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l. INTRODUCTION & SUMMARY

. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A. My name is Lawrence (Larry) J. Bax. My businessrasdsl is 125 Corporate Office

Drive, Room 157-B, Earth City, Missouri, 63045.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A. | am employed by AT&T Services, Inc. in the Accésnagement organization with

responsibility for the review of public policy asthte activity, especially as it relates

to local exchange access, intercarrier compensatidruniversal service.

. ON WHOSE BEHALF ARE YOU PRESENTING THIS TESTIMONY?

A. | am testifying on behalf of lllinois Bell TelephenCompany (“AT&T Illinois”),

which is an incumbent local exchange company (“IE&oviding local exchange
telecommunications services in lllinois. AT&T Hhis is also authorized to provide
interexchange telecommunications services in liiramd, as such, uses the intrastate
switched access services provided by both ILECs cmdpetitive local exchange

carriers (“CLECs") in lllinois.

. PLEASE BRIEFLY DESCRIBE YOUR  EDUCATIONAL AND

PROFFESSIONAL EXPERIENCE.

. | possess a Master of Arts-Telecom Management fvdabster University in St.

Louis, Missouri and a Bachelor of Arts-Governmembnf Southern lllinois

University in Edwardsville, lllinois. | have forrh&raining in telecommunications
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economics, law and regulation from Telcordia Tedbges (i.e., formerly Bell

Communications Research, Inc. or Bellcore) and INBE International, among
others. Since joining the company in 1980, | haeeved in various regulatory
positions, with responsibilities including witnesgj testimony development and
support, policy development and advocacy, cost r@te development, and tariff

management.

. HAVE YOU PREVIOUSLY APPEARED AS A WITNESS IN A

REGULATORY PROCEEDING?

. Yes. | have testified in the following states:indlis, lowa, Kansas, Nebraska,

Washington, and Wyoming. My participation in thge®ceedings included filing

written testimony and/or delivering oral testimony.

. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. This proceeding addresses principal understandamgs agreements between the

lllinois Independent Telephone Association (“lITAGhd AT&T lllinois concerning
proposed modifications to the lllinois Universalr8ee Fund (“IUSF”) and the
methodology to be used by small ILECs serving 35,00 fewer access lines in
setting their intrastate switched access charges.ralThe Stipulation and Agreement
entered into by the IITA and AT&T lllinois (“Stipation”) was attached to the
Petition submitted by the IITA to initiate DockebN11-0211, and amended on May

5, 2011.
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IITA and AT&T lllinois agree in the Stipulation ththe Commission should require

the small ILECs intrastate switched access to Ippexh at rates no higher than their

respective interstate switched access rates. Uheeterms of the Stipulation, the

small ILECs would be eligible to receive an amofnai a new access restructuring

element of the IUSF.

Specifically, my testimony will support those ports of the Stipulation which
establish mirroring requirements with respect to intrastate switcheckss charges

on those ILECs serving 35,000 or fewer access.lines

Q. HOW IS YOUR TESTIMONY ORGANIZED?
A. First, | would note that my testimony will addrete public policy reasons that
support the concept of mirroring. Under the dim statute, ILECs serving fewer
than 35,000 or fewer access lines are not requar@dirror. That is why an important

part of the Stipulation is that these small ILE@s agreeing to mirror. My testimony

which largely addresses the policy reasons foramirg in general is organized as

follows:

Section Il: Basic concepts underlying switched access service,
including the characteristics of switched markéist ppermit LECs
to exercise market power over the rates for thesaces;

Section [ll:  Mirroring discussion, including public policy
considerations;

Section IV: Adverse consequences to the marketplace resulting
from jurisdictionally disparate switched accesgsat

! Mirroring is sometimes referred to as parity anel terms are interchangeable. In other words milis
matter particularly, the mirroring is effected betm the interstate switched access tariff andrttiastate
switched access tariff.
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73

74 Section V: Regulatory activity with respect to LEC switcheztess
75 service rates; and,

76

77 Section VI: Summary and conclusion.

78

79 [I. SWITCHED ACCESS OVERVIEW

80 Q. PLEASE BRIEFLY DESCRIBE SWITCHED ACCESS SERVICES.

81 A. Switched access service is provided by local exgbanarriers (“LECsS”) to

82 interexchange carrigr“IXCs”) for the purpose of originating and terraiing toll
83 calls. Basically, when an end-user picks up theptene to place a typical wireline
84 long-distance call, the call is routed from thdinglend-user’s telephone to a switch
85 in that end-user’'s LEC central office. The switgtagnizes that the call is a long-
86 distance call and routes the call over transpocilifies to switching equipment
87 operated by the IXC the calling party has seletbecharry their long-distance traffic.
88 The IXC carries the call to its switch nearest th#ed end-user, at which point the
89 IXC delivers the call to transport facilities useddeliver the call to the LEC central
90 office serving the called end-user, which in turauges the called end-user’s
91 telephone to ring. Access service offers the temmyouse of LEC facilities to
92 transport and switch the toll call between the ¢alirier and its customer.

93

94 Access charges represent the compensation the &€ f@ the LECs on both the
95 originating and terminating end of the call to sWitthe call onto (or off of) the
96 transport facilities and deliver the call to (oorr) the IXC switch. If the long-

2 When | use the term “LECs” in my testimony, | amt mnly referring to incumbent local exchange
carriers. | am also including CLECs unless othsewndicated since the same policy rationale fop#dg

a mirroring policy applies to both. Interexchargariers are sometimes referred to as toll prosider
long-distance carriers.
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distance call is between different states, integsé@cess charges apply. If the call is

between two points within the same state, intrasiatess charges apply.

. HOW CAN A LEC SUSTAIN EXCESSIVE RATES WHEN IT SELLS

SERVICES TO A LARGE IXC?

. The size of the LEC or the IXC is not the contrailifactor. Rather, it is the

prevailing structure described above which gives tEC power to control access

rates, absent regulatory oversight.

An IXC has no choice but to use the calling andéadled party’s respective LEC for
the completion of the long-distance call the IX@asrying for its own customer. By
definition, there is no other provider that cargorate or terminate a call other than
the LEC which serves the calling/called party. Thihe calling/called party’s LEC
has — regardless of its size — the incentive ared ahility (absent appropriate
regulatory constraints) to set the highest tariff@dtched access service rate it can.
Once the LEC access rate is filed and effectivegaba negotiated agreement, the

IXC is compelled to pay the tariffed rate.

In short, market forces are impeded from disciplinthe LEC access rates. In this
environment, regulatory action is appropriate ttaldssh a cap on LEC tariffed

switched access rates.

% |t is critical to note that the functions a LECopides for intrastate and interstate switched acees
materially identical in that the LEC employs thensafacilities.
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Q. IS THERE ANY JUSTIFICATION FOR INTRASTATE SWITCHED ACCESS
RATES TO BE HIGHER THAN INTERSTATE RATES?

A. No. Intrastate switched access and interstate lsedtcaccess perform the same
functions utilizing the same facilities. As sudhe costs underlying each service

must be same.

The FCC adopted a series of orders affecting accefssm in the interstate
jurisdiction. By way of its CALLS, MAG and CLEC &ess order$,the FCC has
already implemented reforms that have redudeglicit subsidies from interstate
access rates. Presumably, existing interstate l@dt@ccess rates are sufficient to
recover the associated costs. This is illustratethe fact that no LEC has asked the
FCC or the courts to review their interstate ratesargue that those rates do not

recover its cost of interstate switched accessa®erio the best of my knowledge.

As such, the Commission can safely conclude thguineag LECS’ intrastate
switched access rates to be at parity with thestdaee level will also be sufficient to

recover the LECs’ intrastate switched access c@srerally, any intrastate switched

* In the Matter of Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers,
Low-Volume Long Distance Users, Federal-State Joint Board on Universal ServiagthSReport and
Order, etc., FCC 00-193, CC Docket Nos. 96-262,199-249,96-45 (Rel. May 31, 2000) ("CALLS
Order"). In the Matter of Multi-Assoc. Group (MAG) Plan for Regulation of Interstate Services of Non-
Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers Subject to Rate-of-Return
Regulation, Prescribing the Authorized Rate of Return for Interstate Services of Local Exchange Carriers,
Second Report and Order and Further NPRM, FCC @1-GC Docket Nos. 00-256, 96-45, 98-77, 98-166
(Rel. Nov 8, 2001) ("MAG Order").In the Matter of Access Charge Reform; Reform of Access charges
Imposed by Competitive Local Exchange Carriers, Eighth Report and Order and Fifth Order on
Reconsideration, FCC 04-110, CC Docket No. 96-F5d.(May 18, 2004)("2004 CLEC Access Order");
In the Matter of Access Charge Reform; Reform of Access Charges Imposed by Competitive Local
Exchange Carriers, Seventh Report and Order and Further NPRM, FCQ48]1 CC Docket No. 96-262
(Rel. Apr.27, 2001) ("2001 CLEC Access Order").

® Notably, the FCC recognized that the interstatiétchd access rates continued to include some tEvel
implicit support, albeit greatly reduced from praws levels.
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access service rate above the interstate levedases the implicit subsidies, and must

be reduced.

lll. MIRRORING DISCUSSION

. MR. BAX, YOU PREVIOUSLY STATED THAT THE PURPOSE OF YOUR

TESTIMONY IS TO EXPLAIN THE MIRRORING REQUIREMENTS
INCORPORATED IN THE STIPULATION BETWEEN AT&T ILLINO IS
AND THE IITA. CAN YOU BRIEFLY EXPLAIN THE TERM

‘MIRRORING?”

. Mirroring, as referenced in the Stipulation betweka IITA and AT&T lllinois?

refers to the implementation of an intrastate dvatt access service tariff which is
identical (i.e., in the rates, terms and conditjotes the then effective interstate

switched access service tariff.

Q. WHAT ARE THE PUBLIC POLICY IMPLICATIONS OF MIRRORIN  G?

A. As will be discussed in my testimony, excessive.(ithose burdened with implicit

subsidies) or disparate (i.e., those which diffetween jurisdictions, for example
between interstate and intrastate) switched asmsice rates are a detriment to the
marketplace and harm consumers. While | am nahgaiat this has taken place in
lllinois, in a situation where the switched accsssrice rates in one jurisdiction (i.e.,
in this case, the intrastate rates) are higher tten rates in a corresponding
jurisdiction (i.e., in this case, the interstatdesy, market participants have an

incentive to engage in regulatory arbitrage in ortte take advantage of that

® The mirroring requirement is contained in item t@m8 within the Agreement.
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disparity! As such, any disparities in the rates betweenturejurisdictions will
exacerbate the jeopardies associated with excessiitehed access service rates.
Given that no material functional difference exis¢édween intrastate switched access
service and interstate switched access servicse thigfalls can be minimized, if not
avoided all-together, through a mirroring requireme Therefore, the benefit is
compounded: The jeopardies associated with exeessvitched access rates are
eliminated, as well as the jeopardies and gamirgpaated with any disparity

between the corresponding jurisdictions.

IS MIRRORING OF SWITCHED ACCESS RATES (I.E., BETWEE N THE
STATE AND FEDERAL JURISDICTIONS) A NOVEL OR UNTESTE D
CONCEPT?

No. In fact, many states have already implementgcbring requirements whereby
the intrastate switched access rates must be ity path the corresponding interstate

rates. A list of those states is included in BareEt — Schedule LIB-A.

PURSUANT TO THE AGREEMENT, THE IITA MEMBERS WOULD B E
PERMITTED TO RECOUP THE LOSS IN REVENUES FROM THE

REDUCTION OF THEIR INTRASTATE ACCESSS CHARGE RATES TO

" For example, purchasers of the switched accesicser(e.g., toll providers) may seek to charazeeri
traffic toward that jurisdiction which results irdser charges. Similarly, sellers of the switchedess
services may seek to inappropriately stimulatditraiemand toward that jurisdiction with the highates.
And, consumers will likely seek to utilize servicasd/or technology which are burdened with the kwe
switched access costs (i.e., presumably resultingwer rates to the consumer). These jeopardig m
exist wherever there is disparity between rates‘lfhe” services, including wherever excessive imijl
subsidies create such disparity.
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179 THEIR INTERSTATE LEVELS THROUGH AN ACCESS CHARGE
180 RESTRUCTURING ELEMENT OF THE USF. ARE THERE POLICY
181 CONSIDERATIONS THAT SUPPORT THIS ASPECT OF THE
182 AGREEMENT?

183 A. Yes. Section 13-301(1)(d) of the lllinois Publidlities Act (“PUA”) provides that in

184 creating a fund pursuant to 13-301(1)(d), the Cossmon shall under (2)(b)
185 “[i]dentify all implicit subsidies contained in ¢ or charges of incumbent local
186 exchange carriers, including all subsidies in kxehange access charges, and
187 determine how such subsidies can be made explcithe creation of the fund.”
188 Although | am not an attorney, it seems self-evidinat this provision reflects a
189 policy of removing any implicit subsidies for sex@iin rural high cost areas from
190 rates and charges, such as switched access champgbsnaking such subsidies
191 explicit through the USF fund. The proposal beimgsidered in this case is fully
192 consistent with this policy because it would remowglicit subsidies from the access
193 charges that are borne by one class of carrietsréixchange carriers), and their
194 customers, and allow the IITA companies to recaxplicit support for the costs
195 being subsidized through an increase in the USH.fun

196

197 This is consistent with the approach taken in thterstate jurisdiction where
198 reductions in implicit subsidies in interstate ®hed access were replaced with end-
199 users charges (e.g., common carrier line charges)wath the Interstate Common
200 Line Support and Local Switching Support elememthe Federal Universal Service
201 Fund.
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Similarly, as shown in Bax Direct — Schedule LIB+#Aany states have utilized
explicit support mechanisms to replace the implgtipport flows from switched

access revenues.

Moreover, by reducing the level of implicit subsisliembedded in intrastate switched
access charges and creating explicit sources émetBubsidies, the Commission can
be assured that the market will operate more effegt and efficiently (i.e., by
eliminating the opportunities for the jeopardiesa#®ed herein) and that targeted
market providers (e.g., interexchange carriers) #mar customers will not be

inequitably burdened with supporting those subsidie

. HAS THE ILLINOIS LEGISLATURE ADOPTED ANY MIRRORING

REQUIREMENTS?

. Yes. InJune 2010, the Governor signed SB107, which prayierelevant part, that

any telecommunications carrier electing market lagn (“Electing Provider”) must
reduce its intrastate switched access rates tdsldtat mirror the rates and rate
structure of its interstate switched access rayedube 30, 2013. Electing Providers
are required to continue to mirror their interstatgitched access rates and rate
structure thereaftér.Even if a telecommunications carrier does nobskdao become
an Electing Provider, the same legislation requitlease non-Electing Providerss,

including both ILECs serving more than 35,000 asdewes and CLECs, to mirror

8220 ILCS 5/13-506(g)(1).
9220 ILCS 5/13-506(g)(1).

10
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their interstate access rates by July 1, 281Zhus, the legislature has recognized
that mirroring is good policy and has passed lagmh to implement it in lllinois.

The legislature did not apply this law to ILECsweg 35,000 or fewer access lines.
That is why the Stipulation in which the small ILE@gree to mirror their interstate

rates is significant.

V. MARKETPLACE HARM

Q. HOW DO JURISDICTIONALLY DISPARATE SWITCHED ACCESS R ATES

AFFECT THE MARKETPLACE?

A. Market participants have been proven to game theketi@dace, especially any

disparity between intrastate and interstate swiichecess rates. Furthermore,
excessive costs resulting in increases to IXC¢'redes will drive toll consumers to

providers which are not burdened with those exuessosts.

Jurisdictional disparity in switched access rategeaders arbitrage. Providers that
receive high access charges have an incentivertergge increased traffic volumes.
The recent, highly publicized “traffic pumping” sahes, which are designed to drive
massive volumes of traffic to adult chat lines asichilar services €g., free

conference call offers) via rural LECs and CLECshvhigh switched access rates,

serve to highlight the potential for abuSe.

19220 ILCS 5/13-900.2

™ In the Matter of Establishing Just and Reasonable Rates for Local Exchange Carriers, Notice of
Proposed Rulemaking, Notice of Proposed Rulemaking, FCC 07-176, WCKao®No. 07-135 (Rel. Oct. 2,
2007).

11
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As the market proves time and again, any effortinpose excessive implicit
subsidies on one class of customers (i.e., in ¢thse, those using intrastate toll
services) simply leads those customers to find waysvoid paying the implicit
subsidies and shift their demand to alternativdagso As the customers continue to
shift long-distance minutes to the competitive raléives, the amount of a LEC'’s
subsidy revenue will be lost, ultimately culmingtiat a point where the proverbial

“last minute of traditional long-distance” cann@ig that burden.

Also, in a market where consumers now have marerraltives to wireline long-
distance services, any increase in the price af-tistance will result in customers
shifting usage to services and technologies thatnat subject to the high access
costs. Thus, the IXCs are at a competitive disathge against communications
service providers using alternative technologie€Cd are unable to effectively
compete — not because of their own merits — buadmee unjust and unreasonable

access charges ultimately distort prices in theketptace.

Ironically, when consumers leave wireline long-aiste carriers, they often decide to
leave wireline telephone service altogether. Nwily, FCC statistics shows that
incumbent local exchange carriers have lost 40%their lines since 2008
According to a study by the National Center fordaise Control, “One of every four
American homes (26.6%) had only wireless telephof@so known as cellular
telephones, cell phones, or mobile phones) duhegdst half of 2010—an increase

of 2.1 percentage points since the second halD@b2In addition, one of every six

12 500, Bax Direct — Schedule LJB-B.

12
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American homes (15.9%) had a landline yet receigkdor almost all calls on

wireless telephones?

As illustrated in Bax Direct — Schedule LIB-B, vehthe number of housing units has
increased over the past decade, ILECs have lost than 40 percent of their lines.
Every customer that abandons an incumbent raisesatierage cost per line of
serving those customers that remain. As incumblests more and more customers,
they are also losing any associated implicit subsi¢e.g., including those embedded
in switched access charges). Compounding thislgmghncumbents also confront a
dramatic decline in access minutes even for thoss lthat they manage to retain.
Bax Direct — Schedule LIB-B shows that interstat#tichied access minutes have
declined almost 47% over the past decade. Sirdiatines in intrastate switched
access minutes can also be expetitedThese declines in local exchange and
switched access revenues are exacerbated by gebischemes (i.e., as described

herein) that exploit well-known flaws in the intarder compensation system.

ARE THERE NETWORK INVESTMENT JEOPARDIES ASSOCIATED
WITH NON-UNIFORM COMPENSATION RATES?

Yes. A major policy objective in the Federal andtes jurisdictions is the goal to
encourage network investment. An analysis by theeRix Center for Advanced

Legal & Economic Public Policy Studies finds that lawver, more uniform

13 Stephen J. Blumberg, Ph.D., and Julian V. Lukejdiin of Health Interview Statistics, National Gen
for Health Statistics. Released December 21, 2010.
http://www.cdc.gov/nchs/data/nhis/earlyrelease/l@ss201012.htm

14 As detailed in Bax Direct — Schedule LIB-C, thetrithution of toll calls and minutes between the
interstate and intrastate jurisdictions has bekatively constant.

13
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compensation rate can promote network investmesgpécially in rural and less
densely populated areas where current call termimatates are very high, by

reducing arbitrage opportunities that distort inmesnt decisions.*®

Furthermore, as affected intrastate toll consungerginue to migrate to alternative
technologies and providers (e.g., VolP, wireleds,)ethereby disconnecting their
traditional telecommunications services, the supparden is greater on a smaller
customer base. The result is that an outdated mletvazeives continued support
while investment in advanced networks and senie@sit at risk. Customers realize

a greater burden with less opportunity for altexeafind/or advanced choices.

. DO HIGHER SWITCHED ACCESS RATES NECESSARILY RESULT IN

CORRESPONDING HIGHER REVENUES (I.E., SUPPORT)?

. No. In an ex parte filed with the FCC in its predang looking at intercarrier

compensation, Jerry Ellig, Senior Research Fell@eorge Mason University-
Mercatus Center, Regulatory Studies Program, stdi@smand for long-distance
communication is significantly more elastic thae tdemand for local wireline
service; increases in price cause consumers tarfany fewer minutes, which leads
them to forego significant benefits. The elasticttly demand for wireline long-

distance service is approximately 0.7; that is,petcent increase in the price of long

15 Do High Call Termination Rates Deter Broadband Deployment?, Phoenix Center Policy Bulletin No. 22,
Phoenix Center For Advanced Legal & Economic PuBlidicy Studies, October 2008, at p. 1. A copy of
the paper can be foundlatp://www.phoenix-center.org/PolicyBulletin/PCPBzRal.pdf

14



309

310

311

312

313

314

315

316

317

318

319

320

321

322

323

AT&T lllinois Ex. 2.0 (Bax)
ICC Docket Nos. 11-0210/11-0211

distance leads to a 0.7 percent decrease in miruged.” '°

Therefore, it is
economically inefficient to rely on inflated longsthnce rates (i.e., by way of
implicit subsidies in the switched access ratesy aseans to support local wireline

service. The support should be explicit and diyeettributed to local wireline

service.

V. REGULATORY ACTIVITY WITH RESPECT TO SWITCHED ACC ESS

SERVICE RATES

Q. THE FCC IS CURRENTLY CONSIDERING COMPREHENSIVE
INTERCARRIER COMPENSATION REFORM. WHY SHOULD THE
COMMISSION ACT IN ADVANCE OF AN OUTCOME FROM THE FC C?

A. The FCC has tried for years to address comprehensform, but due to the
complexities of the issues, comprehensive reforsldeen elusive. Many states have
argued to keep their jurisdiction over intrastates and should accordingly take the

lead in intrastate access reform effdftdn fact, as illustrated in Bax Direct —

' From anex parte prepared by Jerry Ellig, senior research fellowp@e Mason University-Mercatus
Center, Regulatory Studies Program: Public IntefgsParte Comment On Intercarrier Compensation And
Universal Service: Developing a Unified Intercarr@ompensation Regime, CC Docket No. 01-92;
Biennial Review of Telecommunications Regulatioh¥C Docket No. 08-183; High-Cost Universal
Service Support, WC Docket No. 05-337; FederaleSiaint Board on Universal Service, CC Docket No.
96-45; Intercarrier Compensation for ISP-Bound ficafWC Docket No. 99-68; Establishing Just and
Reasonable Rates for Local Exchange Carriers, Wek&aNo. 07-135, September 22, 2008, pg. 3. Mr.
Ellig states, “A range of estimates exists, buf i8.the consensus view.” Mr. Ellig citesderry Hausman

& Howard ShelanskiEconomic Welfare And Telecommunications Regulation: The E-Rate Policy For
Universal-Service Subsidies, 16 Yale J. ON Reg. 19, 36-37 (199%ce Also Michael H. Riordan,
Universal Residential Telephone Service, in “1 Handbook Of Telecommunications Economic&34431
(Martin E. Cave Et Al., Eds.) (2002). A copy of ttiecument can be found at:
http://fiallfoss.fcc.gov/prod/ecfs/retrieve.cqgi?nat or pdf=pdf&id_document=6520170017

" see, generally, Initial Comments of the National Asstion Of Regulatory Utility Commissioners,
High-Cost Universal Service Support, WC Docket N6:337’ Federal-State Joint Board on Universal
Service, CC Docket No. 96-45; Lifeline and Link Up/C Docket No. 03-109; Universal Service
Contribution Methodology, WC Docket No. 06-122; Naening Resource Optimization, CC Docket No.
99-200; Implementation of the Local Competition Wsmns in the Telecommunications Act of 1996, CC
Docket No. 96-98; Developing a Unified Intercarri€ompensation Regime, CC Docket No. 01-92;

15
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Schedule LIB-D, many states have already takenreorimathe process of taking
interim action in advance of a FCC comprehensiferme decision. Time is running
out to transition the outdated and unsustainabfdian subsidy structure to one that

ensures that all competitors are operating ond [@aying field.

. HAS THE FCC PROVIDED ANY FURTHER DIRECTION TO THE S TATES

RECENTLY?

. Yes. Recently, in its National Broadband Plan,RQ&C has reiterated its intention to

further reduce access rates and ultimately eliraiti@@m entirely® In that Plan, the

FCC expressed particular concern about the dettatheffects of the current access
regime on the incentives to invest in broadbandlifies. As the FCC observed,

“Because providers’ [access] rates are above db&t, current system creates
disincentives to migrate to all IP-based networkshigh] hinders the transformation
of America’s networks to broadbant.” Obviously, states with any opportunity to
review switched access rates should take guidanoethis clear policy statement by

the FCC.

More recently, in its Notice of Proposed Rulemakamgl Further Notice of Proposed

Rulemaking (“NPRM & FNPRM”) in its proceeding addressing irdarrier

Intercarrier Compensation for ISP-Bound Traffic, OGcket No. 99-68; IP Enabled Services, WC Docket
No. 04-36; November 26, 2008.

18 «Connecting America: The National Broadband Pldfetieral Communications Commission, March 16,
2010, (hereafteational Broadband Plan), p. 148.

19 National Broadband Plan, p. 142.
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compensation reforrf?, the FCC described the jeopardies associated withssive

switched access rates and the appropriate reveaedng strategies:

* Eliminate wasteful billing disputes by closing ldmpes and tightening
rules to prevent “phantom traffic,” which is traffithat has been
disguised so it can't be identified for billing pases.

* Amend rules to reduce “traffic pumping,” a practiteat drains
revenues from the system by exploiting existingesuto earn more
intercarrier compensation. Reclaimed revenues cteldnvested in
networks or used to reduce prices for consumers.

» Gradually reduce per-minute Intercarrier Compensatharges. These
charges create incentives for carriers to maintgacy networks that
maximize intercarrier revenues rather than invgstin advanced,
efficient IP-based infrastructure.

* Develop a system to offset reductions in interearrates, including,
where necessary, support from the Connect Americal £

In summary, the FCC seeks

to take action in the near term to reduce inefficieand waste in the

intercarrier compensation system while providingramework for

long-term reform. This long-term reform would guatly phase out

the current per-minute ICC system and implement eaovery

mechanism (based on costs and/or revenues), wbidd enable some

carriers to receive additional explicit supportfrthe CAF?
While it cannot be determined or when the FCC might take final and definitive
action, it is incumbent on states to take whatexaion necessary and available to
better position themselves for eventual actiorhm Federal jurisdiction. Regardless

of action/inaction at the Federal level, state aactis necessary and warranted to

“reduce wasteful arbitrage . . . [costing] hundretimillions of dollars each yeaf™

20 5ee, Connect America Fund, WC Docket No. 10-90A National Broadband Plan for Our Future, GN

Docket No. 09-51Establishing Just and Reasonable Rates for Local Exchange Carriers, WC Docket No.
07-135;High-Cost Universal Service Support, WC Docket No. 05-33Meveloping an Unified Intercarrier

Compensation Regime, CC Docket No. 01-9ZF ederal-Sate Joint Board on Universal Service, CC Docket
No. 96-45; andl.ifeline and Link-Up, WC Docket No. 03-109. (“FCC ICC Reform Proceedling

2L ECC ICC Reform Proceeding, News February 8, 2011.

22 NPRM & FNPRM at paragraph 34.

% NPRM & FNPRM at paragraph 35.
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VI. SUMMARY AND CONCLUSION

Q. PLEASE SUMMARIZE YOUR TESTIMONY.

A. The very nature of the switched access marketgliaeg without regard to relative

size of the provider) necessitates taking stepensure that the appropriate public
policy goals are achieved and that the marketgkmegardies described herein do not
materialize. Implicit subsidies (i.e., resultimgaxcessive rates) and/or disparate rates
between jurisdictions provide an opportunity foclsyeopardies to materialize. For
these reasons, mirroring is an excellent safegagashst those jeopardies. Since the
FCC has established interstate switched access waieh minimize the level of
implicit subsidies, the interstate switched accasss are a sound target for intrastate

switched access rates.

The Stipulation provides mirroring requirementshmiespect to intrastate switched
access charges for those ILECs serving 35,000veerfaccess lines. Furthermore,
the Stipulation allows those ILECs to offset thaswenues from a new access

restructuring element of the IUSF.

The balances achieved in the Stipulation will h&dpensure that the appropriate

public policy goals are preserved and that oppdras for the marketplace

jeopardies described herein are mitigated.
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394 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

395 A. Yes.
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