we all need to take that to heart.

I also think we have talked about many things that have dif-
ferent meanings. The big thing is communications. We have all
identified that as an area of complexity that we need to do better.
I think the testimony, questions and answers really elevate that to
a new level.

We have spoken of fees, marketing, many things where apples
and oranges have been thrown into this fruit basket. It is a very
complex issue and while we always choose to take the high road
in trying to explain it, many times the devil lives in the details and
we have to get down there to make sure we are comparing apples
to apples.

I will commit to work hard with GAO over the next several
months as they complete the study you have requested to make
sure as we make recommendations and discuss very important
issues of this program and the FTS2001, we are making an apples
to apples comparison so we can all come out with a common under-
standing. We have a long way to go to get there.

We did talk about alternate contracting methods. While we need
to look at that, I think we need to be aware the contract vehicles
are not so much the problem but we are dealing in a deregulated
market now where competition is new to many of our customers,
ourselves and our industry and we cannot deny that we need com-
petition along the way. That is threaded throughout in our discus-
sion somewhat mixed of fair consideration.

I intend to push ahead. I think we have a good program in place
and everybody here has said they are committed to a rapid imple-
mentation of the current program, bringing on new customers, get-
ting new customers over and getting that savings to the taxpayer.
I believe I can speak for everyone here, we all intend to push ahead
and do that.

I appreciate the opportunity.

Mr. Tom DAVIS OF VIRGINIA. Thank you.

Ms. Davis.
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Mrs. Jo ANN DAVIS OF VIRGINIA. You are right, Ms. Bates, the
devil is in the details. It sounded like the hearing today and all the
testimony that communication is the answer to making this pro-
gram work. I think it involves not only GSA here in Washington
and all your regional offices as well as each of the vendors. I think
if everyone could work on the communication, we can make a good
program out of this.

Thank you all for coming.

Mr. Tom DAvis OF VIRGINIA. I want to take a moment to thank
everyone for attending the subcommittee’s important oversight
hearing. Thanks to all the witnesses, Congressman Turner and
other members for participating, thank my staff for organizing this
and I think it has been productive.

Ms. Bates, this is a tremendous complex procurement on the cut-
ting edge of new technologies. I understand how difficult this is
even for the most seasoned private sector entrepreneurs who are
going under every day in some cases. You have some very solid
ones here that we will see through this contract and I think the
spirit with which you have approached this is very encouraging.

As long as we can keep talking to each other, try to learn from
it and improve it as we move on, at the end of the day our goal
is to give the taxpayers their best bang for the buck and for the
agencies to allow them to operate most efficiently.

I applaud the way you have approached this and working with
us. We obviously have a way to go but we want to be there with
you. I think the hearings help everyone to understand we are going
to oversee these things. It allows everyone to utilize what they
have to get together.

To all the vendors, we want this to work for you as well.

I am going to enter in the record the briefing memo distributed
to subcommittee members.

We will hold open the record for 2 weeks from this date for those
who may want to forward submissions for possible inclusion or if
there is some thought you want to get into the record before we
proceed. You would be most welcome to do that.

I am going to close the proceedings. Thank you.

[Whereupon, at 4:48 p.m., the subcommittee was adjourned, to
reconvene at the call of the Chair.]

[Additional information submitted for the hearing record follows:]
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International
Telecommunications

25 June 2001

The Honorable Tom Davis

House Committee on Government Reform
Subcommittee on Technology and Procurement Policy
2157 Rayburn House Office Building

Washington, DC 20515-6143

Re: Request that this Statement be added to the Record of the 13 June MAA Hearing.
Dear Chairman Davis:

I attended the 13 June MAA hearing, as I attended the 26 April FTS2001 hearing, and I was
again pleased to note the Committee’s concern for meaningful competition in the Federal
telecommunications marketplace. I am the president of a small telecommunications business
that has found it increasingly ditficult to participate in the Federal market because of omnibus,
multi-billion dollar, bundled contracts. These contracts, such as FTS 2001 and the MAA’s, have
redefined the market as one in which only the largest telecommunications companies can
participate.

I find it distressing that the current debate is largely focused on whether and when multi-billion
dollar FTS2001 and MAA awardees can “cross-over” and participate in each other’s local and
long distance markets. I believe that one of the 1996 Telecommunications Act’s principal goals
was to foster a broad range of competition. That goal is severely distorted and subverted when
competition is limited to the largest companies in the industry. As you suggested in your
opening remarks to the FTS2001 hearing, a GSA Telecommunications Supply Schedule would
be an excellent mechanism for opening the Federal market to all potential participants. This
would not only spur the industry growth, but also provide the Government with the opportunity
to receive the best possible pricing, service, and technological innovation.

I also found it a matter of great concern that GSA did not appear to be forthcoming in its
response to user agency and GAO requests that it identify its management fee components of the
MAA (and FTS2001) service charges. Without that information, Federal agencies are not able to
identify the actual costs for telecommunications services. Furthermore, those companies, such as
Electra, that seek to compete in the Federal market, (e.g., throngh a GSA Schedule), will be
unable to develop competitive pricing without a breakout of the MAA and FTS2001 GSA fees. I
think it is also important to note that GSA’s well-documented marketing effort on behalf of its
MAA and FT'S2001 vendors is an additional hurdle to an open, competitive marketplace.

4905 Del Ray Avenue, Suite 212, Bethesda, MD 20814
www.etelepower.net 301-913-0474 301-913-5984 (fax)
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1 reiterate the conclusion to my 14 May statement: Electra is only seeking the opportunity to
compete, on an equal basis, with all other Federal telecommunications suppliers. I believe that
this will occur when the Government pursues a procurement policy that embodies the goals of
the Telecommunications Act of 1996.

Sincerely,

Craig Brocks
President

A s

cc: Honorable Jim Turner
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June 27, 2001

Mr. James Dechene

Subcommittee on Technology and Procurement Policy
Committee on Government Reform

United States House of Representatives

Mr. Dechene:

Enclosed please find the testimony of SBC Communications, Inc. which we are
submitting for inclusion in the official hearing record of the June 13, 2001, Subcommittee
hearing entitled: "Ensuring Program Goals Are Met: A Review Of The Metropolitan Area
Acquisition Program."

Please call me at 202-326-8873 if you have any questions. Thank you.

Sincerely,

Roxanne L. Scott
Associate Director, Federal Relations
SBC Communications, Inc.
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TESTIMONY OF SBC COMMUNICATIONS, INC.

ENSURING PROGRAM GOALS ARE MET: A REVIEW OF THE
METROPOLITAN AREA ACQUISITION PROGRAM®

BEFORE THE
SUBCOMMITTEE ON TECHNOLOGY AND PROCUREMENT POLICY

COMMITTEE ON GOVERNMENT REFORM
U.S. HOUSE OF REPRESENTATIVES

JUNE 13, 2001
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Mr. Chairman and Members of the Subcommittee, SBC Communications, Inc. welcomes
the opportunity to respond as part of the official record regarding the Metropolitan Area
Acquisition (MAA) program administered by the General Services Administration
(GSA). SBC, through its affiliates Southwestern Bell, SBC Telecom, Ameritech, and
Pacific Bell, is committed to providing to our customers complete and robust services for
leading edge products, as well as around the clock support for these services. SBC
continues to deploy and maintain a world class network that connects consumers,
businesses and government agencies throughout the United States and around the world.
Our entire workforce - more than 219,000 strong located in 25 states and 22 countries — is
focused on working with customers to combine and customize data and e-business
services to meet their individual needs and to deliver those services-over one of the most

advanced communications networks anywhere.

SBC is fortunate to have been awarded MAA contracts from the GSA for the following
cities: Los Angeles, Cleveland, Dallas, St. Louis, Indianapolis and Boston. We are
committed to these contracts awarded to us and to servicing the customers who utilize the
MAA program. We have aggressively priced our services, and we have agreed to pricing
formats that, in many cases, were created specifically for the GSA and the Federal
agencies. We will continue to modify the MAAs at the request of the GSA. Additionally,
these MAAs follow the Indefinite Delivery / Indefinite Quantity (ID/IQ) regulations,
which relieve the agencies and the GSA from any kind of commitment, whether it be
term of contract, quantities of services ordered or revenue. GSA has encouraged a

ruthless competition among the MAA contract holders to achieve promised savings of
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$1.1 billion to the Federal government through agencies’ use of the MAA program. In
her testimony today, Ms. Sandra Bates, Commissioner of Federal Technology Services,
GSA, qualified her estimate of savings to end-users by saying it “is very difficult to
compute.” An accurate and detailed accounting of the program is necessary in order to
determine whether the American taxpayers are receiving adequate benefits from the
MAA program. Even through cursory analysis, current savings as stated by Ms. Bates
(34 million per month for 96 months) will not come close to the $1 billion plus savings
that has been anticipated. Further, it is not clear whether the savings calculation includes

the MAA acquisition costs and transition costs.

Following review of the testimony before this Subcommittee today; SBC believes it is
necessary to offer a correction to the record. Ms. Bates indicated that the Washington
Interagency Telecommunications Services (WITS) contract was a Phase II MAA
competition. However, WITS was a separate contract vehicle not included in the MAA
program. This correction can be easily verified through a review of the awarded MAA

cities at http://hydra.gsa.gov/maa/awardees.htm. Ms. Bates relies heavily on the

WITS2001 program in her analysis of the effectiveness of the MAA program to date.
Unlike the MAAs, the WITS2001 contract was a separate, sole-source contract that was
awarded to the incumbent provider. This contract does not parallel the MAAs and of
course transition issues would be fewer in such a scenario. In addition, Ms. Bates’
testimony indicates that of the $4 million savings per month, more than 90% or $3.7
million comes from the WITS2001 contract, which leaves just $300,000 per month for

the actual MAAs. We offer this example to provide a context for the comments that
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follow. In our comments, we demonstrate how the MAA program has been an
opportunity missed. We offer recommendations to re-energize and re-ignite the

partnership with industry envisioned at the inception of the MAA program.

SBC, like any company in the private sector, owes value not only to its customers but to
its shareholders as well. We find ourselves increasingly at odds with the GSA when
attempting to deliver services to our customers, while at the same time maintaining the
rigid and often counter-productive contract stipulations placed upon us by the MAAs.
One of our deepest concerns lies within the Fair Consideration process and the way in
which the GSA applies this process for all MAA contracts. The Government is taking
liberties or exceptions to the rules, many of which are technically inconsistent with the
MAA contract. The most egregious of these liberties is the clear intent to request (new o
re-) pricing for each service order. We call your attention to the following language

(from G.2 MAA requirement):

The Government does not intend to advise the contractors of every order to be placec

or provide the contractors a separate opportunity to compete for each order.

It seems clear that the Government’s invocation of the Fair Consideration process for
every service order (method “two” as described in Ms. Bates’ testimony) is counter to the
intent it described in the contract for each and every service order. Why is this
important? The Government implied that costs for responding to these numerous
requests (facility studies, staffing, marketing time, etc) were not needed in contractor

proposals.
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We contend that Incumbent Local Exchange Carriers (ILECs) are adversely harmed by
this practice because we are regulated in our pricing flexibility. The problem only
worsens as other offerors potentially enter the fray via the Forbearance Clause - not just
due to a net increase in competitors but also due to the lenient rules (removal of
geographic scope requirements, removal of full product set requirements, more lenient
pricing considerations) a Forbearance competitor is afforded. Further, it is our experience
that there is a lack of uniformity and consistency when applying Fair Consideration by
the GSA. Not all pricing elements have been included in the Government’s buying

decisions.

Fair Consideration as well as implementation issues are magnified by the fact that, since
MAAs are administered regionally by the local GSA office, they are subject to
interpretation and they become ambiguous not just to the vendor but to the customer of
record as well. We have found ourselves in a position where local GSA representatives
are agreeable to a proposal that they see as in their best interest, only to be
countermanded by the Washington office. On other occasions we have had to act as an
arbitrator between the Washington and local office. This communication friction is made
worse when you consider the other stakeholder — the end user agency. With four
interested parties, the Washington GSA office, the local GSA office, the contractor and
the end user agency, each with its own priorities, it should come as no surprise that
communication is often slow and fraught with misunderstandings. Further, we have seen

a trend whereby, the MAA awards have been solely predicated on price with value-add to
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the customer assuming a backseat as vendors become obligated to reduce prices to the
point where cost recovery has become an issue and the MAA model becomes contentious
to support.

We believe that fundamentally, the GSA currently is failing to leverage its buying power.

We site the following four examples:

First, the Government’s Minimum Revenue Guarantees (MRG) are trivial. Inits
testimony today, the GSA acknowledged that, “Local service is by its very nature a Jabor-
intensive operation whether managed by FT'S, a federal agency, or a large private
business. Local services involve the myriad physical cables and wires that connect the
individual subscribers’ telephones and computers to a telephone company’s central
office, then to the public switched network. The churn of daily office activities directly
affects management of local service: office moves, new employees, changes in individual
responsibilities, promotions and retirements, etc. Any and all of these activities can result
in rewiring, telephone number moves and changes, establishment or discontinuation of
service, ordering or canceling features, and other significant changes.” Yet, the GSA has
failed to match these intense requirements with a reasonable MRG. A significant MRG

would help defray the costs of non-standard administrative requirements.

Secondly, by releasing an ID/IQ contract, the Government once again failed to provide
offerors with meaningful commitments and projections upon which to base lower prices.
The impact of non-substantive MRGs is compounded when coupled with an ID/IQ

procurement in which the Government fails to commit to purchase even one line and also
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retains the right to cancel service at any time (in the extreme, the agency could disconnect
after but one month of service). This is clearly not a model that leverages the

Government’s buying power.

The third way the Government failed to leverage its cumulative buying power was its
invocation of the Fair Consideration process for each and every service order. This has
the net effect of requiring suppliers to “hide” or “save” the lowest possible price in
anticipation of offering lower prices in the future to secure business at a particular

location,

Fourth, the MAA contains unreasonable forbearance methods in which MAA or FTS
awardees can enter an MAA city and opt to serve only a particular address without
serving the entirety of the MAA city (per the requirements of the original solicitation).
This exacerbates the problems raised in Example #2 above. This “cherry-picking”
process puts post award pressure on the prices, which forces offerors to withhold the best

price in anticipation of a future price war.

As if these issues were not enough, the Contract Management Fee (CMF), which GSA
places on the MAAs for their cost to maintain and administer these contracts, ranges from
22% to 84%. This percentage has, on occasion, pushed the effective rate above tariff
pricing to end-users. Although Ms. Bates testified that the CMF is known by all
stakeholders, we are specifically prohibited from showing this fee in our bills, and all our

marketing efforts are to be priced at the Government’s marked up rate. More often than
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not, the customer is not aware of the CMF. When they are aware of this fee, they usually
are not aware of the percentage. In areas where the agency deals directly with the vendor,
a substantial CMF is still applied. Our recommendation is that the CMF be disclosed on
the bill to allow all users to make informed buying decisions. This recommendation
would also lower the substantial support system expenses imposed by the MAA billing

requirements.

In regards to the testimony of Winstar concerning the Dallas MAA and the termination
fees faced by agencies transitioning from SBC to another service provider such as
Winstar, SBC would like to make the following comments. It is common practice for
Local Exchange Carriers to enter into a term contract with a customer for local access and
seek relief for early termination of said contract due to the fact that discounts were
applied through the term of the contract and that the LEC will never recover up-front cost
for delivery of services, We agree with Winstar that the GSA did not inform potential

customers that termination charges would be additional to MAA contract rates.

We offer these comments to assist the GSA. The MAA program as defined by the
Guiding Principles could be an excellent tool for industry, the GSA, and the end user
agencies. It does offer a contract vehicle through which agencies can buy. However, the
MAA program, as currently established, imposes too many requirements that do not add
value to the end user community. Our comments are reflective of our experiences to date
with the program. Ours is a story of opportunities missed. SBC holds more MAA

contracts than any other ILEC. We have a vested interest in seeing the program succeed.
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Unfortunately, many issues have caused prices to increase and have caused the
partnership with the GSA to become contradictory. The Federal Acquisition Regulations
have contemplated the benefits of procuring Commercial Off the Shelf (COTS). This
permits the Government to shorten its procurement cycle while lowering costs. We
believe the MAA parallels this analogy. If the GSA did not require non-standard (that is
non-COTS) service ordering and billing, then price savings could be passed on to the end

users and implementation cycles could be reduced.

Mr. Chairman and Members of the Subcommittee, it is our hope that your hearings will
positively impact the MAA program by encouraging more open communication between
the GSA and the vendors as well as an alignment of program requirements in consonance
with the guiding principal of a Partnership with Industry. As stated in Ms. Bates
testimony “the MAAs were developed to ensure the best service and price to the
Government and to maximize competition.” The contract requirements need to be
evaluated and modified with the intent of accelerating transition and achieving the
program goals. SBC remains committed to the program and looks forward to working in
partnership with the GSA and with your committee to improve the program for the

benefit of all.
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U.S. Department of Justice
Office of Legislative Affairs

Office of the Assistant Attomney General Vlsshington, DC. 20530

July 23, 2001

The Honorable Tom Davis

Chalrman, Subcommittee on Technology
and Procurement Policy

Committee on Government Reform

U.S8. House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

Attached are responses to the written follow-up questions
from the June 13, 2001 hearing regarding the Metropolitan Area
Avguisition Program before the House Subcommittee on
Technology and Procurement Policy. I welcome this opportunity
to provide additional informatiocn to the Subcommittee.

If you have any questions, please feel free to contact me.

Sincerely,

A A7~

Daniel J. Bryant
Assistant Attorney General
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DEPARTMENT OF JUSTICE

RESPONSES TO QUESTIONS FROM THE JUNE 13, 2001
HEARING ON THE METROPOLITAN AREA ACQUISITION PROGRAM
HOUSE GOVERNMENT REFORM COMMITTEE
SUBCOMMITTEE ON TECHNOLOGY AND PROCUREMENT POLICY

According to your statement, you are now successfully
transitioned some of your regional locations to MAA Contracts -
and in at least once case, successfully un-transitioned. Based
on experiences to date, what advice would you give to other
agencies that are either currently experiencing implementation
problems such as you faced, or who might be reluctant to take
advantage of the confracts? Based on your experiences, are there
specific actions these agencies should take -~ with respect to GSA
to their contractor, or both- that would mitigate transition
risks?

Based on our experience with the MAA contracts thus far, we
have expanded our list of questions that we ask GSA and/or the
vendor when we evaluate whether to convert from an established
dial-tone provider to a new MAA carrier. We do not suggest that
these questions will eliminate all potential problems or will be
applicable in each MAA situation, but they may help to minimize
the types of problems we have experienced thus far.

We suggest asking the following guestions at initial
neetings with GSA and/or the vendor:

A. 1Is the MAA contractor the current dial-tone
provider? If not, what is their installed base and
experience level in the service area? 1Is there another
MAA contractor for the region to compare with the one
offered?

B. Is an equipment change necessary? If yes, which
equipment must be changed? Who pays for each item that
must ke changsd? Have those costs been incorporated
into the cost of service calculations?

C. What are the service initiation fees and have they
be incorporated into the monthly line charge? Are GSA
management fess incorporated into the charge or will it
be a separate line item?
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D, Will telephone numbers have to be changed or will
number portability be implemented?

E. What is the fall back plan if there are service
problems associated with the conversion? Are there
capabilities to immediately reverse a conversion? What
is the amount of time GSA and the vendor have agreed to
allow before the fall back plan is implemented? Who
pays?

F. What is the schedule and how rigid is it?

In addition, if the MAA provider is the current dial-tone
provider, we ask the following:

A. Will there be any equipment or dial-tone source
changes? (new central office or new switch).

B. Will the changeover be totally transparent and be a
paper billing process only, or will disconnects and
reconnects be necessary?

We think it is important both the vendor and GSA have a
clearly defined fallback plan in place which can be implemented
rapidly if the conversion does not go well.

You note in your statement that although it is not known to
you, that particular percentage of GSA’s management fees is less
important to you than the service that GSA provides to you. You
also note that, for your regional offices, that support is
essential. One suggestion being floated is the use of schedules
in lieu of MAA-like contracts. What benefits would such an
approach have for your office? Would you have the staff and
resources to shoulder the administrative burden that would likely
shift from GSA to the customer agencies under such an approach?

We should note that, when we look at the total cost of a
phone line, we are less concerned with the amount of the fee
charged by GSA than we are that a phone line that previocusly cost
in the $30.00 a month range will now cost around $10.00 a month
under the MAR, with a greater number of features {e.g. voice
mail). While we would be interested to know the amount of the
fee, that interest is not as important as the total cost savings
and the velue added services being provided by GSA under the MAA.
Our costs per line have improved so much that the percentage of
the GSA fee is minimal in actual dollars. The key is that the
potential cost savings to our organization are potentially very

-2 -
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large while the quality of service will remain high and in real
dollars, at a very low cost.

In cur present circumstances, we do not forsee a greatl
penefit to the use of schedules for MAA-like contracts. In
reality, use of schedules in place of a MAA-like contract
mechanism would have a potential to cause significant cpsrational
confusicn in our offices. It is difficult enough to obtain
reliable telecommunications services with just one provider and
the introduction of multiple providers on schedule would have a
high potential that more than one provider would serve an office
at any given time. The result of more than one provider would be
confusion. Por example, 1if there is a problem with a specific
telephone and there are multiple dial-tone providers for the
office, there will be confusion as to which vendor to call for
service. Adding more vendors always add to further complication
of operational capabilities. The time to resclve problems would
probably increase. The time to obtain new services prcbably
would increase as well since schedules require more steps in a
procurement depending on the value of the services required.

We believe the process for ordering service changes, service
moves, and new services would be more complicated. HNeither the
individual U.S. Attorneys’ offices nor the Executive Office for
U.8. Attorneys have adequate staff or resources to assume the
administrative, operational or management functions currently
provided by GSA regicnally and nationally.

How much of a factor - if any - were MAA service initiation
charges in your decision to implement MAAR services?

Service initiation charges (SIC) are considered during our
oost evaluation. IFf the 8IC is incorporated into the monthly
line charge and spread over the life of the contract, the amount
is not very significant. However, if the S$IC is passed on to us
up front, we have a budgeting reguirement that we will look for
offset in line charge savings. Most significant is the timing of
a specific conversion. If the conversion is scheduled for early
in a fiscal year, we would expect that the SIC will be cffset
throughout the year. However, if a one-time charge will fall
close to the end of the fiscal year, the amount could require
postponement of a conversion until the funds to relmburse the SIC
are available.

-3 -
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winstar:

July 27, 2001

The Hon. Thomas M. Davis III

Chairman

Subcommittee on Technology and Procurement Policy
Rayburn House Office Building - - Room B-349-A
Washington, D.C. 20515

Dear Congressman Davis,

Thank you for your continued efforts, and those of your staff, to improve the
Metropolitan Area Acquisition {MAA) program and ensure that the promised $1.1 billion
in taxpayer savings are promptly realized. Winstar appreciates the opportunity to
continue to support your efforts. The attachment to this letter provides answers to the
questions in your letter dated June 27, 2001, and it supplements our written and oral
testimony from the MAA hearing.'

Several solutions to the recurring problems with the MAA program implementation are
suggested.

1. 60% Transition. Move aggressively to achieve a substantial portion of the promised
agency and taxpayer savings this year by demanding that the GSA transition 60% of
the forecast lines in each city by December 31, 2001. The competitive industry, Wall
Street, the customer agencies, and the taxpayers all need to see an unambiguous, publicly
stated commitment from government that it is serious about delivering the promised
savings from the MAA contract program. Timing is critical and jobs are at stake. Absent
this simple, yet crucial commitment, the MAA program and the competitive industry will
be severely damaged.

2. Establish Time Limits and Track Performance. Implement a more expedient and fair
“Fair Consideration” or RFQ process in multiple award MAA cities. Improvements
should include establishing reasonable time limits for both RFQ responses by vendors
and GSA vendor selections, implementing a more simple and efficient process flow,
insuring that specifications are expressed in technology neutral terms and otherwise
insuring a level playing field. To highlight and track performance, it is imperative that
GSA report the results of Fair Consideration (along with the status of service orders and
line installations) in a public manmner (i.e. implement the recommended Scorecard).

' Committee on Government Reform, Subcommittee on Technology and Procurement Policy, “Ensuring
Program Goals are Met: A Review of the Metropolitan Area Acquisition Program” (Wednesday, June 13,
2001, 2pm, 2154 Rayburn House Office Building.)
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3. Allow Contractors to Market Their Services. Remove the barriers to sales and service
transitions by allowing the contractors to fully market their proposed solutions to the
user agencies.

4. Terminate conflicting GSA local telecommunications service contract vehicles and
focus on the substantial savings that MAA contracts will bring over their entire § year
term.

Winstar is confident that if these recommendations are prompily implemented, the MAA
program will become a success for all stakeholders — the GSA, the agencies, the vendors
and the American taxpayers. Winstar has made and continues to make a substantial
comnitment to the Federal marketplace and looks forward to continuing its leadership
role in prometing the success of this program. Thank you again for your efforts, those of
the snbcommittes, and of Melissa Wojeiak and Amy Heerink on your staff.

Sincerely,
Terey B35 fn
Jerry Hogge

Vice President, Government Solutions

Ce: Steve Perry, Administrator, General Services Adniinistration
William J. Rouhana, Jr. Chairman & CEQ, Winstar Communications, Inc.
Tim Graham, EVP and General Counsel, Winstar Communications, Inc.
Joseph M. Sandri, Jr., VP & Regulatory Counsel, Winstar Communications, Tne.
Melissa Wojciak, Subcommittee on Technology and Procurement Policy
Amy Heerink, Subcommittee on Technology and Procurement Policy

Attachment .
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Question 1: )

You mention in your testimony that although the MAA contracts are uniform in their
product and service content, GSA’s implementation and administration of those
contracts is not. Are there specific contract administration practices that should be
made uniform and if so, what are they?

Answer:

Uniformity is needed in some areas and not in others. Uniform city-by-city tracking of
GSA progress in transitioning is needed. Enforcing uniform product and service content is
not necessarily a goal, even though it would be of great use absent the swift implementation
by GSA of basic commercial business practices when administering the MAA contracts.
Simplicity and commercial-like practices are what is needed in certain contract
administration practices. One of the main problem areas with the implementation and
administration of the contracts lies in the inconsistent Fair Consideration process.

1. Enable post-award business by keeping Fair Consideration simple and efficient: GSA
regions should adopt simple processes for identifying sites to be evaluated and “bid”
upon by MAA vendors. Simple e-mail requests and responses or simple letter-
proposals should be used. MAA vendors are given five (5) business days to turn around
a Fair Consideration proposal following a site survey. The MAA contracts do not
specify a similar time-frame for GSA/Agency evaluation and decision. The GSA
should place and enforce a limit on the length of time a Fair Consideration
proposal can remain with GSA/Agencies pending a purchase decision. Meoreover,
timelines for transitioning MAA business need to be instituted. At a minimum, the
government must commit to transitioning 60% of all phase I and phase Il MAA
business by December 31, 2001.

2. Specify Requirements in “Services” terms - Maintain a “technology neutral” stance:
The MAAs require that service needs be expressed in terms of functional requirements
(e.g. 5 Centrex phone lines with voicemail.) Accordingly, when a GSA region
expresses its Fair Consideration requirements, it should not be able to change the
technical requirements, or dictate that one technical solution be used (viz. a fiber optic
cable is required between points ‘A’ and ‘B’). Our experience in some instances is that
the Request for Quotation (RFQ) submitted to the vendors specifies that a certain
technology be used to perform the service. This is contrary to the service/functional
requirement nature of the contract and causes impermissible discrimination based on
technology, not service. During the Request for Qualification Statement (RQS) process,
all vendors submitted technical responses as to how they would perform all of the
required service requirements. Vendors were evaluated and either qualified or
disqualified to be an MAA provider. As such, any company that has received an MAA
contract is de facto qualified to provide MAA services in the subject MAA market.

This pre-qualification in terms of technical and management merit are intended to
simplify the post-award evaluation of specific service requirements for specific agencies
and sites. The GSA should prohibit the practice of expressing MAA Fair
Consideration requirements in terms of specific technologies or solutions.
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3. Uniform Reporting of Progress: In some cases, the Fair Consideration process for a
specific site has taken in excess of eight months for the GSA region and affected
agencies to make a purchase decision. For a simple price and service delivery
comparison this delay is inexcusable. This sort of delay indicates a contract
administration failure. Fair Consideration can and should be a simple process. While
we are not advocating that all regions be forced into a specific process for each step in
making comparisons and taking decisions, there are clearly instances where the
administrative process can be simplified and accelerated. With the implementation of
the recommended “Scorecard,” ‘the excessive time taken to evaluate vendors in Fair
Consideration would be made highly visible, allowing GSA Central Office to closely
monitor and oversee the activities of the regional offices.

A corollary benefit of this visibility will be timely and effective feedback to MAA
service providers. The winner will know that they won and why and the losers will
know that they lost and why so that they can know how to improve for future Fair
Consideration contests.

! See attached proposed GSA Scorecard.
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Question 2:

You indicate that GSA expects the MAA contractors to dedicate sales resources in
each MAA City. What marketing steps do you view as the contractors’ responsibility
and what steps shonld GSA be taking to market these contracts that it is not?

Answer:

Part 1: When the actual results of the Fair Consideration process take almost a year (as it
has in some cases), it is not economically feasible for a contractor to dedicate sales,
program management and marketing resources in a city that is not producing any sales
revenues. While it would be desirable in a steady-state environment to have dedicated
resources, there needs to be a steady flow of business to cost justify those dedicated
resources. Speeding up the Fair Consideration process would work to accomplish this
objective.

Part 2: GSA and the contractor have the joint responsibility to educate the agencies
regarding the MAA offerings and benefits and to sell these customers MAA services.
Winstar’s MAA contracts contain an express requirement to market the program to
agencies by partnering with GSA.

In Fair Consideration cities, this is complicated somewhat by GSA’s need to present several
solutions to customers. In these cases, the contractor should have the ability to freely
market to MAA user agencies, both in conjunction with GSA and directly as necessary. In
several MA A markets, contractors are instructed not to contact customers directly but to
work only through regional GSA staff. In many cases, GSA is not sufficiently staffed to
commit the amount of time necessary to the sales effort and the entire process is drastically
slowed. This slow process- -in combination with the requirement for local sales resources-
-is a losing proposition for contractors.

The solution to this situation lies in speeding up the Fair Consideration process by making
it more simple, less bureaucratic and by focusing regional GSA resources on making
purchase decisions post-award. Where the regional GSA staff are insufficient to market
and process the full extent of the forecast lines, then MAA vendors should be allowed to
work directly with the agencies. Regional GSA should not become an impediment to
transitioning business and attaining taxpayer savings.
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Question 3:

You state that the use of sizeable minimum revenue guarantees could possibly be used
to better establish the Government’s commitment to using the MAA contracts. Asyou
know, the first few MAA contracts — which were also among the largest — had
substantial minimum dollar guarantees, but those guarantees have since been cuthack
substantially. How has that reduction changed your perception of the MAA business
opportunity?

Answer: i

For purposes of bidding on the MAA contracts, Winstar relied upon the GSA’s detailed
eight-year forecast of its requirements as the basis for the bargain. Winstar established a
business case for each bid prior to submitting a proposal based on this expression of
business, When GSA lowered the minimur revenue guarantees (MRGs) it did not lower
the forecasted quantities of service used for evaluating vendor proposals. As such, we
concluded that the GSA’s real requirements remained unchanged.

For purposes of post-award fair consideration and transition, this reduction in the MRGs
represents a key reason for the slow transition. If a larger amount of money were
guaranteed to the MAA winners, then there would be a greater motivation to satisfy that
minimum through the transition of business to the MAA contracts. A small MRG appears
to reduce this incentive. :

Regardless of the MRG level, there should be a good faith commitment by the GSA to meet
the forecasted requirements in sach MAA market. This is what drove Winstar to prepare
bids and to provide highly competitive pricing. Had Winstar conternplated that the real
forecast was to be only a small fraction of that contained in the bid models, our prices
would have been significantly higher or we may have elected not to bid at all.

A good faith commitment to transition the forecast MAA business can be expressed in 2
more substantial MRG and will motivate the fulfillment of the government’s obligation fo
its MAA contractors. More importantly, a more substantial MRG would, by motivating the
transition of business to the MAAs, enable the enormous taxpayer savings claimed by GSA
in each MAA press release. If the commitment is there, and processes are made more
simple and efficient, the transition of business will naturally follow. To aid the effort of
reaching the promised savings, and to signal to the entire industry that the GSA is
serious about implementing the MAAA contracts, the GSA must complete the transition
of 60% of the forecast lines in each city, by the end of the year.
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Question 4:

In your testimony, you cited an apparent conflict between the MAA contracts and
existing incumbent contracts. Do you see these conflicts in all your award cities or is it
only in the Dallas area that you cited? What related modifications, in your view, need
to be made to the program to ensure that agencies are permitted to make decisions
that benefit them in the long-term?

Answer:
The conflicts between the incumbent contracts and the MAA contracts exist throughout the
MAA program. Dallas is simply one highly problematic example.

1. Remove the “Penalty” For Providing Government with Needed New Equipment.

The conflicts include not only the Dallas disconnect fee example identified in
Winstar’s testimony, but also the requirement for contractors to support proprietary phone
equipment sold to the government via the incumbent’s contracts. The MAA contract states
that if a vendor cannot interface with the phone equipment that the agency uses, then it
must replace it with like equipment. This stifles the ability of customers to obtain newer
enhanced services and realize new technology efficiencies. This requirement also places
the “new” contractor at a financial disadvantage because it cannot “‘compete” with the
incumbent vendors who originally sold the customer the equipment and therefore do not
need to supply new phone equipment as part of their solution.

2. Do Not Allow GSA to Issue “Cross Purpose” Contracts That Compete with MAA. GSA
is keeping contracts and soliciting new contracts for services that conflict directly with the
MAA contracts. For example, many of the Incumbent Providers still have Rate Stabilization
Agreements (RSAs) with GSA that cover some of the MAA cities. In addition GSA
Region 4 recently released a request for information for local telecommunications services
for all cities in the region, including Miami and Atlanta, which are MAA cities. When the
GSA has not even started transitioning business onto the Miami and Atlanta MAA
contracts, we camnot understand why a new solicitation is being put out for consideration.
Such practices directly damage the entire purpose of the competition and destroy the
incentive of competitive carriers to bid for business. The solution is to prevent all new
solicitations in an MAA award area until the GSA has demonstrated that it is respecting the
MAA contract process and has transitioned a measurable and significant threshold amount
of the MAA business (i.e., at least 90%) before even considering the implementation of
“cross-purpose” contracts.

3. Take the IT Fund “Off the Shelf”

In order to create a level playing field for all contractors, GSA should utilize the
Information Technology (IT) fund to cover the cost of transition, including such items as
installation fees, disconnect fees, and any required phone equipment change-outs. This use
of the fund will ignite transitions from existing services to MAA services by removing the
barriers to exit created by the incumbent monopolies, and enable agency and taxpayer
savings. With these unfair transition impediments removed, agencies can more clearly
“compare apples to apples” in terms of the various MAA providers. Moreover, agencies
will be better situated to make a vendor selection decision which is not focused on the near-
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term cost issues associated with changing out proprietary phone sets or paying disconnect
fees, but one that 1s focused on the more important issue of the long-term lifecycle cost of
telecommunications services for the agency. The IT fund is underutilized and is precisely
designed for this type of function.

! See attached. Winstar proposed scorecard.
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RESPONSES FOR REP. TOM DAVIS

FOLLOW-UP QUESTIONS FOR JUNE 13, 2001 MAA HEARING

In describing the MAA’s minimum dollar guarantees in your statement, you note
that — as Qwest is one of three contractors in Denver — that the 3100 thousand
MRG is split three ways. You also state that the amount would be further reduced
if a 4" contractor were brought in. Just fo clarify something, it is my
understanding that the only additional contractors that might be permitted to
offer MAA services would be crossover contractors, and that any additional
revenues they might earn would apply toward the MRG associated with the
“host” MAA contract they are crossing over from. Is that correct, or is there
some other factor at play that I am not aware of?

Response: Qwest is not familiar with any documentation that confirms if Qwest
provides crossover service in city “A” that the revenue Qwest would receive
would apply to the Company’s MRG in city “B.” In our MAA contracts, Section
H.3, Minimum Dollar Guarantee and Maximum Contract Limitations states (1)
the total minimum dollar guarantee for the MAA city; and (2) the minimum dollar
guarantee will be divided equally among the MAA city and the MAA contract
awardee(s). It also states the maximum contract ceiling for all money paid to all
contractor(s) providing telecommunications service for the particular MAA city.

Further, unlike the FTS2001 contracts, the minimum dollar guarantee and
maximum contract limitations shall be applied explicitly to the base term and all
option years. The total cost of all telecommunications services provided to a city
under the MAA program by all eligible contractors will not exceed the maximum
contract ceiling. Thus, the maximum contracting ceiling will be shared among all
eligible contractors providing services in the MAA city. The eligible contractors
include the MAA contract awardee(s) and, after the one-year forbearance period,
eligible contractors from another MAA city or FTS2001. Correspondingly, the
maximum contract ceiling for other MAA cities and FTS2001 will be shared by
eleible contractor(s) that provide telecommunications services under these
programs.

In your testimony, you proposed that GSA4 immediately reduce management fees
to no more than 8 percent. What specific recommendations do you have for GSA
to streamline its organization and processes to meet this target? How have
GSA’s management fees affected your ability to market MAA services to customer
agencies?

Response: With regard to GSA’s organizational streamlining, GSA should
manage the entire FTS program as a single integrated unit with multiple facets.
As such, the activities of the Transition Control Center would be broadened to
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include and consider the MAA related transitions as part of the integrated
planning that takes place on behalf of agencies and all affected contractors.
Likewise, the cost of managing the MAAs would be part of the overall cost of
providing the FTS portfolio of services — FTS2001, the niche contracts and the
MAAs — to the agencies. This approach would force integration and reduce the
ultimate price to the agencies for services.

Secondly, Qwest recommends that GSA define their “value proposition” related
to voice products/services and relate it to their increased Contract Management
Fee. Qwest has consistently and significantly lowered their costs to GSA, yet
GSA has choked the gap with their overhead fees. In some instances, the agency
customers have a much better arrangement without the MAA. Indeed, savings
can be transmitted to the agency, but is overhauled by GSA.

With respect to sales, all GSA regional offices within Qwest territory apply a full-
service fee, however, the contract states (Section G.3.7) that “The contractor shall
market and promote the services, system features, and capabilities provided
through this contract to customer organizations as part of service provisioning.”
Additionally, in Section F of the RFP, the contractor is required to submit a
marketing plan, which includes how the contractor will conduct demonstrations
and briefings for existing and potential customers.

Qwest’s contract allows us to market directly to the federal agencies with no
MAA mark-up, but in Minneapolis, for instance, Qwest has been instructed by
GSA to not approach the agencies directly. Instead, GSA has requested joint
meetings, thus utilizing additional resources. Another example is Albuquerque,
where the (GSA has asked Qwest to bring new business directly to GSA. In
Denver, GSA advised Qwest not to visit agencies directly and has, furthermore,
declined joint meetings due to multiple award contractors and to prevent “fair
consideration” issues.

With respect to repair, with the exception of Qwest MAA in Albuquerque, the
GSA regions have stated their preference that the agencies directly place calls to
Qwest with repair issues, removing GSA completely out of the picture.

With respect to billing, Qwest prepares and bills GSA directly including their
Contract Management Fees. Currently, GSA has not allowed direct billing to the
agencies, thus GSA continues to conceal their fees.

Since the life cycle of the sale and service is incumbent on the contractor, I do not
see the value added service performed and substantiated by GSA. The only
value-added service Qwest can identify is in Minneapolis. The GSA office
utilizes the software configuration systems, which allows the regional office to
complete moves, adds and changes of Centrex services for their agency
customers, thus eliminating Qwest’s obligation to issue these orders.
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Given these examples, my recommendation is for GSA to restructure themselves
as commercial companies and redefine their “value proposition.”

The increased Contract Management Fee is difficult to define when in most cases
they apply 30 percent. As an incumbent, when embedded-based services are
already installed and transition is minimal, the 11% increase cannot be defended.

Finally, selling has been challenging when in most cases the Contract
Management Fee loaded on top of the MAA rate is equal to Qwest’s commercial
tariff rate. As a result the end user agencies expetience no price reduction at all
with any possible savings being absorbed by and used by GSA. The
differentiation would be the GSA billing method and limited cost savings to the
agencies.

3. In your testimony, you suggest the high percentage of contract management fees
and full service fees ave barriers to transition, GAQ suggests that the fees in
dollar value are actually much lower than before the MAA program. If this
statement bears out, isn’t it more important that greater fransparency exist rather
than reducing the fees overall?

Response: GAO is technically correct in asserting that the fees in dollar value are much
lower than before the MAA program. What they fail to note in that statement, however,
is that the commercial tariff rates have also continued to decline. Thus, the rate that the
agency actually pays is no lower than they would be able to achieve on the open market.
While greater fransparency is a stated objective of Qwest, the broader issue remains the
overall price of service to the agencies.

The only issue preventing transition from a Contract Management Fee perspective has
been the GSA regional office inability to determine that fee. Qwest most sees the issues
surrounding the lace of transition as: (1) the fair consideration process; (2) the GSA
regional office misconception of the contracts; (3) TOPS/billing issues; and (4) the
absence of funding from the GSA national office to cover transition costs.
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