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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Emmanuel Staurulakis. My business address is 783ReWarive, Suite
200, Greenbelt, Maryland 20770.

BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

| am President of John Staurulakis, Inc. (JSI) a telecommuargatconsulting firm
providing a full range of financial, regulatory and management comgubliervices to
independent telecommunications providers throughout the nation.

PLEASE BRIEFLY OUTLINE YOUR EDUCATION, TRAINING A ND
EXPERIENCE IN THE TELEPHONE INDUSTRY.

In 1980, | received a Bachelor of Arts degree in Business Adinatien from the
American University, Washington, D.C. Since beginning my care¢h WSI in May
1980, | have completed numerous jurisdictional cost separations studies dinobehtz-

of-return ILECs, developed and filed state and interstate acagffs,tparticipated in the
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preparation of local rate cases, and have testified before a nuohlstate regulatory
authorities on numerous topics including access reform and universal service reform.
ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

| have been requested to testify on behalf of the Kentucky Incumbent Rural Local
Exchange Carriers (collectively referred to as the RLECS).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to address various shortcomings dictedeies | have
observed in the plan filed by AT&T (AT&T Plan) regarding reforminfrastate switched
access rates of the RLECs and the creation of a Kentucky univeesaice fund
(KYUSF) in this proceeding. My testimony will also address ursatrservice and
intercarrier compensation (ICC) reform efforts underway at fdderal level and how
such reforms, if implemented, will impact the RLECs and any rafefforts undertaken
by the Public Service Commission of the Commonwealth of Kentucky (Cissiaom). In
addition, my testimony addresses reasons for the differences RUEBEE’s intrastate and
interstate tariff switched access rates and how such rates aignificant part of the

RLECSs’ regulated network cost structure.

! Ballard Rural Telephone Cooperative Corporatidmc.; Brandenburg Telephone Company; Duoufty
Telephone Cooperative Corporation, Inc., Foottilgal Telephone Cooperative, Inc.; Gearhart Comications
Co., Inc.; Highland Telephone Cooperative, Inmgan Telephone Cooperative, Inc.; Mountain Rdrelephone
Cooperative, Inc.; North Central Telephone CoofieeaCorporation; Peoples Rural Telephone Coopeeatinc.;
South Central Rural Telephone Cooperative ©@oation, Inc.; Thacker-Grigsby Telephone Compainc.;

and

West Kentucky Rural Telephone Cooperative Corporatinc.

-2-



10

11

12

13

14

15

16

17

18

19

20

21

Q6.

AG.

Q7.

AT.

ARE THE RLECS OPPOSED TO INTRASTATE ACCESS REFORM
INCLUDING CREATION OF A KENTUCKY UNIVERSAL SERVICE FUND
(KYUSF)?

No. | understand that the RLECs are not opposed to a plan to reforastate switched
access rates in a manner that continues to allow for continued geéiwe maintenance
of affordable basic and advanced telecommunications services to endussemers in
rural Kentucky. The RLECs believe that the creation of a staigersal service fund is
essential to any intrastate switched access reform measundsrtaken by the
Commission. The creation of a properly sized and sustainable KY&#teibest way to
ensure continued availability of quality broadband and basic local exclsangee to all
rural Kentucky end users at affordable rates. In addition, | beleaweswitched access
reform measures undertaken in Kentucky must take into consideration pesvdiched
access reform measures currently under consideration by the fF&€ordance with its
recent Notice of Proposed Rulemaking (NPRM).

DO THE RLECS SUPPORT THE ACCESS REFORM PLAN SUBMITTED BY
AT&T (AT&T PLAN)?

No. The RLECs do not believe that the AT&T Plan for the reform rdfastate access
rates is in the best interests of the RLECs and their ruslissribers. Moreover,
implementation of the AT&T Plan could have adverse impacts on thétyaloil the
RLECs to continue providing basic and advanced telecommunications setwitiesir

rural subscribers at affordable rates.

2 SeeFederal Communications Commission Notice of PrepbRulemaking and Further Notice of Proposed
Rulemaking, FCC 11-1Released February 9, 2011 (FCC NPRM).
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WHAT ASPECTS OF THE AT&T PLAN DO THE RLECS OPPOSE?

The RLECs oppose a number of the mechanisms included in the AT&T HHast, the
RLECs oppose the mirroring of state switched access ratds eutrent interstate
switched access rates at the outset of the AT&T Plan. SecbrdRLECs oppose the
five-year transition period contained in the Plan. Third, the RLECs appse of an
access line based revenue shift for determining the level of support to be recavencal f
properly sized KYUSF on an annual basis. Fourth, the RLECs oppose thasanebly
high annual increase in basic local rates proposed in the AT&T PRinally, the AT&T
Plan is not consistent with access reform measures advocated &Y At the federal
level.

DOES AT&T OFFER ANY PROOF THAT THE INTRASTATE SWI TCHED
ACCESS RATES OF THE RLECS CREATE THE HARMS DESCRIBE D ON
PAGE 2 OF ITS COMMENTS TO THE COMMISSION IN THIS PROCEEDING?

No. The comments filed by AT&T in this proceeding offer no support agprof the
three primary assertions raised on page 2 regarding the RLECAstate switched access
rates’ Specifically, AT&T offers no proof that the RLEC'’s intrastaswitched access
rates are responsible for keeping long-distance rates in Kentukyhigh, or that
competition in the state is being impeded or that the majority efitkicky ratepayers are
subsidizing ratepayers of the RLECs. Instead, the assertionsriof taased by AT&T
appear to be nothing more than a smokescreen to cover AT&T’s appatent+which

is to abolish all state and federal rules and obligations surrountimgtigination and
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termination of traffic over the public switched telephone network (RB530 that AT&T
can save money and thereby improve its own competitive and finanaialisg® While
the RLECs believe that reform of the existing intercarriempensation regime and
federal high-cost support mechanisms is necessary, the RLECs do rotatr&T&T's
ill-advised proposals as described both in its comments to the Commiaad in its
comments in response to the FCC’s NPRM.

WHY DO THE RLECS OPPOSE THE MIRRORING OF STATE SWI TCHED
ACCESS RATES WITH INTERSTATE SWITCHED ACCESS RATES A S
PROPOSED IN THE AT&T PLAN?

The RLECs oppose any mirroring of state and interstate Badt@ccess rates because of
the uncertainty and pace of interstate access reform at tleedielevel and the potential
impact that mirroring will have on the size of a KYUSF. The @€ NPRM, while
addressing reform of state and interstate switched access, ratakes no specific
proposals for how such reform will unfold. Nowhere in the NRPM does the FCC endorse
a mirroring mechanism for the reform of state and interstatidched access charges.
Given the FCC’s goals for a gradual transition in the reductiorcoéss charges in order
to minimize market disruptions, it would appear that the mirroringma@ism stated in
the AT&T Plan would not meet the FCC’s goals. Should the FCC moverdrd and

begin reducing interstate switched access rates ahead of aiopsacindertaken in

3 See responses by AT&T Kentucky to RLECs First®Requests, May 2, 2011: The RLECs sought inforamati
from AT&T of its plan, but AT&T’s responses weregs than forthcoming.

* See AT&T Inc. 10-K Report Filed Period 2010, fileth 3/1/2011, page 14 (AT&T 10-K Report): “Howevaince
the Telecom Act was passed, the Federal CommupitsiCommission (FCC) and some state regulatory
commissions have maintained certain regulatory iregquents that were imposed decades ago on outtiadi
wireline subsidiaries when they operated as legahopolies. Where appropriate, we are pursuing aufcht
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Kentucky, then the financial impact associated with the mirroringatés could be even
more severe than the numbers submitted by the RLECs in responseQortimaission’s
data request. For these reasons, the Commission should reject any reforrhamisen
that includes the ongoing mirroring of intrastate access rateldewith corresponding
interstate access rate levels.

WHAT IS AN APPROPRIATE AND REASONABLE TRANSITION PERIOD
OVER WHICH INTRASTATE SWITCHED ACCESS RATES SHOULD BE
BROUGHT INTO PARITY WITH CORRESPONDING INTERSTATE
SWITCHED ACCESS RATES?

| believe an appropriate transition period for any reduction incheil access rates and
recovery of associated lost access revenue from a KYUSF shoudshger than the five-
year period stated in the AT&T Plan. At a minimum, the RLBG@sdieve a transition
period of at least ten years is appropriate. While the FCC makference to a longer
“glide path” for rate of return carriers in its NPRM, it do@®t mention any specific
period of time, in terms of years, over which switched accessrate to be reducéd.
With regard to the voluntary reform of state access ratesF@@ proposes a four-year

period for states to voluntarily begin reform of state accesssrbefore the FCC would

legislative and regulatory measures to reduce aguy burdens that inhibit our ability to competera effectively
and offer services wanted and needed by our custafhe

® See response of RLECs to Kentucky PSC data requéEhe collective reduction in intrastate switchadcess
revenues for the RLECs associated with the mirgoihstate access rates and interstate rates ioajppatel

® See FCC NPRM at paragraphs. 533 and 542: “We hk@ve it is important for any transition to beaglual

enough to enable the private sector to react amah plccordingly.” and “Rate-of-return carriers’ irdeate access
rates are higher than price cap carriers’ inteesatcess rates, and continue to increase every ySaould the
Commission consider giving rate-of-return carriadslitional time?”

-6-
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take actiorf. It would appear that if states are to be given up to four yeatsndertake
access reform efforts, then the FCC is contemplating a trangeriod well in excess of
four years to bring state rates into parity with interstaties. Even if the Commission
orders a shorter transition period for any reduction in switched aaed¢ss, recovery of
the associated lost access revenue from a KYUSF should contin@enfamimum of at
least ten years. In its NPRM, the FCC states that anyitranglan to reform interstate
access charges must be done so in a manner that will mininszketndisruption§. At
the federal level, precedent exists for transition periods inexoéfive years for matters
involving access charges and universal service reform. In thehNdtBroadband Plan,
the FCC discusses a ten-year transition period for the elimmatf per-minute of use
switched access rates and legacy high-cost support mechahisnits. order establishing
the twenty-five percent (25%) Gross Allocator, the FCC estaldishe eight-year
transition period for carriers to phase-up or phase-down their subsgiaet factor
(SPF) to the 25% levéef

One state that recently undertook access reform and creatioratef wiversal
service fund instituted a transition period in excess of five yéarshe recovery of lost
access revenue. The state of Georgia completed an access @idr state Universal

Access Fund proceeding in 2010 that resulted in the five-year tramsifistate switched

" See FCC NPRM at para. 534: “We also propose a Stagkmechanism through which, after a specifiedqueof
time such as four years, the Commission would @&kon if states have not done so”.

8 See FCC NPRM at para. 521: “As the D.C. Circuishacognized, avoiding market disruption pendingaater
reforms is, of course, a standard and acceptedigagton for a temporary rule.”

° See Federal Communications Commission Connectimgrica: The National Broadband PJarleased March 16,

2010, page 148 (NBP).
10 The subscriber Plant Factor is defined in sectiénl34(e) of the Commission's rules. 47 C.F.R. 8138(e). It

was frozen in 1981 and then transitioned to 25%weetn 1985 and 1993, subject to the limitations @tt®n
36.154(f) of the Commission's rules. 47 C.F.R. §138(f).

-7-
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access rates to targeted interstate switched acceskevate (rates in effect on July 1,
2010) in equal annual increments. For Georgia ILECs, recovery ofdbalting state
switched access revenue shortfall comes from a state uniaasads fund for a period of
ten years:

Given the level of displaced access revenue that will result faognmeaningful
access reform efforts undertaken in Kentucky and the potential ingpactral end users,
the importance of a significant transition period, longer than theyfeaa's in the opinion
of the RLECs, cannot be understated. | submit that a significansition period is in
the public interest and will provide needed stability for the RLE&€plan for and deploy
the infrastructure necessary to provide critical services to customersirkemtucky.
WOULD THE PER LINE ACCESS SHIFT MECHANISM DESCRIB ED IN
SECTION 4 OF THE AT&T PLAN PROVIDE FOR ADEQUATE RECO VERY
OF LOST INTRASTATE ACCESS REVENUE RESULTING FROM
MIRRORING OF INTRASTATE AND INTERSTATE SWITCHED ACCE SS
RATES?

No. The per-line access shift mechanism described in theTAP&nN will result in the
inability of the RLECs to fully recover their underlying intrattaaccess costs due to the
RLECs’ year-over-year decreases in access lines sirtalavhat the entire rural ILEC
industry is experiencing. Given the potential shift in cost recot@mnd user customers
being considered by the FCC, the RLECs believe that the pace af lmasil service

disconnection will accelerate. Assuming a KYUSF of approxinyd i based

YSee Georgia Public Service Commission Order Impleing House Bill 168 Docket No. 32235, November 23,

2010.

-8-
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on responses to the Commission data requests and an average decieleeale retail
local exchange lines i I -\y. the RLECs would #acellective annual
decrease in KYUSF support of ovjjjilfion. Since the RLECS$ euintinue to have
carrier of last resort (COLR) obligations that call for theysion of service to customers
residing throughout their service territories, there is no basiplaming KYUSF support
on a per-line basis as called for in the AT&T Plan. Even atfdderal level, high-cost
support payments are based on the overall cost of the RLECSs’ netwark @authorized
rate-of-return, not on a per-line basis. Similarly, a KYUSF shdadchdequately sized in
order to recognize the costs associated with maintaining driRt&C networks rather
than the number of lines served.

SHOULD THE COMMISSION CONSIDER ESTABLISHING A RE ASONABLE
BENCHMARK FOR BASIC LOCAL EXCHANGE RATES IN CONJUNCT ION
WITH THE ESTABLISHMENT OF A KYUSF?

Yes. While the RLECs support establishment of a reasonableftordable basic local
service benchmark in conjunction with the creation of a KYUSF, lomnemend the
Commission strike a balance between the benchmark level estabéskeithe potential
for harm to rural end users and the RLECs that serve them. Eventtltbedd\T&T Plan
is silent with respect to an actual monthly basic local senbeachmark, AT&T’s
comments in the FCC’'s NPRM support a monthly benchmark of between $2$3thd

per line!* According to AT&T, even if a carrier chooses not to increaseidial

12 See_Comments of AT&T Inc. in FCC NPRMApril 18, 2011, page 33 (AT&T Comments): “Speciily, the
Commission could set a benchmark rate that it lveléeis reasonable for intrastate end-user ratdss Benchmark
could initially be set at a low level, such as $2ind rise gradually to a higher level, such as $éfore turning to

-9-



10

11

12

13

14

15

16

17

18

19

20

service rates to the benchmark established, it would be requiredpaténor deduct the
amount not charged to the end user from any interstate cost recovamiganism. A
review of the monthly residential basic local service rategshaf RLECs indicates an
average rate that appears to be well below the $27 to $30 benchmark sappgrt
AT&T. Using a five-year transition period as called for in tAG&T Plan, a yearly
increase of $3 or more may very well be required to get taaffidential basic local
service rates of the RLECs up to the benchmark level prescribedT&T in its
comments to the FCC. The RLECs believe that a yearly inereds$3 in residential
basic local service rates is excessive and could resulténstaick to the rural subscribers
of the RLECs. The RLECs believe that any yearly increaseesidential basic local
service rates prescribed by the Commission should not be at thes |pxedcribed by
AT&T. The RLECs recognize that a suitable Kentucky benchmark beag reasonable
policy adopted by the Commission. In making this determination, the RL&€ hopeful
the Commission will undertake a fact-based investigation into whaicheark is

appropriate for Kentucky.

federal sources of revenue recovery, a providerldibe expected to exercise whatever regulatoryilfiidigy it has at
the state level to raise its intrastate end-usargés to the benchmark level.”

-10-
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Al4.

REGARDING REFORM OF THE LEGACY HIGH-COST FEDERAL US F
MECHANISMS AND HOW SUCH REFORM MEASURES, IF ULTIMATE LY
APPROVED, WILL IMPACT FUTURE FEDERAL HIGH-COST SUPPOR T TO
THE RLECS?

On February 9, 2011, the FCC released a Notice of Proposed Rulen(édirgM”)
seeking comment on numerous issues including reform of the federatbgihuniversal
service funding mechanism®. The legacy high-cost funding mechanisms cited for
reform in the NPRM include High-Cost Loop Support (“HCLS”), LocaWwig&hing
Support (“LSS”), Interstate Common Line Support (“ICLS”) and Safdgt Additive
Support (“SNA”). All of the RLECs are recipients of most ot af the legacy support
mechanisms listed above. As a result, any actions undertaken byCilietd-decrease
HCLS and SNA payments will place upward financial pressure omastdate earnings of
the RLECs and increase the amount of support needed from a KYU&Rhe INPRM,
the FCC recommends changes to the algorithm utilized to calcHIGteS including the
elimination of corporate operations expense. In addition, the NPRM neenus
complete elimination of SNA over a three-year period. The chatmekCLS and phase-
out of SNA would begin in January, 2012 according to the NPRM. UtiliZ0699 data,
JSI has calculated a collective decrease of approxim i~ HcLs and
SNA payments to several of the RLECs equating I.i 4.5 percdoctien in legacy

HCLS and SNA payment$. Extrapolating thef§5 percent reduction to {jjjjij1.57

¥ See FCC NPRM.
4 The five JSI cost companies include: Duo Countyofhills, Peoples Rural, South Central and Westtieky.
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- in 2010 federal high-cost support payments paid to the RLEEsIItS in a
collective decrease of approximatcijjjlililion in HCLS and SNoap-based
support that is used to offset intrastate costs and would need tocbeered from a
KYUSF.

WHAT OTHER LEGACY HIGH-COST SUPPORT PROGRAM IN TH E FCC’S
NPRM THAT, IF ENACTED, WOULD IMPACT THE RLECS?

In addition to the HCLS and SNA near-term reform measures beingidered by the
FCC, the NPRM also discusses the elimination of LSS over aygaeperiod. In 2010,
the RLECs received approximatdjjj | ll}ion in LSS. While liSSonsidered to be
an explicit interstate high-cost funding mechanism, eliminationL8fS will place
additional burden on the financial viability of the RLECs if the F@Ges not allow
carriers to recover the revenue shortfall from other federal mastvery mechanisms
including the interstate local switching rate, federal subscrimer charges and or the
proposed Connect America Fund (CAF). If the FCC were to allowvery of lost LSS
support via increases in the tariff interstate local switchiag, the collective interstate

local switching rate of the RLECs would increase by approxiry 4 GGG

IB). Given that the composite per-minute interstate switchedssagege of the
RLECs is approximate Jjilfhts. elimination of LSS would result ||t
increase in the RLEC’s composite interstate switched age¢ss Such uncertainty with
respect to what the FCC may do to the LSS mechanism further omatgs any state
access and USF reform that the Commission must consider anth¢ha@T&T Plan fails

to address.

-12-
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Q16. IS THE AT&T PLAN CONSISTENT WITH AT&T'S COMMENTS IN THE
FCC'S PROCEEDING TO REFORM THE LEGACY HIGH-COST FED ERAL
UNIVERSAL SERVICE AND INTERCARRIER COMPENSATION (IC C)
MECHANISMS?

Al16. No. | have examined AT&T's filed comments in response to the FOPRM. AT&T
proposes an aggressive phase-down in the intrastate and inteveitateed access rates
of all carriers. Specifically, AT&T proposes a reduction in akr-minute rates to
$0.0007 beginning in 2012 and concluding in 2016. Beginning in 2017, AT&T proposes
a bill-and-keep regime for the exchange of all time division ipléking (TDM) traffic.*
AT&T also proposes elimination of all COLR, interconnection and fiaugf obligations
for TDM traffic. | believe the comments filed by AT&T in resnse to the FCC’'s NPRM
demonstrate AT&T's true position and intent with respect to exgsswitched access
rates. Inits plan for Kentucky, AT&T makes no mention of totah@hation of intrastate
switched access rates. The AT&T plan makes no mention of aureshphase-down in
intrastate switched access rates in equal incrementspaspbses in its comments to the

FCC. The AT&T Plan also makes no mention of eliminating COLReiabnnection and

1> SeeateT Comments, pages 31-32'Specifically:

« On January 1, 2012, intrastate access chargedwiteduced to the level of interstate access clraifia carrier's

reciprocal compensation charges exceed its interstecess charges, the former will be reduced ¢ol¢lrel of the

latter at this step, and both will be phased dowmécordance with the access-charge schedule edtimmediately
below.55

« On January 1 of the succeeding four years (tha2@4,3, 2014, 2015, and 2016), access charges witelduced in
equal steps until, in 2016, they are harmonizedait other intercarrier compensation charges atlced to a rate
of $0.0007. During this transition, when a cariseaccess charges reach the level of its reciprcompensation
charges, the two charges will be unified and reduimgether in accordance with the schedule outlialedve.

* On January 1, 2017, access rates will be fully défead, and all government mandated intercarriempensation
obligations will be eliminatedif., the default rule for intercarrier compensation thhe PSTN will be bill and

keep).56 Providers will, however, remain free togogate interprovider payments as they do on thterimet

today.57
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tariffing requirements that are currently the domain of this Cassiman. In fact, AT&T's
comments in the FCC proceeding underscore AT&T’s true position \egpect to what
regulatory body has ultimate authority over all switched accedirafate and interstate.
It is AT&T’s position that the FCC has the authority to preentp Commission with
respect to jurisdiction over intrastate switched access chafiges RLECs do not believe
that the FCC has the statutory authority to preempt the Comonissith regard to
intrastate access reform but even if it did, the RLECs beltaaethe Commission better
understands what is in the best interests of all Kentucky ratepay€&inally, in its
comments to the FCC, AT&T states that the size of any inereéagates to end-users
could be as much as $3.00 per y&arln its plan filed with the Commission, AT&T
proposes a maximum rate increase of $2.00 per year. | believarthatl increases of
$2.00 or more to residential basic local service rates is excessive and unreasonable
WHAT IS THE TOTAL AMOUNT OF ANNUAL INTRASTATE AND
INTERSTATE SWITCHED ACCESS REVENUE THAT THE RLECS WOU LD
NEED TO RECOVER IF THE FCC WERE TO ADOPT A BILL-AND- KEEP
INTERCARRIER COMPENSATION MECHANISM AS SUPPORTED BY
AT&T'S COMMENTS?

Based on calendar year 2010 originating and terminating switatebss minutes of use
for the RLECs, adoption of a bill & keep mechanism would create an dmeuanue
shortfall of approximate | - in the intrastate jurisitiotand a shortfall of

approximately| > in the interstate jurisdiction. In AT&Tsomments in the

« On January 1, 2017, the regulatory superstructymgied to legacyTDM based telecommunications services—
including interconnection obligations, service glaliions, tariffing, and unbundling—will also be minated.

-14-
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FCC’s NPRM, the access revenue shortfall would be recoveredfjirsicreases in basic
local service rates and federal subscriber line charges biefosald be recovered from a
federal funding mechanism. Such a scenario assumes that a fezteratry mechanism
would support lost intrastate access revenue not recoverable throughy USK
mechanism. At this time, it is far from certain if the CAlechanism envisioned by the
FCC will be large enough to accommodate lost access revenueaesgowith reductions
in intrastate switched access rates.

WHO WOULD BENEFIT MOST IF SWITCHED ACCESS RATES WERE
REDUCED TO $0.0007 PER MINUTE OR TO ZERO IN ACCORDANCE WITH

A BILL-AND-KEEP MECHANISM AS PROPOSED IN AT&T'S COM MENTS
TO THE FCC?

The interexchange carriers (IXCs), wireless caryiared AT&T, would be the primary
beneficiaries of any reduction in switched access rates tieatvall below the RLECS’
costs of providing end-office access services. Given the fattat@ess charges are a
significant expense for AT&T, any decrease in access changkslow directly to
AT&T’s bottom line. In 2010, AT&T’s wireline segment had net incommie$7.8 billion
on revenue of $61.2 billioh” Any decrease in switched access charge expense would

increase AT&T'’s robust wireline net income even more.

16 See AT&T Comments, page 34.
"See AT&T 10-K Report, page 9.
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ARE THE TARIFFED INTRASTATE SWITCHED ACCESS RATES ASSESSED
BY THE RLECS AN IMPORTANT SOURCE OF NETW ORK COST
RECOVERY AND PART OF THE RLECS’ INTRASTATE REGULATE D RATE
DESIGN?

Yes, the intrastate switched and special access rates rdfiectection 17 of the PSC KY
No. 2A tariff is intended to generate a level of intrastateeascrevenue that, when
combined with regulated basic local service revenue, the non-tredfisitive revenue
requirement and federal universal service support, generates theitecamount of
regulated intrastate revenue so that each RLEC can meeititsrazed intrastate rate-of-
return and carry out its COLR responsibilities as established by the Commission.
ARE THE NETWORK COSTS UNDERLYING THE RLEC'S TARIF F
INTRASTATE AND INTERSTATE SWITCHED ACCESS RATES
INHERENTLY DIFFERENT?

No. The tariff intrastate and interstate switched accessrat each RLEC are based on
the regulated network costs of the RLEC in accordance with the'$=0fiform System
of Accounts for Telecommunications Companies. As rate of retunmecsay each RLEC
is required to follow the FCC’s Part 32 Accounting rules for the appate classification
of regulated telecommunications investment and expense. The FC&s 38
Jurisdictional Separations rules are utilized to allocate réggilimvestment and expenses
between the intrastate and interstate jurisdictions. The F®@it 69 Access Charges
rules are then utilized to apportion jurisdictionalized interstateestment and expenses

to the appropriate access categories. The interstate switatoess rates of each RLEC
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are then calculated by dividing the appropriate Part 69 accesgocatey the appropriate
demand units, originating and terminating minutes of use. Since edER Rarticipates
in the NECA Common Line Pool and most of the RLECs participate in the AlE@&ffic
Sensitive Pool, interstate switched access rates changeymasrgs NECA is required to
re-file tariff rates annually® In the intrastate jurisdiction, the state switched accessra
of each RLEC are reflected in section 17 of Tariff PSC KY No. 2A effective Noverhpe
1999 and reflect the interstate switched access rates containNgIGA Tariff FCC No. 5
effective on November 1, 1999. The intrastate non-traffic sensivenue requirement
charge reflected in the RLEC’s access tariff is assksgea per access line, per month
basis. Aside from the difference in frequency of the required lmegfiof state and
interstate rates, each RLEC’s switched access ratescteft regulated network costs at
an authorized rate of return prescribed by the Commission and the FCC.

WHAT ACCOUNTS FOR THE SIGNIFICANT DIFFERENCE BETWE EN THE
RLECS TARIFF INTRASTATE AND INTERSTATE SWITCHED ACCE SS
RATES?

The fundamental reason for the difference between the RLEC’sstateaand interstate
switched access rates is due to actions taken some time athe BYCC to remove and
convert cost recovery reflected in the per-minute of use ratesreahke the cost recovery

explicit’® As a result of the FCC's reform efforts, the per-minute iistate carrier

18 Gearheart-Coalfields and South Central Rural aseiing carriers in JSI Tariff F.C.C. No. 1 for tfiafsensitive
rates and are required by the FCC to re-file rdtiemnually.

19 See Multi-Association Group (MAG) Plan for Regutat of Interstate Services of Non-Price Cap Incumibe
Local Exchange Carriers and Interexchange Carrfegdgral-State Joint Board on Universal Service;ess Charge
Reform for Incumbent Local Exchange Carriers SubjecRate-of-Return Regulation, Prescribing the Harized
Rate of Return for Interstate Services of Local Bxoge Carriers, Second Report and Order and FuNbéce of
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common line rate was eliminated and the associated cost recovery was movetioShe
mechanism. At the same time, the FCC reduced the portion of thmipeite interstate
local switching rate associated with the Dial Equipment Werghtactor and moved the
associated cost recovery to the LSS mechanism. The ICLS andmefBanisms are
components of the federal high-cost universal service program.ofAle RLECs are
recipients of ICLS and LSS. So while the FCC'’s previous reforeasures resulted in a
decrease in the per-minute rates of the RLECs, recovery afriderlying network costs
were shifted to the ICLS and LSS mechanisms.

HAVE YOU CALCULATED THE TRUE DIFFERENCE BETWEEN T HE
COMPOSITE STATE AND INTERSTATE SWITCHED ACCESS RATES FOR
THE RLECS?

Yes. | have calculated this for the RLECs. The average congotitastate switched
access rate in 2010 is approximately $0.095 per minute (including the aibic-tr
sensitive revenue requirement element) versus approximately $0.02ipetenn the
interstate jurisdiction per the rates in NECA Tariff F.C.Co.No. In order to truly
compare the difference in intrastate and interstate compositeh&d access rates of the
RLECSs, I divided the amount of annual ICLS and LSS received by the RLECs by #ie tot
amount of billed originating and terminating access minutes and atiéeghtount to the
existing composite interstate rate. Dividing 2010 ICLS and LSS supmad to the
RLECs by 2010 interstate minutes of use yields a composite ratmipeite of $0.0699

that, when added to the existing average composite rate of $0.02sresuét true

Proposed Rulemaking in CC Docket No. 00-256, FiftheReport and Order in CC Docket No. 96-45, angp&¢
and Order in CC Docket Nos. 98-77 and 98-166, 1&H:d 19613 (2001).
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interstate composite switched access rate per minute of $0.0899 axapately nine
cents?® The true composite interstate switched access rate of $0aXuially very close
to the composite intrastate switched access rate of $0.095 per mihée the RLEC
switched access composite rates calculated above are not ateeiall) assessed on IXC
originated and terminated traffic on a per-minute of use basise ttaes nevertheless are
representative of the RLEC’s costs of providing access services.

Q23. DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

A23. Yes.

20 According to the disbursements section of the @nsal Service Administrative Company (USAC) wehsite

RLECs received approximat ion in ICaSd| I in LSS for a total (GG i

calendar year 2010. Calendar year 2010 originagimgj terminating interstate minutes of use repbtteNECA by
the RLECs was approximatcjjj  lllon.
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CERTIFICATE OF SERVICE

In accordance with Ordering Paragraph No. 5 of the Commission’s March 10, 2011
Order, this is to certify that the RLECs’ July 8, 2011 electronic filing is a ané accurate copy
of the documents to be filed in paper medium; that the electronic filing has been tttatstai
the Commission on July 8, 2011; that an original and one copy of the filing will be delivered to
the Commission on July 8, 2011; and that, on July 8, 2011, electronic mail notification of the
electronic filing will be provided through the Commission’s electronic filingisys

Counsel to the RLECs

862851v1
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