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Please provide a list of all of AT& domestic affiliates that
provide telecommunications services, informatiawvises, and CMRS
services to retail and / or wholesale customeestiting for each
affiliate listed whether it: (i) is an ILEC; (ii)rpvides telecommunications
services, information services, or CMRS services, @i) serves retail
endusers, wholesale end-users, or both.

Objection. This request is overly broadiuly burdensome, and not
reasonably calculated to lead to the discoverydafiasible evidence.
Without waiving this objection, the following donesAT&T affiliates
operate in Kentucky:

(@) BellSouth Telecommunications, Inc., d/b/a AT&T Kecity, is an
ILEC that provides telecommunications and inforimatservices,
and serves both retail and wholesale customers.

(b)  AT&T Communications of the South Central StatesCl.is a
CLEC and an interexchange carrier (“IXC”) that po®s
telecommunications and information services andeseretail
customers.

(c) BellSouth Long Distance, Inc. d/b/a AT&T Long Distz Service
is an IXC that provides telecommunications servieesl serves
retail customers.

(d) SBC Long Distance, LLC d/b/a AT&T Long Distanceais IXC
that provides telecommunications services, andesemtail
customers.

(e) TCG Ohiois a CLEC that provides telecommunicatiand
information services, and serves retail end users.

() New Cingular Wireless PCS, LLC d/b/a AT&T Mobility a
wireless carrier that provides wireless servicad, serves retail
and wholesale customers.

(9) Cincinnati SMSA Limited Partnership d/b/a AT&T Mdiby is a
wireless carrier that provides wireless servicasd, serves retalil
and wholesale customers.
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Has AT&T produced, assessed, reviewetalyaed any elasticity of
demand information, including but not limited cross-elasticity of
demand information, (whether produced by AT&T btaoned from other
sources by AT&T) to determine how much any incredsdocal retail
wireline rates will affect customer subscriptionlioe counts related to
wireline service? If so, please provided@tail the results of such
review/analysis and the documents reviewed.

Objection. This request is overly biiodats scope and to the extent it
encompasses elasticity studies for other cariitemsguests information
that AT&T does not have. Without waiving this addjen, AT&T does
not have an elasticity of demand study, and doebeleve one is
necessary in this case. The proposed reform jsiotdnded to move the
LECs’ local rates closer to cost — a natural aspeatwell-functioning
market that leads to robust competition, and th&b the ultimate benefit
of Kentucky consumers. The revenue neutral rdielamcing that AT&T
proposes will also mean that the LECs’ servicedareg supported more
so by the rates charged to their own consumerslessdso by hidden,
implicit and unfair subsidies extracted from othempanies’ customers.
As a result, all consumers will receive the corpaate signals and would
be free to make the best decisions for them visgsdhe alternative
services in the market. The result of such nanatal restructuring is
superior to any artificial outcome from the exigtimplicit subsidy
systems.
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REQUEST: For each calendar year 2005 through 2Afl¢#@se identify in detail the
total number of revenue-producing access linesafsg¢gly both for wholesale and retail)
that AT&T provides in Kentucky for the following:

a. Standalone basic local residential service;
b. The total number of residential lines of allddsn
c. Standalone basic local business services; and

d. The total number of business lines of all kinds.

RESPONSE: Objection. The information requestetbtgelevant or reasonably
calculated to lead to the discovery of admissibidence. The number of
access lines and basic access lines AT&T Kentueklyi each of the past
five years has no bearing on the intrastate acegss of the RLECs
requesting this information. AT&T has indicatedh@s no access revenue
shift for which it is requesting recovery. Withomaiving this objection,
AT&T states the information requested is proprigtand confidential
pursuant to KRS 61.878, and will be provided punst@ an appropriate
non-disclosure agreement with the RLECs. Accoigirgnd concurrent
with its response to this Data Request, AT&T Kekiuis filing a Petition
for Confidentiality with the Kentucky Public Serei€ommission.

a. AT&T Kentucky will provide the total number of st@alone basic local
residential service lines to the extent it is aadalié as a supplemental response
to this request.
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b. The total numbers of residential lines of all kifidseach of the following
years are:
AT&T Kentucky Dec-05 Dec-06 | Dec-07 Dec-08 | Dec-09 | Dec-10
Retail Residential Lines I B N N S e
Wholesale Residential Lines i Iim i§ Iim i 1

c. AT&T Kentucky will provide the total number of st@alone basic local
business services to the extent it is availabke sigpplemental response to this

request.
d. The total numbers of business lines of all kindssiach of the following years
are.
AT&T Kentucky Dec-05 | Dec-06 Dec-07 Dec-08 | Dec-09 | Dec-10
Total Retail Business Lines | i I B 1B B 1
Total Wholesale Business Lines [ i IH B 1B B 1

ContainsAT& T Proprietary Information
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For each calendar year 2005 through 204®,many of AT&T’s
customers in Kentucky, by number and pergentef its total
Kentucky customer base, purchased or are pamofp bundles of
services? For purposes of this question, “bundbé services” is defined
as local service plus any other type of telephaniaformation service.

Objection. The information requestedetevant and not reasonably
calculated to lead to the discovery of admissibidence. Without
waiving this objection, AT&T will provide as a supmental response to
this request the number of AT&T Kentucky’'s custosiirat purchase
bundles of services in Kentucky to the extent sheath information is
available after reasonable search.
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REQUEST: For each calendar year 2005 through 2fl#@se provide in detail
the following information:

a. Volume of intraMTA calls that AT&T termited in
Kentucky on behalf of all wireless carriers;

b. Volume of minutes and dollars that AT&T billedratess
carriers in Kentucky for reciprocal compensation;

c. Volume of minutes and dollars that AT&T billedraless
carriers in Kentucky for intrastate access;

d. Volume of minutes and dollars that AT&T billear fintrastate
wireline access services

i. Terminating; and

ii. Originating;

e. Volume of minutes and dollars that AT&Mas billed for
intrastate wireline access services

i. Terminating; and

iil. Originating.

RESPONSE: The information requested is propriedad/ confidential pursuant to KRS
61.878, and will be provided pursuant to an appat@mnon-disclosure
agreement with the RLECs. Accordingly, and corentrwith its
response to this Data Request, AT&T Kentucky iadila Petition for
Confidentiality with the Kentucky Public Service @mission.

a. AT&T does not track call volumes so does noehténe information
requested.
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b. The volumes of minutes and dollars that AT&Tidallwireless carriers
in Kentucky for reciprocal compensation for eachihaf following years
are:

MOUs Dollars
2006
2007
2008
2009
2010

c. The volumes of minutes and dollars that AT&Tlelol wireless carriers
in Kentucky for intrastate access for each of tilwing years are:

MOUs Dollars
2006
2007
2008
2009
2010

d. The volumes of minutes and dollars that AT&Ilel for intrastate
wireline access services for terminating and odtiimg for each of the
following years are:

MOUs Dollars
2006
2007
2008
2009
2010

ContainsAT&T Proprietary Information
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e. AT&T will provide as a supplemental responséhie request the
volumes of local switched minutes and dollars RB&T was billed for
intrastate wireline access services for terminaging originating for each
of the years requested to the extent they areablail
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REQUEST: Please provide separate estimates oftteemptage of terminating
intercarrier traffic AT&T and any of the entitiedentified in response to
Request No. 1 above receive both in Kentucky atmnwide that lacks
sufficient call detail or signaling information &ither:

a. ldentify the carrier financially responsible fotercarrier
charges; or,

b. Apply the proper compensation regime for intestccess,
intrastate access, and reciprocal compensatioh (saific is
generally and collectively known as “phantom trelifi

RESPONSE: Objection. The information requestexvesly broad and unduly
burdensome and not reasonably calculated to leteetdiscovery of
admissible evidence. Without waiving this objecfidT&T states that is
does not have any data upon which to formulatesporse to this request.
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Has AT&T produced, assessed, reviewethalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
regarding the so-called “subsidy” the RLECs recéivproviding
Kentucky intrastate access service? If so, plpesade in detail the
results of such review/analysis and the documevigwed.

Objection. This request is overly braxadl is unclear as to what is being
requested. Without waiving this objection, AT&Btds that during the
monopoly era, states set prices for some servareh (as intrastate long-
distance toll service, and local service for bussneustomers) above cost,
to subsidize below-cost prices for other servisegli as residential local
exchange service) in order to promote the goahofarsal service and
increase basic telephone penetration. That iny@idsidy still remains in
the switched access rates that RLECs charge. Udly & necessary to
understand this historical fact, and one can simgiligr to the RLECSs’
access tariffs and note (for example) the NTSRRgehthat is purely a
subsidy element. An additional implicit subsidyi®duced by the rate
differentials in other access elements, which aaidbntified by
comparison of the RLECs’ state and federal tarifi§.&T has not
performed an analysis to estimate the total madaitf the RLECSs’
subsidies, but such an analysis is not neces3drg.Commission can be
confident that removing the amount of implicit siliss associated with
the difference between the RLECs’ state and fedwsvathed access rates
is a great first step in the right direction, anérefederal switched access
rates themselves will still include some amouningglicit subsidy that the
FCC plans to address.
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REQUEST: Does AT&T or any of the entities identifi@ response to Request No. 1
above that operate in any other state mirror ihéarstate and intrastate
access rates or any individual rate elements®: If s

a. Please list all states where the appropriate R €8&tity mirrors
these rates or rate elements;

b. Please describe the proceedings or legisldtianed the AT&T
entity to mirror these rates and list the applieatbcket numbers
or code citations;

c. Please state whether the affected AT&T erdppealed any
order of any State commission or challengedsaatute involved
in (a) or (b) above. If yes, please identify eappeal or challenge;
and,

d. If the response to (c) is anything other thammqualified no,
please describe the disposition of each appediailtenge.

RESPONSE:

a. AT&T ILECs’ intrastate access rates either mirroace less than their interstate
access rates in the following states: Georgia, kekyt, Tennessee, Mississippi,
Kansas, Texas, Nevada, Indiana, Ohio, Michiganc@isin, and lllinois.

AT&T CLECs are subject to capping rules constragrimeir intrastate access
rates in the following 28 states: Alaska, CalifasnColorado, Connecticut,
Delaware, Georgia, lllinois, Indiana, lowa, Loursga Maine, Maryland,
Massachusetts, Michigan, Missouri, New HampshimyNersey, New Mexico,
New York, Ohio, Pennsylvania, San Diego, Tennesbexas, Virginia,
Washington, West Virginia, and Wyoming.
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b. See Attachment 1, which is a summary of those stdtashave either a cap or a
limitation on CLEC Intrastate Access rates; Attaelnb2, which is a map
detailing the current state of access reform thinahg 50 states; and Attachment
3, which is a document outlining the states thaehatrastate and interstate
access rate parity.

c. See AT&T's Response to RLEC Data Requests Item NoAtachment 1 that
contains citations to relevant publicly availabiéormation. Any appeals, if one
was filed, can be found in the public records ef thses cited therein.

d. See AT&T’s Response to RLEC Data Requests Item NoAtachment 1 that
contains citations to relevant publicly availabiéormation.
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REQUEST: Please indicate when AT&T Kentucky begamirror its interstate rates
for intrastate access rates or any individual efdenents.

RESPONSE: AT&T Kentucky began mirroring its intete switched access rates to its
interstate switched access rates or individualelments effective
January 2, 1996, and eliminated the NTSRR eleme@aiober 1, 2000.
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REQUEST: With respect to AT&T’s response to Reqddst 9 above, did
AT&T produce, assess, review or analyze arfgrmation (whether
produced by AT&T or obtained from other sascbhy AT&T)
estimating or calculating the financial impaxftmirroring prior to its
decision to mirror its rates? If yes, please pevn detail the results of
such review/analysis and the documents reviewed.

RESPONSE: Objection. The information requestedeétevant, not reasonably
calculated to lead to the discovery of admissibidence, and has no
value since AT&T Kentucky has no access shift todm®vered. Without
waiving its objection, AT&T Kentucky states thatrpuant to Commission
orders well over a decade ago, AT&T Kentucky mameappropriate
filings to move its intrastate switched accesssr&emirror its interstate
access rates (including the elimination of the NRSfRarge to carriers).
Quite simply, AT&T Kentucky is supporting accestoren that requires
the remaining Kentucky ILECs and CLECs to do thaesaalbeit over a
decade later.
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Has AT&T produced, assessed, reviewedayaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
comparing or contrasting the cost methodology Usetthe RLECs in
providing Kentucky intrastate access service withdost methodology
used by the RLECs in providing interstate accesscgeas regulated by
the Federal Communications Commission (the “FCC1j3o0, please
provide the results of such review/analysis anddh@iments reviewed.

AT&T has not reviewed any RLEC’s costlgtor their methodology.
Engaging in such activities would be fruitless ashscosts are irrelevant
to the investigation into the RLEC switched acaasss especially when
the proposed reduction in access rates would @daeted in a revenue
neutral manner. Moreover, the RLECs perform maligrthe same
function for providing interstate switched access/ge as they do for
providing intrastate switched access service, agdrdless of what
methodology the RLECs use to calculate those ustlis costs are
virtually identical. The RLECs have been chardimgir interstate rates
for all interstate traffic since 2001, and AT&Tnst aware of any instance
where the RLECs have successfully claimed thattha®es are not
compensatory. AT&T has only suggested that the iGmsion order the
RLECs to charge the same compensatory rates fornh@state traffic.
AT&T does not propose that those rates be reduzeat tbelow, cost.
The AT&T Plan, as proposed, raises no concern kespect to cost
recovery because it proposes that the RLECs odlyceetheir intrastate
rates to their corresponding interstate levelsctviaire above costs, and
provides the RLECs the opportunity to fully rebaarmany resulting
revenue reductions.
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Has AT&T produced, assessed, reviewethalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
guantifying the nature, methodology, and calculatéb how to ensure
reductions in access rates are reflected in rpged by long distance
service end users? If so, please providedaselts of such
review/analysis and the documents reviewed.

Intrastate switched access chargespairecgpal component of the
wholesale costs that wireline long distance casrilecur when they
provide retail long-distance service. In fact,agan certain instances
AT&T must pay per-minute intrastate access chatiggisarehigher than
its per-minute retail prices for long-distance ss#v Obviously, high
wholesale costs drive up retail prices; converselg,just as obvious that
decreases in the wholesale costs of providing\aceelead to decreases in
retail prices for that service. The FCC has reduseitched access rates
for interstate calls, and over 20 states have ¢édi¢ke FCC’s reforms on
the intrastate side.

See Attachment 1 that depicts 19 state charts showiagAT&T long
distance prices declined faster than access rdtgtiens over time in
various states. The information requested is petgy and confidential
pursuant to KRS 61.878, and will be provided punst@ an appropriate
non-disclosure agreement with the RLECs. Accolgirgnd concurrent
with its response to this Data Request, AT&T Kekiuis filing a Petition
for Confidentiality with the Kentucky Public Serei€ommission.

There have been several studies over the yearhdhatreached the same
conclusion as depicted in these charés, decreases in the wholesale
costs of providing a service lead to decreasestailprices for that
service. See e.g. “Regulatory Policy and the Reverse Cellophaneaeg|l
Debra J. Aron and David E. Burnstedournal of Competition Law and
Economics (2010) 6(4): 973-994e also, “INTERCARRIER
COMPENSATION: A White Paper To The State MembersToé
Federal-State Joint Board On Universal ServiceDbyRobert Loube and
Labros E. Pilalis, February 7, 2011, page 11, wienh be found at:
http://www.naruc.org/special/lntercarrier%20Com @i %20White%2
0Paper%202011%2002%2007.pdf
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Has AT&T produced, assessed, reviewedayaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
guantifying the nature, methodology, calculatiamg &éevel of retail rate
benchmarks for Kentucky? If so, please provideréselts of such
review/analysis and the documents reviewed.

The process to set a benchmark levehdepma several factors that could
vary from state to state, so the concept of aniiquéar study may not be
applicable generally. For example, a benchmaskcatld be justified by
calculating: i) the rates that would have beengdd had the RLECs
adjusted their retail rates by inflation rates sitteeir local rates were first
established or last revised, or ii) the produdhef highest urban retail rate
times an escalation factor such as 125%, 135%, 1202 to allow
additional headroom for future rate flexibiliti@he Commission could
determine with any of these approaches the ap@tepstatewide
benchmark in this proceeding for all LECs by appdythe following
guidelines:

(2) first ensure that the benchmark allows as nrachvery of the access
reduction from end users as possible subject tacangern about the
impact on consumers. This will encourage the ragimsumer incentives
and at the same time limit the burden on the KeytlwtSF (which will
ultimately be funded by all Kentucky consumers)] an

(2) narrow the gap between urban and rural redégélsrto ensure that when
urban consumers (who currently pay higher retédislgare being asked to
help pay the costs of serving rural consumerstute consumers’ rates
must first be reasonably comparable to similarisesvin urban areas.

For example, consumers currently paying $18.95eixirigton should not
be overburdened with an oversized Kentucky USFwsuge just so other
consumers, for example, those in Brandenburg, couidinue to pay
heavily-subsidized retail basic rates as low aé@Her month.

AT&T has not proposed a Kentucky specific benchmhbtk note that
some of the highest urban retail rates tend toedegween $18.00 and
$24.00, so a benchmark in this range provides d gtarting point for
discussion and analysis.
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Has AT&T produced, obtained, assessetwed or analyzed any
information (whether produced by AT&T or oibeed from other
sources by AT&T) quantifying the impact ofcass rate arbitrage in
Kentucky? For purposes of this request,&asaate arbitrage” means
the intentional or erroneous rating of a telephcaléthat masks its actual
point of origination in order to take advantageadbwer access rate
(whether interstate or intrastate). If so, plga®wide the results of such
review/analysis and the documents reviewed.

Carriers that pay high intrastate acdemges have an incentive to evade
them if the interstate-intrastate differentialas great. For example, high
switched access rates could encourage “buyingferarno route traffic in
such a way that makes it difficult or impossibled&iermine its
jurisdiction. AT&T is currently investigating a pential arbitrage
situation and will supplement this request with aglgvant and
responsive documents at the appropriate time.

Other carriers may fail to provide the necessaigrination required to
apply the proper charges, either access for lostguaice traffic or
reciprocal compensation for the exchange of laedfit, a practice
known as “phantom traffic.” Carriers that recehigh access charges also
have an incentive to generate increased traffiamel. “Traffic
pumping” schemes, designed to drive massive volwhgsaffic to adult
chat lines and similar services via rural LECs @hdECs with high
switched access rates, serve to highlight the piatdar abuse.See In the
Matter of: Complaint of Sprint Communications Company L.P. v.
Bluegrass Telephone Company Inc. d/b/a Kentucky Telephone Company
for the Unlawful Imposition of Access Charges, Ky. PSC Case No. 2010-
00012 (alleging a traffic pumping schem&ge also Attachment 1,
AT&T Letter dated October 27, 2009, to HonorablenkyeA. Waxman
(Chairman, Committee on Energy and Commerce), HanerRick
Boucher (Chairman, Sub-Committee on Communicatidbashnology,
and the Internet), and Honorable Bart Stupak (@ineir, Committee on
Oversight and Investigation), regarding traffic gpaing schemes.
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Washington, DC 20036

October 27, 2009

The Honorable Henry A. Waxman
Chairman

Committee on Energy and Commerce
U.S. House of Representatives

2125 Rayburn House Office Building
Washington, DC 20515-6115

The Honorable Rick Boucher

Chairman

Subcommittee on Communications, Technology and the Internet
Committee on Energy and Commerce

U.S. House of Representatives

2187 Rayburn House Office Building

Washington, DC 20515

The Honorable Bart Stupak

Chairman

Committee on Oversight and Investigations
U.S. House of Representatives

2268 Rayburn House Office Building
Washington, DC 20515

Dear Chairmen Waxman, Boucher, and Stupak:

I am responding to your letter to our Chairman and CEO, Randall Stephenson, dated
October 14, 2009. AT&T is pleased to assist the Committee in its review of traffic pumping
abuses of the access charge regime that governs compensation for the termination of long
distance calls to the local premises of actual end users.

Traffic pumping schemes involve unscrupulous incumbent local exchange carriers
(“ILECs”), as well as “competitive” local exchange carriers (“CLECs”), many established for the
sole purpose of engaging in scams, that: (i) establish grossly excessive access charges under
false pretenses; (ii) offer kickbacks to operators of calling services that agree to advertise their
services (typically for “free”) to anyone who dials telephone numbers assigned by the LECs; and
(iii) bill AT&T and other interexchange carriers (“IXCs”) “terminating” access charges for
millions of calls and billions of minutes of communications between non-residents of the small
communities the LECs purport to serve. AT&T and others are engaged in litigation with many
current perpetrators for their violations of existing law, but given the ease with which these
schemes are implemented and shifted rapidly to other locations, it is clear that after-the-fact,
case-by-case litigation could never fully protect the public interest. Accordingly, AT&T and
others have also sought action from the FCC and state commissions to put an end to these

UsA
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practices. Legitimate competitive LECs and conference service providers have likewise urged
the FCC to put an end to traffic pumping abuses.'

The enormous public harms from these schemes are well-documented and indisputable.
By significantly inflating long distance carriers’ costs, traffic pumping forces ordinary long-
distance customers throughout the nation to fund the schemers’ windfall profits. The lure of
those windfall profits has diverted the resources and focus of real LECs away from their proper
role of providing high quality local services to actual residents. These schemes have depleted
already strained universal service fund resources, as traffic pumping LECs (“TP LECs”) seek
and obtain millions of dollars in high-cost Universal Service Fund (“USF”) support on the basis
of “access lines” they claim to provide to their free calling service partners. Traffic pumping can
degrade service to ordinary customers by clogging up transport and switching facilities. And,
because these schemes use ordinary telephone numbers, they provide ungated access to “free”
pornographic content, thus circumventing the laws designed to ensure that parents can prevent
their children from accessing such content.”

One need only consider the case of Aventure Communications Technology, LLC to
understand the nature and scope of the traffic pumping problem. To obtain its Certificate of
Public Convenience and Necessity and its eligibility for universal service support, Aventure
represented to the Iowa Utilities Board (“TUB”) that it intended to provide local exchange service
in numerous rural exchanges in ITowa and aggressively to market those services to the Iowa
residents of those communities. Instead, Aventure set up chat and other traffic pumping schemes
_ which it did exclusively for more than two years, without constructing a local exchange
network and without serving a single real lowa resident Iowa residential service customer. To
inflate its access revenues even further, Aventure concocted a truly absurd call routing scheme
that had it billing for more than 200 miles of “local” transport through three states. Aventure has
received further windfalls in the form of millions of dollars in USF high-cost support by
representing that it would use moneys it received to provide USF-supported services and by
misrepresenting the number of lines it served.

Traffic pumping schemes are unlawful in many respects, as the lowa Utilities Board
(“IUB”) recently concluded after an exhaustive review of an extensive factual record developed
in a two year proceeding involving eight incumbent and competitive LECs operating in rural

! See, e.g., Bx parte letter from Counsel to the Rural Independent Competitive Alliance to

FCC filed October 23, 2008 in FCC Docket No. 07-135 (“RICA agrees that the access
stimulation issues may be addressed by establishing a requirement for CLECs to revise and
reduce their tariff access rates in the event that traffic exceeds specified thresholds™); Ex Parte
letter from David Frankel, CEO of ZipDX LLC to FCC, filed August 28, 2009 in FCC Docket
No. 07-135 (“the abuse of rural access charges has been allowed to linger for far too long. . . .
This undermines fragile funding mechanisms and will impede broadband enhancements. Rule

clarifications proposed by ZipDX are non-controversial for any legitimate player not attempting
to game the system”).

2 See 47 U.S.C. § 228.
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areas of Jowa that have been a hotbed of traffic pumping activity. The IUB found that these TP
LECs violated their own tariffs, violated the law and, in a failed effort to hide their unlawful
behavior, even fabricated and backdated documents in an attempt to transform their free calling
partners into “end user customers™ and their own switching facilities where the chat and
conferencing equipment was located into “end user premises.”

As described in more detail below, the TUB proceeding, which addresses Iowa intrastate access
charges, is one of many ongoing proceedings currently pending before federal courts and the
FCC in which the lawfulness of the LECs access charge billings in connection with traffic
pumping schemes is being litigated. To be clear, AT&T is complying with the FCC’s June 2007
declaratory ruling that prohibits call blocking.® Rather, AT&T continues to deliver calls
associated with the traffic pumping schemes, and, in accordance with the TP LECs’ own tariffs
and established law, has followed accepted industry practices by disputing the charges and
withholding payment pending resolution of those disputes.

Against this backdrop, we respond below to your specific questions.

1. Is your company currently engaged in any disputes with rural ILECs or other rural
carriers over the payment of terminating access charges?

a. If so, please describe the nature and basis of such disputes and provide the
Committee with the names of those companies and the total disputed dollar
amount at issue in each dispute with each company.

b. Please describe all steps your company has taken in these disputes. For
example, is your company currently involved in litigation or regulatory
proceedings related to the disputes?

AT&T is currently involved in a number of access charge disputes with traffic pumping
LECs. In 2006 the traffic volumes and corresponding billings of certain LECs located in very
rural areas inexplicably began to skyrocket. These rural areas are sparsely populated (often only
a few hundred people) and have typical call volumes of only a few thousand minutes per month.
Yet, suddenly, and with no explanation, some LECs began billing AT&T for millions — even tens
of millions — of minutes per month for calls to these rural areas. Even if every resident of these
areas spent every waking minute of every day on long-distance calls, the resulting call volumes
still would not even begin to approach the billed call volumes. As just one example, a
“competitive” LEC that was supposedly serving customers in very sparsely populated areas on
the border of Utah and Nevada suddenly began in April 2006 to bill AT&T terminating access
for more than ten million minutes of calls in a single month.

3 See Declaratory Ruling and Order, Establishing Just and Reasonable Rates for Local

Exchange Carriers, 22 FCC 2d. 11629, § 5 (2007) (“carriers cannot engage in self help by
~ blocking traffic to LECs allegedly engaged in the [traffic pumping] conduct described herein”).
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AT&T began investigating these unusual calling volumes and discovered that virtually all
of these calls were placed to only a few telephone numbers. AT&T personnel called these
numbers and determined that they were associated with so-called “free” chat and conference
services, international calling, and other services. Several of the “chat lines” offered obscene
and pornographic content and allowed as many as 270 out-of-state callers simultaneously to
conduct conversations by calling a single telephone number, typically with the capability for
callers to access a “back room” to conduct one-on-one conversations. Other telephone numbers
provided “free” international calling by allowing callers to dial an Iowa (or Minnesota, Utah or
South Dakota) telephone number and then enter an international telephone number to which the
TP LEC would then route the call. At least one TP LEC appeared to be using autodialing
equipment to place tens of thousands of calls to both wireless and wireline customers in an
attempt to entice them (e.g., by offering commercial credit cards, often without the knowledge of
the credit card company) to call a telephone number in the TP LEC’s local exchange, and when
such customers placed those calls, the TP LEC billed terminating access service fees to the long
distance carrier that delivered the call. None of the high volume telephone numbers AT&T
investigated appeared to be associated with any actual residential or business customers of these
LECs. And for each minute associated with these schemes, the TP LECs were billing extremely
high access charges, typically 3 to 10 cents/minute (and in one case more than 23 cents/minute).

Upon discovering that these TP LECs were engaged in these traffic pumping schemes,
AT&T informed them that it was disputing their charges, and, in early 2007, AT&T initiated
litigation in Iowa against many of the TP LECs and calling service providers engaged in these
schemes. This was the first of many lawsuits, some initiated by AT&T and/or other
interexchange carriers and some initiated by TP LECs. Some of these disputes have since been
settled under confidential terms, but others continue to be actively litigated.

In July 2007, the FCC suspended the tariff filings of a number of incumbent LECs
suspected of engaging in (or preparing to engage in) traffic pumping, ordering them either to
prove that their charges were lawful by providing cost justification or to return to the National
Exchange Carriers Association (“NECA”) tariff “pool,” where they could no longer profitably
engage in such schemes (because any earnings would then be shared with the hundreds of other
LEC:s that participate in the NECA pool, making it impossible for the TP LEC to pay the
necessary kickbacks to its free calling partners).” Although traffic pumping activity by
incumbent LECs has fallen off dramatically in the wake of this FCC decision, supposed
“competitive” LECs, which operate under different rules, have more than made up the difference
— indeed, there are now individual “rural” CLECs that are generating more than 100 million
minutes of traffic pumping calls each month.

4 See Order Designating Issues for Investigation, Investigation of Certain 2007 Annual

Access Tariffs, 22 FCC Red. 16109 (2007). The FCC also provided the LECs with a third option
under which they were required to add terms to their tariffs that they would immediately and
significantly reduce their access rates if their traffic volumes increased significantly, thus
significantly reducing incentives to engage in traffic pumping. Id.
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Federal Court Litigation. Today AT&T is involved in the following federal court
lawsuits against traffic pumping LECs: (i) in the Southern District of New York, AT&T is
involved in litigation with All American Telephone Company, Chase.Com and E-Pinnacle (all
Utah/Nevada CLECs); discovery is ongoing in this dispute that involves approximately $15
million in access billings to AT&T; (ii) in the Southern District of Towa, AT&T is involved in
litigation with Aventure Communications Technology, LLC (an Iowa CLEC); this case, which
involves approximately $15 million in access billings to AT&T, is currently stayed pending
action by the FCC; and (iii) in South Dakota District Court, AT&T is involved in litigation with
Sancom Inc. and Northern Valley Communications, LLC (both South Dakota CLECs); discovery
is ongoing in this dispute that involves approximately $25 million in access billings to AT&T.

State Public Utility Commission Proceedings. AT&T is also a party to ongoing
proceedings related to the Iowa Utilities Board’s September 21, 2009 Order.” In that order, the
IUB — after more than two years of proceedings that included depositions and document
discovery from traffic pumping LECs, thousands of pages of briefing and expert testimony, and
live hearings — found that the traffic pumping LECs had “manufacture[d] evidence, after the
fact” and “concealed truths from the Board and the FCC” to make it appear that their free calling
service partners’ (“FCSPs”) bridging and other equipment were “end users” and that the LEC
central offices where that equipment was located were “end user premises™ that justified the
billing of terminating access charges for calls to such equipment. Id. at 30, 34. The TUB found
that, in truth, “none of the FCSCs associated with the [LECs] were end users for purposes of the
[LECs’] intrastate exchange access tariffs, none of the intrastate toll traffic associated with the
FCSCs terminated at the end user’s premises, and much of the intrastate toll traffic associated
with the FCSCs did not terminate in the Respondents’ certificated local exchange area.” Id. at
53-54. The IUB thus concluded that “intrastate access charges did not apply to calls to the
FC6SCS and should not have been billed to the IXCs for calls to numbers assigned to the FCSCs.”
Id.

AT&T is a participant in additional proceedings before the IUB that have been initiated
in response to this ITUB Order. First, the traffic pumping LECs have filed petitions for
reconsideration of the order, and AT&T is opposing those petitions. Second, pursuant to the [UB

> See, e.g., Owest v. Superior Tel. Coop., Final Order, Docket No. FCU 07-2, at 61-62
(Iowa Utilities Board, Sep. 21, 2009) (“IUB Order”).
6 The TUB was especially troubled by the fact that the LECs had “partnered with FCSCs

that provided free calling services for indecent or pornographic content” and that “there were no
technological measures in place to protect minors from making calls to access these
pornographic services, such as a 1-900 number, which enables parents to place a block on the
call.” TUB Order At 61-62. The Board found this “lack of any mechanism for parents to
regulate their minor children’s access to pornographic or indecent services over the telephone is
contrary to the public interest.” Id. In addition, the IUB further found that these traffic pumping
schemes led to “other schemes, such as the improper backdating of invoices and contracts, traffic
laundering, telephone numbering abuses, and potentially misrepresented universal service fund
(USF) certifications.” Id. at 8.
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Order, there are ongoing proceedings to determine the amount of refunds that the Iowa traffic
pumping LECs owe to AT&T and other long-distance carriers. Third, the IUB has opened a
rulemaking proceeding to adopt rules designed prospectively to discourage traffic pumping.

AT&T is also a participant in proceedings that the Public Service Commission of Utah
has initiated to assess whether All American’s state authorization should be rescinded. The
certificate that Utah granted to All American in 2006 was expressly conditioned on All
American’s representation that it would not provide service in rural portions of the state. In fact
All American has operated solely in the areas it said it would not serve, has no real customers,
and has done nothing but engage in traffic pumping.

b

FCC Proceedings. AT&T is also a party to three ongoing FCC proceedings involving
traffic pumping. First, AT&T is opposing frivolous petitions filed by Iowa TP LECs seeking to
have the FCC preempt the IUB Order. The IUB Order addressed intrastate terminating access
charges that Congress placed squarely within the jurisdiction of the TUB.

Second, AT&T is participating in a rulemaking proceeding initiated by the FCC in 2007
in response to allegations of traffic pumping to assess the need for rule changes to ensure that
“rules governing the tariffing of traffic-sensitive switched access services by local exchange
carriers (LECs) are ensuring that rates remain just and reasonable, as required by section 201(b)
of the Communications Act of 1934, as amended (the Act).””

Third, pursuant to a referral order by the United States District Court for the Southern
District of New York, AT&T has filed a complaint with the FCC against All-American,
Chase.Com, and e-Pinnacle for engaging in a scheme to create sham entities solely for the
purpose inflating access charges. Under this scheme, an ILEC called Beehive Telephone
Company and its traffic pumping partner Joy Enterprises — an adult chat line operator — devised a
plan to avoid the FCC rules that would have required Beehive to reduce its access rates to reflect
the enormous amount of Joy-related traffic volumes it was generating. The plan was to create
“competitive” LECs to bill the access charges for the traffic pumping minutes, so that those
additional volumes would not be attributed to Beehive. To accomplish the shift, Beehive and
Joy made a few paper changes, such as reassignment of Beehive’s telephone numbers and
facilities to All American, Chase.Com and e-Pinnacle, so that these CLECs would then bill
AT&T for the traffic associated with the Beehive/Joy traffic pumping schemes. As AT&T’s
complaint explains, it has long been settled that creating “a company that purport[s] to be a bona
fide carrier but which instead [is] simply a sham creation, designed to facilitate an arrangement
among several entities to capture access revenues that could not otherwise be obtained by lawful
tariffs” is an unjust and unreasonable practice that violates the Communications Act.®

! Notice of Proposed Rulemaking, Establishing Just and Reasonable Rates for Local

Exchange Carriers, 22 FCC Red 17989, 1 (2007).

8 AT&T and Sprint Petitions for Declaratory Ruling on CLEC Access Charge Issues, 16
FCC Red. 19158, 122, n.33 (2001) (“CLEC Access Declaratory Ruling”); see Establishing Just
and Reasonable Rates for Local Exchange Carriers, 22 FCC Red. 11629, 9 6 n.20 (the
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2. Has your company withheld payment of access charges relating to disagreements
about the appropriate rate? '

a. If so, when did your company begin withholding payments and how much
was withheld or is being withheld from whom?

As permitted by established FCC precedent and the TP LECs’ tariffs, AT&T has disputed
and withheld payment of certain access charge billings associated with traffic pumping.’ AT&T
is currently withholding payment of terminating access charges from the following TP LECs:

All American Telephone Company (as of April, 2006), Aventure Communications Technolo gy
(as of October, 2006), Chase.Com (as of April, 2006), E-Pinnacle (as of April, 2006), North
County (as of September, 2008), Northern Valley Communications (as of January, 2008),
Sancom (as of January, 2008), Spencer Municipal Communications Utility (as of J anuary, 2008),
and Capital Telephone Company (as of July 2007). The total amount of disputed charges that
AT&T has withheld pending resolution of the disputes is approximately $60 million as of
September 30, 2009.

3. What do you estimate the actual cost of terminating traffic to be on a per minute
basis?

Although traffic pumping LECs have not disclosed their costs associated with their traffic
pumping schemes, the public filings of NECA confirm that, to the extent they incur any costs at

Commission has “found that an arrangement between a chat line service provider and
competitive access provider (formed by an ILEC for purposes of the arrangement) that did not
provide local exchange service and had no customers other than the chat line was a sham™);
AT&T Corp. v. FCC, 317 F.3d 227, 233 (D.C.Cir. 2008) (“the entire arrangement was devised
solely in order to circumvent regulation . . . [and] deserves to be treated as a sham”™).

It is well established that the “responsibility for correct billings remains with the carriers”
providing the service, e.g., Tele-Valuation, Inc. v. AT&T Corp., 73 F.C.C.2d 450, § 8 (1979), and
that access customers are not obligated to pay for tariffed services that were not actually
provided. See, e.g., Jowa Network Servs., Inc. v. Qwest, 385 F.Supp. 2d 850, 903-04 (S.D. Iowa
2005), aff’d 466 F.3d 1090 (8™ Cir. 2006) (carrier under no obligation to pay where services
were not provided under a “valid and applicable tariff”). Certain TP LECs have claimed that
prior FCC decisions have held that it is illegal “self-help” to withhold payment for tariffed
services, but those decisions arose in circumstances where, unlike here, it was undisputed that
the tariffed services were actually provided and properly billed pursuant to an applicable tariff.
See, e.g., Business WATS, Inc. v. AT&T, 7 FCC Red. 7942, 9 2 (1992). Indeed, the TP LECs’
tariffs expressly contemplate that an access customer may withhold payment of terminating
access charges pending the resolution of a dispute over whether service has been provided and
charges have been properly assessed, see, e.g., Northern Valley Commc’ns L.L.C., F.C.C. Tariff
No. 2, § 2.4.1(D)(4) (effective Nov. 16, 2004), and the language in these tariffs is
indistinguishable from the language in other tariffs that the FCC has authoritatively interpreted,
concluding that “a customer may withhold payment of disputed charges pending resolution of
the dispute.” See AT&T v. Beehive, 17 FCC Red. 11641, 26 & n.91 (2002).
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all, the per minute costs incurred by traffic pumping LECs (even accounting for a reasonable
return) to deliver traffic to the bridging equipment of their free calling partners is exceedingly
small (and certainly much less than one tenth of a penny per minute).

NECA represents rural ILECs subject to FCC cost of service regulation. Pursuant to the
FCC’s rules, NECA makes annual filings with the FCC that report the costs of its member
ILECs. The highest cost annual report submitted by NECA (“Band 8”) reports the costs and
computes rates for the smallest rural ILECs. As of June 2009, there were 490 rural ILECs
represented in the Band 8.° These ILECs have an average of 1,500 lines'' serving widely
dispersed residential and business customers that generate an average of less than 500 minutes of
exchange access traffic per month per line.'?

Based on this network cost structure — one designed to serve widely dispersed residential
and business customers that make relatively few calls — NECA has developed a per minute
access rate that allows Band 8 ILECs to recover these costs plus an 11.25 percent return. To
compute these rates, NECA estimates the average cost of the switches, lines, and other
infrastructure used by such LECs to serve their residential and business customers and spreads
those costs over the total number of annual access minutes that Band 8 TLECs are expected to
serve, which for 2009 is 3.5 million,minutes.13 Based on these calculations, NECA reported to
the FCC in 2009 that Band 8 LECs must charge about 3.3 cents per minute to recover their

10 See National Exchange Carrier Association, Inc., Access Service Tariff F.C.C. No. 5,

Transmittal NO. 1245, (filed with the FCC, June 15, 2009).

n The most recent publicly available report showing the number of lines for NECA band 8
ILEC:s is for 2007 from a report filed on Sep. 30, 2008 (see NECA’s Overview of Universal
Service Fund, USFO8AF.ZIP, available at http://www.fcc.gov/wcb/iatd/neca.html). The 2009
report has not yet been submitted to the FCC. However, the line counts are not likely to change
significantly because the number of lines served by band 8 ILECs has historically varied very
little.
12 To compute the average monthly minutes per line for Band 8 LECs, AT&T divided the
total number of minutes generated by Band 8 ILECs in 2008 as reported by NECA (see Network
Usage by Carrier, Annual submission by NECA of Access Minutes of Use, NETWUO08.ZIP,
available at http://www.fcc.gov/wceb/iatd/neca.html) by 12 (to obtain average monthly minutes)
and then AT&T divided that amount by the number of lines for Band 8 LECs.

13 To compute the average minutes per year for Band 8 LECs, AT&T divided the total
number of minutes generated by Band 8 ILECs in 2008 as reported by NECA (see Network
Usage by Carrier, Annual submission by NECA of Access Minutes of Use, NETWUO08.ZIP,
available at http://www.fcc.gov/web/iatd/neca.html) by the total number of NECA members
reported by NECA as of June 2009 (see National Exchange Carrier Association, Inc., Access
Service Tariff F.C.C. No. 5, Transmittal NO. 1245 (filed with the FCC, June 15, 2009)).
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facilities costs and earn an 11.25 percent return.!* This is the rate “mirrored” by many so-called
rural CLECs that are engaged in traffic pumping.

Given these calculations, it is clear that, even if traffic pumping LECs had the same cost
structure as the Band 8 NECA ILEC: (in fact, as shown below traffic pumping LECs’ incur
much, much lower costs to the extent they incur any real costs at all), the per minute rates that
traffic pumping LECs need to recover those costs would be a tiny fraction of the NECA rate.
Whereas Band 8 LECs must spread their costs over an average of only about 3.5 million minutes
per year, the pornographic chat and other services offered by traffic pumpers routinely generate
that much traffic each month (and often much more). A traffic pumping LEC with typical
NECA band 8 cost structure that generates monthly volume of 3.5 million minutes could recover
its costs and a reasonable return by charging less than one third of a cent per minute.”

But even that greatly overstates the rate needed by TP LECs to recover their costs and
earn a return, because the cost structure for TP LECs is not remotely similar to that of Band 8
ILECs. Whereas Band 8 ILECs have built out actual network infrastructure with lengthy wire
“loops” buried or strung on poles to serve hundreds of widely dispersed residences and
businesses located in their services areas, many TP LECs have built virtually nothing to serve
their free calling partners. Rather, such LECs typically co-locate bridging and other equipment
in the central office near the switch, so that connecting their partners’ equipment requires only
few feet of cables. Some traffic pumpers even avoid the cost of the switch by collocating their
traffic pumping equipment in a central office of another LEC and by relying on that other LEC’s
switch to direct their traffic pumping calls to their equipment. Consequently, the costs that
traffic pumping LECs must recover through their per minute rates are only a tiny fraction of the
costs that must be recovered by Band 8 ILECs, which means that the actual per minute rates that
traffic pumping LECs need to recover their costs are extremely small, and certainly well below a
tenth of a penny per minute.

4, Do you charge other carriers to terminate traffic on your network? If so, how much
do you charge for terminating access on a per minute basis? If you charge different
rates in different areas, please provide a range of charges.

AT&T provides and charges others for both interstate and intrastate terminating access
services, as follows:

14 See National Exchange Carrier Association, Inc., Access Service Tariff F.C.C. No. 5,

Transmittal NO. 1245, Vol 5, Exhibit 12, Workpaper 1 of 12 (filed with the FCC, June 15,
2009).
15 As the FCC has pointed out, the additional costs of serving more minutes are very low or
zero. See, e.g., Notice of Proposed Rulemaking, Establishing Just and Reasonable Rates for
Local Exchange Carriers, WC Docket No. 07-136, q 14 (released Oct. 2, 2007) (“It is well
established that there is a large fixed cost to purchasing a local switch and that the marginal or
incremental cost of increasing the capacity of a local switch is low (some contend that it is

zero.”).
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Within AT&T’s 22 state franchise service areas, AT&T operates both as an ILEC and, to
a limited extent, as a CLEC. AT&T’s interstate rates are governed by federal law. AT&T’s
ILEC per minute interstate terminating access rates, for example, are governed by the FCC’s
“CALLS Order.”'® AT&T’s intrastate access charges are subject to applicable state laws. Some
states require that AT&T’s intrastate terminating access rates mirror its interstate rates, and other
states provide for different intrastate access rates. Overall AT&T’s statewide average per minute
terminating access charges within AT&T’s franchise service areas fall within the range of about
a tenth of a penny up to about a half a penny per minute.

Outside of AT&T’s franchise territory, AT&T operates only as a CLEC. Rates vary by
and within states. Overall, AT&T’s statewide average per minute terminating access charges
outside of AT&T’s franchise area range from about four tenths of a penny to about 1.3 cents per
minute.

5. How much do you receive annually in terminating access charges?

The total amount of terminating access charges that AT&T ILECs and CLECs receive
can depend upon many factors. For the calendar year 2008 the AT&T ILECs and CLECs
provided, in total, between $700 million and $800 million in per minute terminating access
services to their access customers to allow them to complete calls over AT&T’s local telephone
networks that provide wireline connections to tens of millions of residences and businesses.

6. How much do you pay to others in terminating access charges?

The total amount of terminating access charges that AT&T pays to others can depend
upon many factors. For the calendar year 2008 AT&T paid to others between $700 million and
$800 million in per minute terminating access charges.

%ok ok sk

We trust that the foregoing information aids in your understanding of these issues. We
respectfully suggest that, to ensure that you have a comprehensive view of the ways in which the
legacy access charge regime suffers from and enables fraud and abuse, you not limit your inquiry
by focusing on either the providers of end-user calling services, such as Google Voice, or the
LECs that engage in traffic pumping schemes. Calling services like Google Voice, MagicJack
and Speakeasy are enabled by wholesale transport providers partners like Bandwidth.com and
YMax. These transport providers play an increasingly central role in the transiting of traffic, but
the manner in which they assess and pay access charges is often unclear and potentially
inconsistent with existing rules and limitations; therefore, they, too, deserve your thoughtful
attention. For instance, it would be helpful to understand whether, in connection with Google
Voice, Bandwidth.com or any other CLEC assesses originating or terminating switched access
on calls in-bound to a Google Voice number or on 8YY toll-free calls placed by a Google Voice

6 Sixth Report and Order, Access Charge Reform, Price Cap Performance Review for

Local Exchange Carriers, 15 FCC Red. 12962 (2000).
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user and, if so, whether the assessment is for the entire duration of the calls, which network
facilities are used in each circumstance, and what, if any, access functions are actually
performed. This type of information would better inform you, the FCC and other stakeholders
regarding the best way to guard against further abuses of the access charge framework. In this
regard, it is important to understand the disproportional impact of traffic pumping on inter-
exchange carriers such as AT&T given that providers such as Google Voice, MagicJack and
Speakeasy take the position that they are not subject to the FCC order prohibiting the blocking of
calls to high cost rural areas.

Please let me know if we can be of further assistance in connection with these matters.

Sincerely,

Asiiithtone

cc: The Honorable Joe Barton, Ranking Member
The Honorable Cliff Stearns, Ranking Member
Subcommittee on Communications,
Technology, and the Internet
The Honorable Greg Walden, Ranking Member
Subcommmittee on Oversight and
Investigations
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REQUEST: Has AT&T produced, obtained, assessedewed or analyzed any
information (whether produced by AT&T or oieed from other
sources by AT&T) quantifying the nature, methiody, and the
appropriate rate to be paid for the useextess capacity on a
network? If so, please provide the reswoltssuch review/analysis
and the documents reviewed.

RESPONSE: Objection. AT&T is unsure of what tleguest is asking and does not see
how the information requested is relevant as isdus appear to be
reasonably calculated to lead to the discoverydafiasible evidence.



REQUEST:

RESPONSE:

AT&T Kentucky
KY PSC Docket No. 2010-00398
RLECs First Data Requests
May 2, 2011
Item No. 16
Page 1 of 1

Has AT&T produced, assessed, reviewethalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
that would support a finding that the intrastatesaof all ILECs in
Kentucky, including those operating in rural areasll be just and
reasonable if their intrastate access ratesrequired to mirror
interstate access rates? If so, pleaseidq@othe results of such
review/analysis and the documents reviewed.

It is just and reasonable to requirtBICs to have unified interstate and
intrastate switched access rates, which is what A p&poses. First, the
ILECs have been charging their current rates ftargtate switched access
for years, and neither the FCC nor any court hasddhese interstate
switched access rates are below their relevans cast the ILECs have
not made any such claim. Given that switched acfoggntrastate calls
involves the same functions (and costs) as forstdee calls, interstate
rates will also be more than sufficient to cover thECs’ costs for
intrastate calls. Second, long distance callwitete in the same manner
as local calls (using either end office or tanddfit® facilities) and the
routing activity performed by the ILECs in termiiaet of all types of calls
is identical, so the cost of terminating a locdl issthe same in all
material respects as the cost of terminating a-tistance call.

Moreover, the local call termination rates are geltelower than the
interstate rates even though the functions aremaliyethe same.
Therefore AT&T'’s proposed plan that ILECs reducaitintrastate rates
to their interstate levels is a more conservatpar@ach than reducing
intrastate switched access rates to reciprocal eosgiion levels or the
ISP-bound traffic compensation rate of $.0007 pewuie of use. In
addition, the current intrastate rate structuractvis well above interstate
rates, is unjust and unreasonable because it Heemtsicky consumers,
drives up long-distance prices, distorts competjtencourages arbitrage,
discourages investment in advanced networks, andsgstainable in
today’s competitive markets.
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REQUEST: In those states where AT&T or ariytlee entities identified in
response to Request No. 1 above operate, has ATé8duped, assessed,
reviewed or analyzed any evidence (whether preduby AT&T or
obtained from other sources by AT&T) of consurbenefits in the
form of lower longer distance rates or other serenefits as a result of
the adoption of intrastate access reform measuressto the ones
AT&T proposes here? If so, please identify thecg#meconsumer benefit
that resulted, and please provide the resultsaf seview/analysis and
the documents reviewed.

RESPONSE: See AT&T’s Response to RLECs First Data Requests éonl12.
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RESPONSE:

AT&T Kentucky
KY PSC Docket No. 2010-00398
RLECs First Data Requests
May 2, 2011
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Page 1 of 1

In AT&T’s plan, it proposes a five yeaidgl path for intrastate access
reform to be implemented in Kentucky. Has AT&T ¢wced, assessed,
reviewed or analyzed any information (whether pozdbby AT&T or
obtained from other sources by AT&T) that would gonp a finding that
five years is the appropriate glide path for in@#es access reform in
Kentucky? If so, please provide the results ohswwview/analysis and
the documents reviewed.

The “glide path” proposed by AT&T in Kaeky is for ILEC USF and
local rate transition and assumes the AT&T propgsed is used to
implement switched access reform in Kentucky. ofycof AT&T's
proposed plan is attached as Exhibit A to Commeh#sT &T filed
December 17, 2010, in this docket.

To gain the immediate benefits of access reforpragosed in the AT&T
plan, intrastate access rates would immediatelyominterstate rates.
The shift in access revenue would be made up ealiiity to rebalance
local rates and a Kentucky USF. Over the reba&daransition period, the
Kentucky USF would decrease and ILECs would haeeathility to adjust
local rates to offset the decreasing USF.

AT&T will provide more detail (as appropriate) its testimony once
actual data from the RLECs and other parties areigeed in response to
data requests.
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REQUEST: In those states that have implememeédstate access reform where
AT&T or any of the entities identified iregponse to Request No. 1
operate, please provide the following:

a. The cost savings per state, per yearAh&T has
experienced as a result of intrastate accefgm. Cost
savings is defined for purposes of this questinal@ding b., c.,
and d. below) as the dollar amount saved agsult of the
reduction in other ILECS’ intrastate access rates;

b. An accounting for how its alleged cosWiegs per state,
per year have been allocated — to its subserineihe form of
reduced rates, to its shareholders in the fornprafiits, or to
investment in broadband, other advanced néttemhnologies,
or otherwise;

c. How any alleged or expected cost saviwgsild be
allocated (between subscribers, shareholderd, beoadband
investment) under the AT&T Plan in Kentuckydan

d. If AT&T has invested cost savings fromduced intrastate
access rates into broadband or other advanetdork
technologies, please explain in detail in wiratdband or
advanced network technologies in which it has iteas

RESPONSE: a. Objection. This request is overhabtrand unduly burdensome, and is
not reasonably calculated to lead to the discoeéndmissible evidence.
Without waiving its objection, AT&T states thatttze extent the question
implies that consumers did not benefit from paseas reform, any
alleged AT&T cost savings would have been zeroesthe market
scenario described in response to Item No. 12 regjtinat providers will
reduce retail prices when their wholesale cost$ireec Therefore,
consumers will benefit from access reform as previ@forms have
shown.

b. See AT&T’s Response to RLEC First Data Requests Iteon 32.
c.See AT&T’s Response to RLEC First Data Requests Item 32.
d. See AT&T's Response to RLEC First Data Requests Itemn 32.



AT&T Kentucky
KY PSC Docket No. 2010-00398
RLECs First Data Requests
May 2, 2011
Item No. 20
Page 1 of 1

REQUEST: In Section 6.1 of the plan, AT&T poses that “[a]ll providers
having Kentucky retail intrastate telecommunmad revenues would
contribute to the KUSF, including wireline ILEGSLECSs, wireless
carriers and IXCs.” Please explain in detail AT&Position in Section
6.1 as it relates to whether VolIP providers shalgd be required to pay
into a proposed KUSF.

RESPONSE: To the extent authorized by federal tatd faws, it is AT&T’s position
that state universal service contribution obligagishould be applied in a
competitively neutral manner to all providers.
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Item No. 21
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In those states that have implememédstate access reform where
AT&T or any of the entities identified in resporteeRequest No. 1 above
operate, have AT&T or any of the entitiesniifiied in response to
Request No. 1 above increased their interstateess toll rates even
after intrastate access reform had been mmghted? If so, please
provide the names of these states and the amotime aficrease(s).

The interstate and intrastate toll market undoubtedly competitive and
have remained increasingly so for many years.ittdsnceivable to
contemplate, as this question implies, that anypzong operating in such
a competitive market will be able to raise or maimtrates higher than the
market price. Public data from the FCC show tloaisamers have
received substantial benefits from access refortherform of lower
interstate long-distance prices, and this is eiffem the trends that
show that interstate toll prices have consistetdlglined, thus tracking the
FCC'’s access reforms. Attachment 1 depicts thelgr@oted in this
response.

These results are not surprising. It is an eléargreconomic principle
that when the incremental cost of providing a sergoes down, the
provider will increase sales and maximize its psafly reducing its retail
price. This principle applies even to a pure, gatated monopolist; the
competitive pressures of today’s communicationsketarreinforce this
economics concept. Since competition for longalisé service is even
more robust now than in the past, it is clear tleaireases in intrastate
access charges will lead to lower long-distancegsrior Kentucky
consumers.
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May 2, 2011

Item No. 21

Attachment 1

Industry Interstate Data Clearly Indicates That Long-
Distance Prices Closely Followed Access Charges
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Has AT&T produced, assessed, reviewethalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
regarding the average per line cost of providingise in the RLECSs’
service territories in Kentucky? If so, pleasevite the results of such
review/analysis and the documents reviewed.

AT&T has not reviewed or calculated teetage per line cost” for any
RLEC because engaging in such activities will lél&ss and irrelevant
to the investigation into the RLEC switched acaasss. AT&T'’s plan
only requires the RLECs’ intrastate rates to mithair corresponding
interstate levels and the proposed reduction iesscevenue would be
rebalanced in a revenue neutral manner. AT&T aotseek to reduce
the RLECs’ rates to cost. Therefore, there is e®drto review the
RLECs’ average per line cost of providing servicgheir territories.
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REQUEST: Please provide AT&T's company-wide retamrequity percentage
for the years 2005 through 2010.

RESPONSE: Objection. This request seeks informdtiat is irrelevant and not
reasonably calculated to lead to the discoverydafiasible evidence, and
is overly broad to the extent it seeks informafionstates other than
Kentucky. Without waiving these objections, AT&fates it is not rate-
or-return regulated and does not have these vadaelly available.
AT&T's Annual Reports for the past five years aublicly available at
AT&T’s Investor Relations website:

http://www.att.com/gen/investor-relations?pid=9186
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Explain in detail why AT&T’s plan €® not propose that cost
studies or earnings tests be required in ordeiLtéCs to prove their costs
of providing service in their respective serviceiteries.

AT&T’s plan has only proposed that ILB@dstate rates be reduced to
mirror their interstate levels, not to cost, andh® extent necessary that a
revenue neutral rebalancing be permitted to rectineeshift in revenue.
Therefore, no cost study review or earnings testldvbe necessary to
implement AT&T’s proposal because the revenue aéptovisions of the
plan will provide the ILECs the opportunity to mem their earnings
positions.

If there are any issues regarding any RLECs’ egsithat seriously
require the Commission’s attention, it would nasafrom AT&T'’s plan
and is not ripe for discussion in this docket.
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Explain in detail how AT&T proposes thiat Commission make a factual
determination that current intrastate accedssrare unjust or
unreasonable when compared to an ILEC’s actualofgeoviding
service if the Commission does not have resorbs studies or earnings
tests.

RESPONSE: The Commission can make such factuaindiet@tion easily without

engaging in any review of any ILEC’s cost studi€sr starters, the
Commission can recognize tfeet that certain Kentucky ILECs currently
charge intrastate switched access rates that aeeasenultiples of their
corresponding interstate switched access rateasi@aring that interstate
and intrastate functions are materially the sameh & rate difference is
unjust and unreasonable. Regardless of what #se tlh.ECs assert their
costs to be, these ILECs cannot claim those costsa materially the
same for interstate and intrastate switched acms&ces, and therefore
charging intrastate rates that are higher thamstate rates is unjust and
unreasonable.



REQUEST:

RESPONSE:

AT&T Kentucky
KY PSC Docket No. 2010-00398
RLECs First Data Requests
May 2, 2011
Item No. 26
Page 1 of 1

Has AT&T produced, assessed, reviewethalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
that would support the assumption in Section 2oplan that the KUSF
will be fully funded within 180 days after final @onission order? If so,
please provide the results of such review/analststhe documents
reviewed.

There are no documents responsive teetiuest. AT&T's plan did not
indicate that the KUSF would be fully funded witliB0 days. For sake
of clarity, Section 2 of the AT&T plan states:

“One-hundred eighty (188)ays following the Commission Order, each
ILEC shall implement intrastate switched accesssr#itat are identical, in
the rate level and rate structure, to the ILECtsristate switched access
rates. Whenever changes occur to an ILEC’s itarswitched access
rates and/or structure, the ILEC shall implemeantecal changes to its
provision of intrastate switched access services.”

1 The additional 150 days (five months) providedltBCs would be
used to implement a Kentucky Universal Service FUK&ISF”).

As proposed, AT&T’s plan anticipates that a dethtiene line on the
establishment and funding of a KUSF will be deterai during the
proposed 180 days, at which time the Commissiohongate the fund and
establish some level of funding sufficient to mieéial needs of fund
recipients. The administrative parameters of thiSK would include the
payout intervals and timing, and the schedule diture contributions
beyond the initial fund support money. AT&T beksvit is a realistic
possibility for these parameters to be establish&d days so that at least
90 days of contributions would have been accumdlbaiethe 180-day
mark. Depending upon the payout parameterspibssible that
additional funding months may be available.
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Explain in detail how AT&T proposésat the KUSF will be
applied or funded after AT&T’s proposed fiyear glide path is
complete. Include in this explanation a pariculiscussion as to how
the KUSF will continue to support the high cospobviding service
experienced by the RLECs and assist them in maintatheir carrier of
last resort obligations on a continuing basis.

As provided for in paragraph 7 of AT&preposal, future RLEC funding
needs and the process for applying for any funditey the five-year glide
path is complete should be determined by the Kéyt@ommission no
later than December 1 of year five of the plan.ribgreview and
reevaluation of the KUSF by the Kentucky Commissibe RLECs, as
well as other interested parties, should have fip@aunity to comment
on the need for and structure of future KUSF sup@md to provide the
Commission with information to support their regpex positions.
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Has AT&T produced, assessed, reviewethalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
that would identify all states that have impémted intrastate access
rate reform specifically by requiring that irdtate access rates mirror
interstate access rates? If so, please providesthts of such
review/analysis and the documents reviewed.

Objection. The information requestexsisasily obtainable by the
RLECs as by AT&T. Without waiving this objectiosee AT&T'’S
Response to RLECs First Data Requests Item NoAtdchment 1, for a
summary of states that have required some levehidthed access
reform.
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REQUEST: Has AT&T produced, assessed, revieweaalyaed any information
(whether produced by AT&T or obtained from otheurses by AT&T)
that would identify all states that have regdirintrastate access rates
mirror interstate access rates where AT&T or afihe entities
identified in response to Request No. 1 above dp@rdf so, please
provide the results of such review/analysis anddh@iments reviewed.

RESPONSE: Objection. The information requestesisasily obtainable by the
RLECs as by AT&T. Without waiving this objecticsee AT&T’s
Response to RLECs First Data Request Item No. 28.
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REQUEST: Explain in detail what the resultswimr AT&T or any of the
entities identified in response to RequestNabove as it relates to
basic local, broadband, intrastate long distaand,interstate long
distance rates in those states identified in respém Request No. 28
above, including specifically whether rates wentdgwvn or remained the
same and, if they went up or down, by how much,@ret what time
period.

RESPONSE: Objection. This request is overly braxadl unduly burdensome. The
information requested can be researched by the RLEthout waiving
this objectionsee AT&T’s Responses to RLECs First Data Requests Item
Nos. 12 and 21.
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REQUEST: Identify the glide path followed and bemetnk used (exclusive of line
charges and USF or USF-related charges) in thesstiaat AT&T
identified in response to Request No. 28 above.

RESPONSE: Objection. This request is overly braxadl unduly burdensome. Whether
a state has chosen to use a benchmark or a toanitie period may be
researched utilizing the information provided in&IT's Response to
RLECs First Data Request Item No. 8b. Without waguthis objection,
AT&T states that it does not readily have availabBomprehensive
summary that is responsive to this request. [Etatle adopting access
reform has made its own decision on whether thdidwa benchmark
and/or a transition to access reform. There cbaldther types of access
reform that are not readily known to AT&T.



REQUEST:

RESPONSE:

AT&T Kentucky
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How, specifically, does AT&T plan to invéise access savings it
anticipates through intrastate access refamnorder to improve
broadband infrastructure or advanced netwodhrelogies? Include
specifically the economic model that AT&T reliesomgto support its
proposal.

AT&T has not prepared a study, nor cigoven that there is no way to
anticipate all of the things that will happen in@npetitive market. As
explained in AT&T's Response to RLECs First Datayiests Item No.

12, however, switched access is the largest singtemental cost of long
distance so reduction in billings from RLECs fotrastate access charges
would mean a decline in toll cost, and since coitipatfor long distance
service is even more robust now than in the pastclear that decreases
in intrastate access charges will lead to lowegidistance prices for
Kentucky consumers.

From an economic perspective, the proposed reforgemneral should
have a significant positive effect on broadbandptido as providers
(including AT&T) compete on a level playing fielddreact to the pro-
market incentives that are generated by eliminatmglicit subsidies from
the RLECSs’ rates and simultaneously encouragirgjlnettes to
restructure according to consumer preferencescifggadly, the bestice.,
most valued) use of a society’s scarce resourogbes they are
committed to uses that respond to consumer prefesenToday,
Kentucky consumers have begun to change theirnergfes in favor of
broadband and other technologies, and are movimay &om the
traditional Public Switched Telephone Network (“P8Y, therefore the
current system that appears to be perpetuatingdimglibsidies is
obsolete. Eliminating implicit subsidies and actdlly low prices for
wireline local service will provide the proper isignals for consumers
to transition to broadband and other advanced tdobies. In turn,
providers will have increased incentives to invesind encourage
broadband adoption as competition intensifies, grosiding additional
benefits for Kentucky consumers.
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REQUEST: Has AT&T produced, assessed, revieweaalyaed any information or
evidence (whether produced by AT&T or obtained fratfmer sources by
AT&T) that would support its position that the RLEGntrastate access
rates are unjust, unreasonable or otherwise dinefvith their costs? If
so, please provide the results of such review/amabnd the documents
reviewed.

RESPONSE: See AT&T’s Response to RLECs First Data Requests éon25.
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REQUEST: With respect to AT&T’'s proposed asifion of T-Mobile, identify
all of the conditions relating to or invahg backhaul, special access,
and facility deployment that AT&T has proposex the Department
of Justice and / or the Federal Trade Comuomissi order to obtain
approval of the proposed acquisition.

RESPONSE: Objection. AT&T Mobility’s proposed acgjtion of T-Mobile is
irrelevant to the issues that are the subjectisfdbcket and the
information requested is not reasonably calcultdddad to the discovery
of admissible evidence.
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REQUEST: Explain in detail how AT&T’s acquisih of T-Mobile, if approved,
will affect broadband deployment, developmemmgd availability in
rural areas of Kentucky?

RESPONSE: Objection. AT&T Mobility’s proposed aggjtion of T-Mobile is
irrelevant to the issues that are the subjectisfdbcket and the requested
information is not reasonably calculated to leathwdiscovery of
admissible evidence. Without waiving this objegtimformation about
4G LTE deployment can be foundvatvw.mobilizeeverything.com.
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Identify the areas in Kentucky, by couartgl/or exchange, where there is
more than one provider delivering broadband aHBE’s proposed target
of 4 Mbps or above.

Objection. The information requestetkither relevant nor reasonably
calculated to lead to the discovery of admissibidence in this docket
that is addressing intrastate switched access latéss as easily
obtainable by the RLECs as by AT&T. Without waiyithis objection,
AT&T states that the Commonwealth of Kentucky, tigb its Office of
Technology, maintains a state broadband map acuptdithe terms of
the Broadband Data Improvement Act and the Stadadyand Data and
Development Grant Program which can be found atat@wing link:

http://www.bakerbb.com/kybroadbandmapping/

AT&T cannot confirm that the map includes all kitband providers or
accurately displays all broadband information.
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REQUEST: Identify the areas in Kentucky, by cousutyg/or exchange, where AT&T
provides broadband at an average level of 4 Mbpdove.

RESPONSE: Objection. The information requestddghkly competitive information
that is neither relevant nor reasonably calcul&dddad to the discovery
of admissible evidence in this case addressingstdte switched access
rates. Without waiving these objections, see AT&Response to RLECs
First Data Requests Item No. 36 for a link to déestéde map maintained
by the Commonwealth of Kentucky through its OffafeTechnology
according to the terms of the Broadband Data Imgmmant Act and the
State Broadband Data and Development Grant Program.
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REQUEST: Provide the annual amount, in dollarst, 81&&T has invested in its
broadband infrastructure in Kentucky, broken dowrcdunty and/or
exchange, since 2005. Explain in detail how tlvestment identified in

each year was spent.

RESPONSE: Objection. The information requestddghly confidential information
that is neither relevant nor reasonably calcul&dddad to the discovery
of admissible evidence. Without waiving this obijee, AT&T states that
from 2008 through 2010, AT&T invested over $525Mtswireless and
wireline networks across the Commonwealth of Kekyuc
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REQUEST: Identify the percentage of AT&T’s subser#in Kentucky, by county
and/or exchange that had access to broadbandt@2005.

RESPONSE: Objection. The information requestddghly confidential information
that is neither relevant nor reasonably calculédddad to the discovery
of admissible evidence.
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REQUEST: Identify the percentage of AT&T’s subseribin Kentucky, by
county and/or exchange, that as of JanuargOll had access to
broadband. (If data is not available for tlugte, then specify the
closest contemporaneous date and provided#ta requested for that
date.)

RESPONSE: Objection. The information requestddgkly confidential information
that is neither relevant nor reasonably calcul&dddad to the discovery
of admissible evidence.
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REQUEST: Please provide updates to any responsesipd herein that would
materially change due to AT&T’s receipt of new infation, analysis, or
any other act or action realized by AT&T during timairse of these
proceedings.

RESPONSE: Updates will be provided to any respotisganaterially change as a
result of AT&T’s receipt of new information, analgsor any other act or
action during the course of these proceedings.
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