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PROFESSIONAL QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is August H. Ankum. My business address is Q&isulting, 150

Cambridge Street, Suite A603, Cambridge, Massachusetts, 02141.

WHAT IS QSI CONSULTING, INC. AND WHAT IS YOUR POSI TION
WITH THE FIRM?

QSI Consulting, Inc. (“QSI”) is a consulting firnpecializing in regulatory and
litigation support, economic and financial modeling, andrass plan modeling
and development. QSI provides consulting services for regllatilities,
competitive  providers, government agencies (including public ityutil
commissions, attorneys general and consumer couna@lsyl industry
organizations. | am a founding partner and currently ses/éSenior Vice

President.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
WORK EXPERIENCE.

| received a Ph.D. in Economics from the UniversifyTexas at Austin in 1992,
an M.A. in Economics from the University of Texas at #ug 1987, and a B.A.

in Economics from Quincy College, lllinois, in 1982.

My professional background covers work experiences in privaligstry and at
state regulatory agencies. As a consultant, | havieaglowith large companies,
such as AT&T, AT&T Wireless, Bell Canada and MCl Wa&a@hn (“MCIW”), as

well as with smaller carriers, including a variety oipetitive local exchange
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carriers (“CLECs”) and wireless carriers. | have keat on many of the
arbitration proceedings between new entrants and incumbeal exchange
carriers (“ILECs”). Specifically, 1 have been invell in arbitrations between
new entrants and NYNEX, Bell Atlantic, USWEST, Bellgh, Ameritech, SBC,
GTE and Puerto Rico Telephone. Prior to practicing dslecommunications
consultant, | worked for MCI Telecommunications Corpiora (“MCI”) as a

senior economist. At MCI, | provided expert witnesgitesny and conducted
economic analyses for internal purposes. Before e@iNICI in early 1995, |
worked for Teleport Communications Group, Inc. (“TCG”),aaManager in the
Regulatory and External Affairs Division. In this capgd testified on behalf of
TCG in proceedings concerning local exchange competissoes, such as
Ameritech’s Customer First proceeding in lllinois. Fra@86 until early 1994, |
was employed as an economist by the Public Utility @dssion of Texas
("“PUCT”) where | worked on a variety of electric powaerd telecommunications
issues. During my last year at the PUCT, | held thatiposof chief economist.
Prior to joining the PUCT, | taught undergraduate coursesanagunics as an

Assistant Instructor at the University of Texas from 19849386.

A list of proceedings in which | have filed testimosyaitached hereto as Joint

CLECs/2.

DO YOU HAVE EXPERIENCE WITH THE ISSUES IN THIS
PROCEEDING?
Yes. | have been involved in telecommunications sif®&8, and over the course

of my career, | have worked and testified on virtuallyisdues pertaining to the

DWT 15278141v1 0038936-001199
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regulation of incumbent local exchange companies, includioget governing
their wholesale relationship with dependent competitor$) ascompetitive local
exchange carriers (“CLECs”). | have also worked on mooe proceedings
involving competitive and market dominance issues, incluthinge pertaining to

the FCC's triennial review cases and merger analyses.

Q. ON WHOSE BEHALF ARE YOU FILING THIS DIRECT TESTIMONY?

My testimony is being filed on behalf of the followi@i ECs: tw telecom of
oregon, lic, Integra Telecom of Oregon, Ifddvanced TelCom, Inc., Electric
Lightwave, LLC, Eschelon Telecom of Oregon, Inc., gome Telecom Inc., and
United Telecommunications Inc/lda Unicom, Covad Communications
Company, Level 3 Communications, LLC, and Charter FibeflifCCVII,

LLC.

II.  PURPOSE AND SUMMARY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to evaluate whetheptbposed merger between

CenturyLink and Qwest is in the public interest.

Having reviewed CenturyLink’s Applicatioh,supporting testimony and data

request responses, | believe it is not. As | will destate, the proposed

I will use CenturyLink (as opposed to CenturyTel)ater to the company seeking to acquire Qwest,
unless referring specifically to the legacy CenturyT@hpany that existed prior to the merger with
Embarg. When referring to both CenturyLink and Qweshéncontext of the proposed merger, | will

use the term “the Companies.”

CenturyLink, Inc. et al, Application for Expedited Appal of Indirect Change of Control, filed May
21, 2010 (“Application”). As explained in footnote 1 to thpphcation, Qwest Corp. did not join as
an applicant but instead requested intervenor status ingta@t proceeding, which was granted.
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transaction should either be rejectedotal or in the alternative, approved only if
and when the Commission has imposed firm, specific eafatceable conditions
on CenturyLink (“the Applicant”) and Qwest in order tdegmard the state of

competition and wholesale customers.

PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIO NS.

As discussed herein, and in the testimony of myeagilie Mr. Timothy Gates, the
information provided by CenturyLink and Qwest (hereaftdre ‘Companies”) is
inadequate to demonstrate that the proposed transactiorithis public interest.
Moreover, the information indicates that the proposadstiction would post a
serious risk to wholesale customers, such as CLECs, WeenuryLink and
Qwest seek to integrate their two companies post-mergbe proposed
transaction will potentially jeopardize the viability GLECs and will likely harm

competition in Minnesota.

Specifically, my testimony will discuss the following:

° The economic incentives underlying mergers.

° A brief overview of past mergers in the telecommunicetimdustry,
demonstrating a troublesome history of mergers and thehliaai of
failure.

° The potential harm and absence of any public benefit fhem

proposed transaction.

° The need for conditions and commitments to preventingate the
risk of harm to competition resulting from the proposadgaction
and ensure that the merger is in the public interest.

° Some specific conditions and commitments that shoule@dpeired of
CenturyLink and Qwest as prerequisites for approving the me(ger.
complete list is provided by Mr. Gates.)
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Q. DO YOU HAVE SOME PRELIMINARY OBSERVATIONS REGARD ING
THE PROPOSED TRANSACTION?

A. Yes. Mergers are often seen as a means of eiquegijt growing a company, not
organically (through competitive success and customensoas with superior
product offerings), but by means of a short cut: by bugingther company and
its products and customers. While proposed mergers aredainlyaiouted by the
merging companies as generating significant benefitsygfrpotential synergies,
increased economies of scale and scope, etc., in praittisevery difficult to
predict which mergers will be successful and which onéswat. An interesting,
in retrospect ironic, example of supposed experts misjudgimgenseis found in
an issue of thélarvard Business Reviefdedicated to mergers and acquisitions),
which published the minutes of a roundtable discussion orresigrgence of

mergers and acquisitions in the late nineties as fsffow

Moderator: The announcement in January of the merger between
America OnlineandTime Warnermarked the convergence of the two
most important business trends of the last five yeaesride of the
internet and the resurgence of mergers and acquisifioss.

Moderator: I'm sure some of you are familiar with the studies
suggesting that most mergers and acquisitions do not paasomell

as expected. Has that been your experience...Are mergers a
acquisitions worth it?

Participant: | would take issue with the idea that most mergers end up
being failures. | know there are studies from the 1970’s&0id that

will tell you that. But when | look at many companiesidy — in
particular new economy companies lRescoandWorldCom- | have

a hard time dismissing the strategic power of M&A.

¥ Dennis Carey, “Lessons from Master Acquirers: A CE@indtable on Making Mergers Succeed,”

Harvard Business Review on Mergers and Acquisifig@e1l, at pp. 2-3.
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Rather than illustrate the success of mergers,xdm@es cited in this discussion
show the opposite. Of the three companies mention€d{Rime Warner,
Cisco, and WorldCom), two were brought down by failed nmstgehile the
third, Cisco, is still prospering after its mergers, pgttime failure rate of mergers

at two out of three, which is about where the acadétaiature puts if.

ARE YOU SAYING THAT MERGERS ARE UNDESIRABLE?
No. Mergers and acquisitions may spawn innovative andit@ible companies.
At issue in this case, however, is the merit of ith&ant transactionand an

examination of past mergers and their failures (discubséxv) should alert the

10

11

12

13

14

15

16

17

Commission to various pitfalls of mergers and undeesdabe importance of
carefully examining the impact of the proposed mergealbmaffected parties,
including competitive carriers and their end-user custom@ssdiscussed below,
this merger raises serious public interest concerns rtbatl to be weighed

carefully against the backdrop of general merger riskpastimerger failures.

DO MERGERS OF ILECS RAISE UNIQUE ISSUES, NOT NECESSARILY
RELEVANT TO MERGERS BETWEEN OTHER TYPES OF

COMPANIES?

This observation is found in many publications. Seexample: Richard Dobbs, Marc Goedhart, and
Hannu Suonio, “Are Companies Getting Better at Mergers asglisitions,” McKinsey Quarterly
December 2006, at p. 1: “McKinsey research shows thamasy as two-thirds of all transactions
failed to create value for the acquirers”; Cartwrightie &and Cooper, CaryMlanaging Mergers,
Acquisitions & Strategic Alliance8utterworth-Heinemann, reprinted 2001, Section 3, Mergeds
Acquisition Performance — a Disappointing History, disceissenumber of studies, in line with the
McKinsey studies; Pritchett, Price, After the Merglne Authoritative Guide for Integration Success
McGraw-Hill, 1997, Chapter 1, Section Statistics on Meigeccess and Failure, sets the failure rate
at between 50% and 60%.
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Yes. A merger involving a large ILEC such as Qwest heacon many public
interest issues, particularly the public’s interest calexchange competition. To
appreciate the public interest stake in this mergess itmportant to recall the

starting points of the ILECs’ network investments.

Until the early 1990s, ILECs had a government-sanctionedopoly to provide
local services to captive ratepayers. In exchange, IL&6&gated in a rate-
regulated environment. Rate regulation meant that if &Cllhad increased
operating costs, or was required to invest new capitabuidd out local
infrastructure €.g, middle-mile or last-mile loop facilities), the ILEBad the
ability to pass along those increased capital or opgrabsts by securing a rate
increase from the state regulators. Those regulated pabvided for a rate of
return that the ILEC was permitted to earn. Of coulldECs often earned more
than their authorized rate of return, and sometimey ¢arned less (which meant
the ILEC was entitled to pursue higher rates). Not ordg whe ILEC able to
secure rate increases when it proved its case to tergjlés monopoly status
then assured it that every business and residential custonte local exchange
market would pay those regulated rates to obtain locaiceer Some states
provided an alternative form of regulation, but the bottioen was that the ILEC
had certainty that its Commission-approved rates wouldpdie by all its
customers subscribing to local services. Thus, a mhgiéon of the ILEC
infrastructure in place today, especially the localplonfrastructure, was built
when the ILEC was guaranteed that the cost of its invegtmould be paid for

by captive customers through regulated rates that includedpaiopaiate rate of

DWT 15278141v1 0038936-001199
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return. That monopoly environment with its guarant@egdrn an appropriate
rate of return is in stark contrast to the competitimgirenment that CLECs
created by their entry into local markets in which CsH@ave to compete for
every customer. The Telecommunications Act of 1996 esuft CLEC entry
into local exchange markets under provisions allowingitt@ use portions of the
ILECS’ networks and services, generally at TELRIC ratdhis mandate
allowing CLEC access to ILEC networks has created catigretvhere none
existed prior to 1996. However, a merger, such as thempesed in the instant
proceeding, could upset the wholesale relationship betwWde@ and CLECS,
and harm competition in Oregon. Without reasonablejablel and
nondiscriminatory access to Qwest’s and CenturyLinketsvorks, CLECs cannot
get access to customers. As a result, an ILEC mdilgerthe one between
CenturyLink and Qwest in this case has unique and profoubticpmterest

implications not present in mergers in other industoebetween two CLECs.

HAS THE COMMISSION RECOGNIZED THESE ISSUES?

Yes. The Commission recently observed in reviewhe transaction between
Frontier Communications and Verizon Northwest th&hf continued existence
of a robust, competitive marketplace is essential atisfging the ‘no harm’
standard for the transaction.’In that proceeding, the Commission found that the
“no harm” standard was satisfied with respect to thep=iitive marketplace

based on a list of conditions that “address the iseti€k) ensuring costs related

5

In the Matter of Verizon Communications Inc. and Frontier Communicationpo@iion
Joint Application for an Order Declining to Assert Jurisdiction, ar,the alternative, to
Approve the Indirect Transfer of Control of Verizon Northwest @rder No. 10-067 at 20,
docket UM 1431 (entered February 24, 2010).
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to the transaction were not borne by FNW’'s competitcarrier wholesale
customers; (2) assuring that existing wholesale servites,raerms, and
conditions with VNW were maintained; (3) assuring andgeas transfer of
wholesale OSS/BSS systems; and (4) assuring that \alelssrvice quality

overall was not dimished”

DO CLECS DIFFER FROM OTHER AT-RISK STAKEHOLDERS IN THE
PROPOSED MERGER?
Yes. An examination of past telecom mergers teaclethat the risks and gains

of a merger are not evenly distributed among all stakef®lde

CenturyLink’s and Qwest’s shareholders, for examgd®, sell their shares if they
anticipate that things will go awry, or, alternativetyld on to their shares to reap
whatever benefits they may anticipate: it is a risks#m tradeoff each shareholder
is free to either assume or walk away from. Howgetleis freedom of choice
does not exist for other, captive stakeholders. Spedyficatail customers in
captive segments of retail markets have little or ammice and neither do
wholesale customers, such as CLECs, who criticalpedd on CenturyLink and
Qwest for loops, transport, collocation and a vargdtypther wholesale network
inputs. That is, captive retail and wholesale customérs®t only reapno gains

if the proposed transaction is successful, they magmence great harm when
things go awry (as they have in so many of these veptui@ss asymmetry in

the risk-return profiles between various stakeholdergrasound. Hence, the

6

Id.
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need for a regulatory review process to determine whether proposed

transaction is in the interest alf stakeholders.

IS THERE A DIVERGENCE BETWEEN A PUBLIC INTEREST
ANALYSIS AND THE PRIVATE RISK-RETURN ANALYSIS GUIDI NG
CENTURYLINK AND QWEST?

Yes. CenturyLink and Qwest need only consider their pivisk-return trade-
offs. In contrast, the Commission must consider bheader public interest,
including the transaction’s potential impact on other stakieins who will likely
not benefit from the proposed transaction, but mayadoméd. Naturally, this is a
broader analysis, and less likely to result in a findihad the proposed transaction

should be permitted to move forward as proposed.

ARE THERE ASPECTS TO THIS MERGER THAT ARE
PARTICULARLY TROUBLING?

Yes. | have already noted that most mergers arsutaessful, even as measured
by the ultimate impact of the merger on sharehold®iest more troubling in this
case is the fact that CenturyTel is seeking to acgumeich larger Bell Operating
Company (“BOC”) while it is still integrating the recenthcquired Embarqg, a
company that was already about four times larger thaarigmal CenturyTel. If
the successful outcome of mergers is generally in quedtie outcome of this

one is particularly so.

What comes to mind is the experience of WorldCom, atiome-darling of Wall

Street that in rapid succession acquired a numberro$ fof increasing size and

DWT 15278141v1 0038936-001199
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complexity, culminating in the fateful acquisition ofQ¥ and ultimately the
financial collapse of WorldCom. While WorldCom wasolght down by a
number of missteps, some of them criminal, it is fairsay that much of its
demise stemmed from the failure to successfully integtaevarious acquired
companies and the escalating challenges of ever-laoggiisitions. CenturyTel's
proposed acquisition of Qwest on the heels of its teaequisition of Embarq
presents some disturbing similarities to the experiefd&aldCom and other

failed acquisitions.

The table below gives the approximate line counts of lBghel (as it existed

before its Embarg acquisition), Embarg and Qwest, ancddsinates explosive

growth.
% of Post-
Year Access Line§ | Merger Total
CenturyTel 2009 1,300,000 8%
Embarq 2009 5,700,000 34%
Qwest 2010 10,000,000 59%
Total 17,000,000 100%

This exponential growth path raises questions, specifieddyut the ability of
CenturyLink’s management to handle the challenges afmpesger integration.
Again, organic growth through customer acquisition, as altred superior
product offerings, is different from growth through mergarsl acquisitions.
With respect to organic growth, management proves itstiabilto manage

growth on an ongoing basis and exponential growth israthgt management is

" Line counts are taken from CenturyLink’s testimorighe line counts in CenturyLink’s testimony

appear to be approximate line counts. See CTL/200, SE&fE€TL/201; and CTL/300, Bailey/5.
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doing things right. By contrast, growth by means of aitjons may signify that
management is able to maneuver nimbly in financial narkeut little, if
anything, about management’s ability to run a much largema@a@on. It is the

latter, however, that the Commission is tasked, anotimgr issues, to evaluate.

Further, while CenturyLink may have integrated smallengir the company’s
current attempt to swallow a BOC should give regulapansse. To be sure, the
challenge of integrating and running Qwest, with its unig@C obligations,
comparatively enormous customer base, substantial whelessponsibilities,
and complex set of operational support systems, is pkatig daunting and far
beyond anything CenturyLink has faced to date. Whatever m@gbiiryLink’s

proven track record, integrating and managing a BOC is pattaof it®

DOES THE FACT THAT SBC AND VERIZON WERE ABLE TO
ACQUIRE AND INTEGRATE FELLOW BOCS SUGGEST THAT
CENTURYLINK WILL BE ABLE TO DO THE SAME WITH QWEST?

No. First, SBC and Verizon were large BOCs thdwese Given their common
genealogy as Baby Bells, SBC’s and Verizon’s managekmsw what they were
acquiring and how to run a BOC, with all the attendant latgus and
obligations to which it is subject. Further, the BOGIsd a common corporate

culture and were mostly working with common engineeriractices inherited

Also, as has been suggested in the literature, tegratton process is always different. As Cooper
and Cartwright note: “Different acquisitions are lik&b result in quite different cultural dynamics and
potential organizational outcomes. Consequently, acquiniigagement cannot assume that because
they were successful in assimilating one acquisition in&r town culture, that same culture and
approach to integration will work equally successfuliyhwanother acquisition.” Garry L. Cooper
and Sue Cartwrightylanaging Mergers, Acquisitions & Strategic Allianc8sitterworth-Heinemann,

2" Edition, reprinted 2001, at p. 25.
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from Ma Bell. Also, when, for example, SBC acquirgtheritech, SBC was
larger than Ameritech — not, as is the case here, emialla factor of 10 (using
CenturyTel as the base). Nevertheless, regulatorssedpsubstantial conditions
as prerequisites to approving those BOC mergers in spitineofadvantages
inherent in mergers between BOCs as compared to a n@sBf@quisition of a

BOC such as Qwest.

WHY SHOULD THE COMMISSION BE PARTICULARLY CONCERN ED
ABOUT POTENTIAL ADVERSE IMPACTS ON CLECS AND THEIR
END USERS?

Because CLECs depend on Qwest and CenturyLink forcmteection and
critical wholesale network inputs that are essentiath&r ability to provide
competitive local exchange services. CLECs are geparafitive customers of
Qwest and CenturyLink, for these wholesale network inpats have few if any
alternatives. Further, CLECs compete with CenturyLin@ @west for business
and residential customers, which creates a perversetiveestructure in which
CenturyLink and Qwest may have disincentives to providE@ with quality,
reasonably priced, nondiscriminatory wholesale senacesnetwork access. In
light of this, and the fact that the economic healtlCLECs is critical to local
exchange competition, it is important for the Commissm ensure that CLECs’

interests are considered and protected.

WHAT IS YOUR RECOMMENDATION?
| recommend that the Commission reject the progdsansaction. As discussed

herein and in the testimony of Mr. Gates, this proposats#éction poses serious

DWT 15278141v1 0038936-001199
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risks to the public interest, including the public’s inténesrobust competition
from the many wholesale CLEC customers of Qwest armhtu@yLink.
However, if the Commission nevertheless decides tooapphe transaction, then
it should recognize the potential hazards faced by caftivleCs and their end
user customers, and impose on CenturyLink and Qwest afsstringent
conditions and commitments, discussed herein and byQdtes, in order to

safeguard wholesale customers and competition.

STANDARD FOR REVIEW

WHAT IS THE APPROPRIATE STANDARD FOR THE COMMISSI ON
TO USE IN REVIEWING CENTURYLINK'S AND QWEST'S PROPOSE D
REORGANIZATION?

| am not a lawyer, but | have reviewed the Comnaissi orders approving (with
conditions) two recent ILEC merger transactions. e CenturyTel/Embarqg
merger transaction (Docket UM 1416) — a transaction simmlatructure to the
proposed transaction — the Commission’s May 11, 2009 Oodedfthat it must

employ an “in the public interest, no harm” standard iral@ating that

transaction. The Commission’s February 24, 2010 Order concerning the

Frontier/Verizon transaction similarly adopted thendsad of “whether the
transaction serves the public interest by causing ‘no.HarmBoth Orders in turn

cite back to the Commission’s Order 95-0526 concerning theféraaf certain

° In the Matter of Embarqg Corp. and CenturyTel, Inggcket UM 1416, Order No. 09-169, May 11,
2009 (‘CenturyTel-Embarq Order})at p. 3

In the Matter of Verizon Communications Inc. and Frontier Communica@Bongoration,Docket UM
1431,0rder No. 10-067, February 24, 20161@ntier-Verizon Order”) at p. 6.

10
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US West exchanges to Telephone Utilities of Easteregon, Inc., dba PTI
Communications (PTI), which concluded that “ORS 759.560 all®ush
transfers upon approval by the Commission based on adirtbat the transfer is
not contrary to the public interest.” Consequently, my understanding is that in
the instant case, the Commission will follow itsest determinations and adopt a
standard for approving the Companies’ proposed transactidnreglire a
determination of whether the transaction serves thagimbérest by causing "no

harm."

In order to find that this standard has been met, statanissions frequently
impose conditions that minimize threats of harmhi public interest including
threats to competitiolf These conditions often go beyond the traditionapsco
of a commission’s non-merger docket jurisdiction. Evenfom an economic
perspective, these types of conditions are not only apptepbut also they are

required to satisfy the public interest standard.

CAN YOU GIVE AN EXAMPLE OF THE TYPES OF CONDITIO NS
THAT STATE COMMISSIONS HAVE ADOPTED TO HELP ENSURE
THAT A PROPOSED ILEC MERGER OR ACQUISITION WILL

SATISFY THE PUBLIC INTEREST STANDARD?

11

12

13

In the Matter of the Joint Application of U S West Commurinafilnc., and Telephone Utilities Of
Eastern Oregon, Inc., dba PTI Communications, for an order authorizingaleeand purchase of
certain telephone exchangéocket UP 96, Order No. 95-0526, May 31, 1995, at p. 6.

See, e.g.,In the Matter of the Merger of the Parent Corporations of Qwesim@unications
Corporation, LCI International Telecom Corp., USLD Communications,, IPhoenix Network, Inc.
and US West Communications, Indinnesota PUMocket No. P-3009, 3052, 5096, 421, 3017/PA-
99-1192 {MN PUC U S West/Qwest Merger DockgtOrder Accepting Settlement Agreement and
Approving Merger Subject to Conditions (June 28, 2000)(“Ofdeepting Settlement”), at p. 5.

Frontier-Verizon Orderat p. 6
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Yes. For example, in th&rontier-Verizon Order the Commission imposed
several additional conditions in order to "mitigate tisks of the transaction and

help meet the 'no harm' public interest standard reqédresur approval.**

One condition was that Frontier commit to spendingtal tof $25 million for
broadband deployment and enhancement over the followneg years®> The
Commission previously had found that it has no indepengeisdiction over
broadband Internet servicEs.Yet, the Commission properly imposed broadband
conditions in the merger context in order to addresserms that Frontier would
otherwise insufficiently fund and manage its provisiobmfadband services after
the merger, leaving the public with less access to broddbarvices than if
Frontier and Verizon remained separate entltiehe Commission’s order also
included conditions relating to FIOS video services “providedyamt to local
franchise agreements, rather than pursuant to Commissiocorigythstating that
the “conditions help meet the required standard for appmivthe transactioff
Accordingly, it appears that (without offering a leggdinion) even where the
Commission’s authority would otherwise not reach tesue, the statutorily
required public interest standard provides the Commissiorowitytiio impose
conditions that may otherwise be beyond the scopehef Commission’s

jurisdiction. That is why, in the Frontier-Verizon d@r, the Commission

14

15

16

17

18

Frontier-Verizon Orderat p. 1 (emphasis added).

Id., at pp. 1, 15-16, and Ex. B. pp. 9-11 (also listing requiresngmt periodic reports to the
Commission, detailing in which wire centers the merged estitiould deploy broadband services, and
listing specific commitments to particular wire centers).

See Margaret Furlong Designs v. Qwest CodiCB 31, Order No. 06-012 (Jan. 10, 2006)
Frontier-Verizon Orderat p. 15.
Id. at p.17.
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imposed its broadband conditions upon finding that they “mapt the ‘no harm’
standard for approval of the transactidh.” Similarly, other states have adopted
broadband related conditions when approving telecommunisatikility mergers

under a public interest stand&fd.

ARE THERE OTHER STANDARDS TO CONSIDER IN REVIEWIN G
THE PETITION?

Yes. The mandates of the Telecommunications Ad986 are also critical in
reviewing the proposed merger. Nevertheless, CenturyLifdication makes
only a vague reference to “...the laws governing intercorme¢tt The
Application and testimony provide no analysis of the Aotguirements or how
they will be met under the proposed mergerQwest's witness Mr. Viveros
offers testimony intended to “identify Qwesegsgisting wholesale obligations to
Competitive Local Exchange Carriers (“CLECs™,but he does not address how
those obligations will be met by the post-transactiommany. In turn,

CenturyLink’s witness Mr. Hunsucker supplies testimonyndesl to “provide

19

20

21

23

Id. at p. 16.

See, e.g., Maine PUC’s approval of the FairPointateritransactionin the Matter of Verizon New
England Inc., Northern New England Telephone Operations Inc., Enhanoeun@hications Of
Northern New England Inc., Northland Telephone Company Of Maine, $idney Telephone
Company, Standish Telephone Company, China Telephone Company, Maine Telgphpaey, And
Community Service Telephone Co., Re: Joint Application for Apg®elhted to Verizon’s Transfer
of Property and Customer Relations to Company to be Merged with and Fait®oint
Communications, IncMaine PUC Docket No. 2007-67, alrdthe Matter of PUC Investigation into
Verizon Maine’s Alternative Form of Regulatjddocket No. 2005-15%)rder, February 1, 2008, at p.
9 (“To grant approval pursuant to Section 1101, the Commisnigst find the sale to be in the public
interest.”) and p. 17 (“As part of the Amended StipulatieairPoint has committed to expanding DSL
availability to reach 82% addressability of Maine asd@ses within two years of closing and 90%
addressability in five years (possibly six), which resggnts a significant benefit to Maine
consumers.”).

See, Application at p. 17.

Qwest/2, Viveros/3 (emphasis added).
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assurances” that those existing wholesale obligatib@swest will continue to be
met post-transactioff,but other than referencing back to Mr. Viveros’ highelev
description of Section 251 and 271 requirements, and asséntoaglly that
CenturyLink will meet those obligations after the tai®n is consummated,
Mr. Hunsucker provides no substantive explanatioha the company will do
s0?® As | shall explain in detail later in my testimonye thuccess or failure of the
proposed merger hinges greatly on the integration of the ¢ampanies’
operations and systems, yet they offer essentiallyanalysis of how that
integration will impact their compliance with Secto251 and 271. This lack of
information and commitment is a common theme inod&llCenturyLink’s and
Qwest’s applications and testimony | have reviewed irvén®us states in which
the Companies are applying for regulatory approval, andldhmia source of

great concern for the Commission.

ECONOMICS AND REVIEW OF TELECOM MERGERS

A. Mergers Seek to Increase PrivaBhareholder Value which
May Cause Them to Be at Odds with the Pulinterest

IN GENERAL TERMS, WHAT MAY CAUSE FIRMS TO MERGE O R
ACQUIRE OTHER FIRMS?

The incentives for mergers and acquisitions are mignbat center around the
notion that shareholder value can potentially be ineaasy merging and

streamlining the resources of the pre-merger firms. bEmefits from the merger

24

25

CTL/400, Hunsucker/3.
Id., Hunsucker/11-12.
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may stem from: the ability to lower costs, through insie@ the post-merger
firm’s economies of scale (e.g., allowing it to achiéweer per unit costs) and
scope (e.g., increasing the firm’s efficiency by beibtg do offer a broader array
of services at larger volumes); capturing synergies &sdcwith merging and
streamlining overhead and operational support systems; ramdpwoving the
Merged Company’s overall competitiveness and market shabedaglening its
product offerings and access to a larger customer basetherwise from

capitalizing on joint talents and expertise. The noi®that bigger is better.

Of course, these are all stock, theoretical considasaraised in mergers, but it is
always a question whether or not these benefits aclually materialize.

Furthermore, even on a theoretical level, there aieusedoubts about whether
such alleged benefits are likely to result from a geerbetween firms such as
those in this transaction, or whether benefits condde likely be achieved by the
firms individually, through contractual agreements or synthtough endogenous

growth?®

WHAT IS THE DIFFERENCE BETWEEN A HORIZONTAL AND A
VERTICAL MERGER?

A horizontal merger is a merger between two fitheg offer a comparable set of
services in comparable segments of a market or industhe objective of a
horizontal merger is typically to broaden the reatthe firm and to increase its

overall market share.

% For example, see Joseph Farrell and Carl Shapiro, “Siromies and Synergies in Horizontal

Mergers,”Antitrust Law JournglVol. 68, pages 67 — 710.
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A vertical merger, by contrast, seeks to integrateoferations of an upstream
firm with those of a downstream firm to whom it providégpically, critical
inputs. Vertical integration may be motivated, for examply a desire to leverage

the market power the upstream firm has into downstreankets.

While these types of mergers differ conceptually, theth kallow the acquiring
firm to grow and potentially capture certain economies ymetrgies in addition

to other potential benefits.

WHAT SHOULD BE THE ULTIMATE OBJECTIVE OF A MERGER
FROM THE COMPANY'SPERSPECTIVE?

While a merger may be motivated by a variety of @erations and objectives,
including management’s personal ambitions, the ultimatectiegg of a merger
from the perspective of the firms’ management shouldbadrease shareholder

value — which is also how the management should evatsateccess or failurg.

DO MANAGEMENT'S OBJECTIVES TO INCREASE SHAREHOLDE R
VALUE POTENTIALLY CONFLICT WITH THE COMMISSION'S
OBJECTIVE TO PROTECT THE PUBLIC INTEREST AND FURTHER
COMPETITION IN MINNESOTA?

Yes. Even if we ignore for the moment the posiybihat this merger, like many
others may go awry, an ILEC’s pursuit of profit and insegshshareholder value

through the acquisition of another ILEC inherently cetglin many ways with

27

While mergers are at times motivated by other cordfidas, such as strategic or personal ambitions
of the CEO, ultimately, from the firm’s perspective, ttreumbers” have to work to increase
shareholder value. See, for example, Robert G. Ecclastdt L. Lanes, and Thomas C. Wilson,
“Are You Paying Too Much for that Acquisition,Harvard Business Review on Mergers and
Acquisitions 2001, pages 45 - 73.

DWT 15278141v1 0038936-001199



10

11

12

13

14

15

16

17

18

19

20

21

22

Joint CLEC/1
Ankum/21

the Commission’s mandate to promote the public interetcampetition. For
example, the public interest is best served by a Jitanath competitive market for
telecommunications services; yet it is in the Companm@grests to strengthen
their already dominant market positions in order toizedlenefits that justify the
merger. Given that CLECs rely on CenturyLink’s and eQiss wholesale
services to compete with the Companies, private and puabtiests diverge. This
is why, among other reasons, mergers between ILECs,asu€enturyLink and
Qwest, should raise serious concerns about the conspaegponsibilities in
wholesale markets and the continued viability of retainpetition. Specific
concerns about how this merger may harm the public intaresdiscussed in a

separate section below.

DO THE FEDERAL TRADE COMMISSION (FTC) AND DEPART MENT
OF JUSTICE (DOJ) REVISED HORIZONTAL MERGER GUIDELINES
(2010) HMG) PROVIDE THE COMMISSION WITH GUIDANCE?

Yes. While the focus of an FTC or DOJ antitruste® of the proposed merger
differs from and is narrower than the Commission’slgunterest evaluation, the
HMG provides useful guidance on how to assess varioua<laut forth by the
merging companies regarding the alleged benefits of theopedptransaction.
Specifically, the HMG stresses that “most merger ymml is necessarily
predictive, requiring an assessment of what will likélggppen if a merger
proceeds as compared to what will likely happen if it dae$® The HMG then

goes on to note that, in a merger analysis, there gngle uniform formula to be

2 FTC and DOJHorizontal Merger Guideline§or Public Comment, Released on April 20, 2010, at p.

1.
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applied, but “rather, it is a fact-specific process tigto which the agencies,
guided by their extensive experience, apply a range of aalybols to the
reasonably available and reliable evidence f2.]” These observations are
important because, as discussed in the testimony of BliesGand herein, the
applicants have provided insufficient information to condactfact-specific”
investigation of the likely outcome of the proposed mergéAs part of the
framework for the Commission’s predictive analysis, tdss below a number of
previous mergers that subsequently went awry and showakagapplicants made
claims similar to those made by Qwest and CenturyLinkjatestrating that the
mere promise of benefits in no way ensures that beneifltén fact ensue.) For
their part, the Companies’ near-total absence of faetnalysis is disconcerting,
given the far reaching implications of the proposed tidimsaand its potential
impact on a broad array of stakeholders, including CLEGH, the fact that the
Commission must ultimately make its public interest judgimbased on hard

facts provided by the applicants.

WOULD THE APPROVAL OF CENTURYLINK'S AND QWEST'S
SHAREHOLDERS SIGNIFY THAT THE MERGER IS IN THE PUBL IC
INTEREST?

No. Shareholders should consider only how sharehofleie will be affected,
which revolves mostly around the question of whethewiit increase future
earnings; obviously, shareholder value is but one comporientrach broader

and more complex evaluation necessary for a publicastdinding. In short, the

29

Id.
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Commission should not succumb to the belief that“ihmeisible hand” of the

market place will safeguard the public interest in this merge

C. A Cautionary Tale: Brief Review of Mergers that Went Aw

CAN ANYTHING BE LEARNED BY CONSIDERING THE OUTCO MES
OF OTHER RECENT MERGERS AND ACQUISITIONS INVOLVING
ILEC OPERATIONS?

Yes. The old adage that “those who do not heed @bsohs of history are
doomed to repeat them” readily applies to regulatory revielvEC mergers and
acquisitions. | believe it is crucial that the Comnaeisasconsider the proposed
Qwest-CenturyLink transaction in light of other, recen@rgers and acquisitions.
As | shall explain, there are several such caseshinohathe merging companies’
initial high expectations and promised public benefitsethito materialize, in

some cases instead leading to financial failure, inclu@Gimgpter 11 bankruptcies.

WHAT ARE POSSIBLY THE TWO MOST PROMINENT MERGERS
AMONG TELECOMMUNICATIONS COMPANIES TO RESULT IN
FAILURES?

There are two mergers that stand out: the acquisof MCl by WorldCom in

1998 and the acquisition of US WEST, a BOC, by Qwest in 2000.

WHAT HAPPENED IN THE WORLDCOM-MCI MERGER AND WHAT

WENT WRONG?
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WorldCom, which had its genesis in LDDS, experienced pitecis growth in
the 1990s, fueled largely by a series of acquisitirmjiminating in the $37
billion acquisition of MCI in 1998. Following the acquisiiothe company had
to file for Chapter 11 bankruptcy protection in 2002, aftetifgadestroyed much
of the shareholder value of both WorldCom and MCI.hilé&/the reasons for
WorldCom’s collapse are many, it can be explained it pgrthe failure to
successfully integrate the operations of the acquirethpenies. As the

Bankruptcy Court found:

Another challenge for WorldCom involved its integratiminacquired
assets, operations and related customer services. Regpidsions
can frustrate or stall integration efforts. Public reporand our
discussions with WorldCom employees, raise significquestions
regarding the extent to which WorldCom effectively egntated
acquired businesses and operatitns.

Q. WHAT HAPPENED IN THE US WEST-QWEST MERGER AND WHAT
WENT WRONG?
Qwest was founded in 1996 as a largely fiber-based comparsflimgsfacilities
along railroads of Southern Pacific Railroad to offeostty high-speed data
services. Like WorldCom, Qwest Communications grew aggrely through a
series of acquisition¥, positioning Qwest not only as a provider of high speed
data to corporate customers, but also as a rapidly-ggopriovider of residential

and business long distance services.

% Among the companies acquired were: Advanced Commumisat®orp. (1992), Metromedia

Communication Corp. (1993), Resurgens Communications G(©@p3), IDB Communications
Group, Inc (1994), Williams Technology Group, Inc. (1995), andSMFommunications Company
(1996).

31 Re: WORLDCOM, INC., et al. Debtor€hapter 11 Case No. 02-15533 (AJG) Jointly Administered,
First Interim Report of Dick Thornburgh, Bankruptcy Caaraminer, November 4, at p. 12.

Qwest acquired such companies as Internet service pr&igerNet in 1997, LCI, a long distance
carrier in 1998, and Icon CMT, a web hosting provide ais1998.

32
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In 2000, Qwest acquired US WEST. The total value of enesaction at the time
was considered approximately $40 billi&n.About ten years after the merger,
Qwest’'s market capitalization is now approximately $10oil** This represents

a stunning loss in shareholder vafde.

WHAT LESSIONS CAN BE LEARNED FROM THESE TWO MERGER S

IN EVALUATING THE MERGER AT ISSUE IN THIS CASE?

The lesson to be learned from the WorldCom/MCI and QW&SWEST mergers
is, among others, that an applicant’s ability to pgfetber a merger, get Wall
Street’s approval and shepherd a proposed transactiamgthtioe various steps of
an approval process, in no way demonstrates an abilisud¢oessfully run the
post-merger firm. Further, generic claims of “synesgigvhich, as | will discuss
in more detail later in my testimony, invariably accompatymerger proposals,
mean little or nothing unless they are adequately sultizsh by fact-based

analyses — and in the instant Application they sunedynat.

ARE THERE MORE RECENT ILEC MERGERS THAT THE
COMMISSION SHOULD PAY PARTICULAR ATTENTION TO WHEN
CONSIDERING THE CENTURYLINK-QWEST PETITION?

Yes. There are three major ILEC transactioniwithe past five years that |
think offer particularly sobering lessons to the Comroissas it considers

CenturyLink’s proposed acquisition of Qwest. In paracul am referring to:

33

34

35

Qwest 2000 Annual Report, at p. 1.
See Money.cnn.com, Ticker Q.

In 2000, Qwest boasted: “Qwest Communications Repsitsng Third Quarter 2000 Financial
Results While Successfully Integrating77 _Billion Company.” (Emphasis added.) See
http://news.qwest.com/index.php?s=43&item=1571
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e Hawaiian Telcom: The Carlyle Group’s acquisition of Verizon
Hawaii (renamed Hawaiian Telcom), followed by Hawailaicom’s
filing for Chapter 11 bankruptcy protection in 2008;

e FairPoint: FairPoint’s acquisition of Verizon’s operations in tharn
New England (Maine, New Hampshire, and Vermont), foldwby
FairPoint’s Chapter 11 bankruptcy filing in October 2009; and

e Frontier: Frontier Communication’s July 2010 acquisition of
approximately 4.8 million access lines from Verizon imafyrortions
of fourteen states, which is giving rise to cut-overyigms with back-
office and OSS systems reminiscent of the prior tansactions®

As | will demonstrate, the track record of these tygfamergers is not good. (Mr.

Gates discusses a different set of problems associgtethese mergers.)

HAVE YOU PREPARED AN EXHIBIT THAT SUMMARIZES THE
PROMISED BENEFITS AND ACTUAL OUTCOMES OF THESE ILEC
TRANSACTIONS?

Yes. My Joint CLECs/3, “The Promises vs. Redited Recent ILEC Mergers
and Acquisitions,” supplies a summary of the promised fitenand actual
outcomes of the Carlyle-Hawaiian Telcom and FairP@erizon transactions. In
addition, the Exhibit summarizes the more recent kepMerizon and
CenturyTel-Embarq transactions in the same mannergtextent possible given
that integration activities pursuant to these transastae still on-going, so that

their full impacts and outcomes have yet to be redlize

In each case, at the time the transaction was firgposed, the companies

involved made numerous claims and assurances concernin@ntie@pated

36

Frontier Communications, Fact Sheet dated 5/19/2009, ‘Eradddbmmunications to Acquire Verizon
Assets, Creating Nation’s Largest Pure Rural CommupitsitServices provider,” downloaded from
Frontier's Investor Relations webpage, http://phx.corgeiratet/phoenix.zhtml?c=66508&p=irol-
irhome

DWT 15278141v1 0038936-001199



10

11

12

13

14

15

16

17

18
19

20
21

Joint CLEC/1
Ankum/27

benefits of their transactions, in their FCC applmagi public press releases, and
testimony to state PUCs. My Exhibit summarizes thdaened benefits and
compares them to the actual outcomes realized to datthe areas of (1)
deployment of broadband and other new services, (2) sequality, both retail
and wholesale, (3) job creation, and (4) the financabibty and performance of

the company post-transaction.

WHAT DOES JOINT CLECS/3 SHOW?

Joint CLECs/3 shows the enormous gulf between thieipated benefits claimed
by company management in these types of ILEC transactmasthe ensuing
realities. In all cases, company management clainmed phoposed transactions
would spur accelerated deployment of broadband and othes@mices, create
jobs>” improve service quality and/or be seamless to custoinetsgding CLECs
relying on wholesale services obtained via OSS, and impghevpost-transaction
company’s financial stability and performance. Unfortulgatas the Exhibit
vividly shows, the reality has been far differentrtigalarly for the two earlier

transactions (Hawaiian Telcom and FairPoint). Thatcomes included:

e Little or no demonstrated progress in broadband deployment

» After its acquisition by Carlyle, Hawaiian Telcom addedly3,247 net
retail broadband lines from 2006 through 3Q 2808;

» FairPoint’s Chapter 11 reorganization plan includes delaybauks to its
broadband deployment commitments, and eliminates a cBysbmates

37

38

In the instant proceeding, | am not aware of aaynts of job creation made with respect to the
CenturyTel-Embarg merger, and in fact as noted in tiebx CenturyLink had cut approximately
1,000 jobs (out of a base of 20,000) by early 2010.

The 3,247 value is the difference between Hawaiidlcomes total retail broadband lines, as of
9/30/2008, 93,567, and, as of 12/31/2006, 90,320 (source: Hawaiiaml &Q2008 Form 10-Q at p.
23 and 2007 Form 10-K, at p. 50), respectively.
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so that customers may face higher rates; one Conamésin Maine
charged that “FairPoint has used the bankruptcy proceedmy as
opportunity to renege on its promises to Maine consunspexally in
the area of broadband build odt.”

e Severe declines in retail and wholesale service quality

» For Hawaiian Telephone, “very significant slow-dovimgall answer and
handling times in its customer contact centers andsimats
billing...;" °

» For FairPoint, triggering the maximum payment under VertradRetail
Service Quality Plan in 2009, and widespread disruptions toeshiel
customers due to OSS systems failures, order fall-cudsyanual
processing work-arounds;

e Net job losses rather than gains

» Hawaiian Telephone’s employment level had falleagproximately 1450
by March 2010, a 15% decline from its pre-sale level of 1700
employeed?’

» FairPoint’s Chapter 11 reorganization plan defers previoustystiated
raises in union contracts, and creates a task forog tmperating expenses
by millions of dollars®?

e Financial weakness and instability

» Hawaiian Telcom: Chapter 11 bankruptcy filing, December 20@®rted
annual rate of return as of June 2086229.3%;

» FairPoint: Chapter 11 bankruptcy filing, October 2009; VT Rubérvice
Board, “FairPoint’s actual performance throughout 2008 and 2068d
out to be worse than the Board's most pessimistiorgsions.*®

WHAT KIND OF OUTCOMES DO THE FRONTIER-VERIZON AND
CENTURYTEL-EMBARQ TRANSACTIONS APPEAR TO BE HAVING?

The Frontier-Verizon and CenturyTel-Embarq outcoraes largely pending

because those transactions are so recent, but theipeely indications are also

39

40

41

42

43

Dissent of Commissioner Viafades, MPUC Order 7/6/10.
Hawaii PUC Annual Report 2008-2009, at p. 58.

See Hawaiian Telcom Holdco, Inc. Form 10-A, filed &IP6 at p. 12 andHonolulu Star-Bulletin,
“Hawaiian Telcom Gets CEO.10/14/04.

Nashua Telegraph 2/9/10.
VT PSB Order 6/28/10 at p. 58.
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troubling. As noted in my Joint CLECs/3, Frontier's graion of the former
Verizon exchanges has been marred by recent whole&8ef@lures, ordering
delays, under-staffed Access Order centers, and troyidet reacklogs. These
problems are documented in detail in the testimony ofG&tes. Already, they
appear to belie Frontier's pledge that “this transactwihbe seamless for retail

and wholesale customer¥’”

For its part, CenturyLink portrays its ongoing integrat@nEmbarqg’'s ILEC
operations in 18 states as “highly succes&tahd “on track®® or even “ahead of
schedule*’ relative to some systems integration activities, lene lagain there are

signs of strain.

As Mr. Gates shows in his direct testimony, the CLEE€4elecom and Socket
Telecom have been dealing with EASE (OSS) system failurethe legacy

Embarq territories since late 2009.

ARE CENTURYLINK AND QWEST NOW MAKING THE SAME SORT S
OF CLAIMS CONCERNING THE FUTURE BENEFITS FROM THE
PROPOSED TRANSACTION AS THESE OTHER COMPANIES DID?

Yes. When | consider the proposed CenturyLink-Qwestger in this context,

what is particularly troubling to me is that so many tbé promises and

44

45

46

47

Frontier-Verizon FCC Application, Exhibit 1 (descrgsti of the Transaction and Public Interest
Statement.), at p. 4.

FCC WC Docket No. 10-110, Reply Comments of CentufyLinc. and Qwest Communications
International, Inc., filed July 27, 2010, at p. 10.

Id, at p. 9.

FCC WC Docket No. 10-110, Reply Comments of CentufyLinc. and Qwest Communications
International, Inc., filed July 27, 2010, Exhibit (Declarataf William E. Cheek), at | 2.
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assurances that CenturyLink and Qwest are making nowclares their merger
are highly similar to those made to regulators by the poonpanies, before their

transactions’ failures. Compare for example, th@vwalhg claims:

e Claims of a stronq track record of successful teleconioations acquisitions

» Carlyle Group: “Carlyle has a track record of succéssfu
telecommunications investments...”

» FairPoint: “FairPoint has long-term experience m tdlecommunications
industry. In fact, FairPoint has been acquiring telecamaoations
companies since 1993.%%

» Frontier: “Frontier has a strong record of succdblsiintegrating
acquisitions...”

CenturyLink-Qwest: “CenturyLink's management team has some of the
longest and most successful tenure in the industry with a proven track
record of successful mergers and acquisitiofts.”

e Claims that proposed transaction will acceleratedivand deployment

» Hawaiian Telcom: “In short order we will offer nesgrvices to our
customers, including expanded broadbard..."

» “FairPoint plans to increase broadband availability fianrent levels in
Maine, New Hampshire, and Vermont within twelve monter ahe
completion of the merger. >*

» “Frontier believes that... it can dramatically accaterbroadband
penetration in these new markets over tiftfe.”

CenturyLink-Qwest: “the transaction will help to accelerate deployment
of broadband services in unserved and underserved areas for both
residential and business customgts

48

49

50

51

52

53

FairPoint-Verizon FCC Application, at p. 17.

CenturyLink-Qwest’'s FCC Application, “Application F@onsent To Transfer Control,” filed May 10,
2010, at p. 10 (“CenturyLink-Qwest FCC Application”).

Carlyle Press Rel. 5/21/04
FairPoint-Verizon FCC Application, at p. 18.

Frontier-Verizon FCC Application, Exhibit 1 (Descripi of the Transaction and Public Interest
Statement), at p. 3.

CenturyLink-Qwest FCC Application, at p. 2.
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e Claims that transaction will be seamless and nonuglisve to customers

» FairPoint: “...will enhance service quality and promaimpetition..”>*

> Frontier: "this transaction will be seamless fdaleand wholesale
customers®

CenturyLink-Qwest:“The merger will not disrupt service to any retail or
wholesale customers’>®

e Claims that transaction will improve financial strengtid stability

» FairPoint: “the proposed transaction will ... improvis]overall financial
flexibility and stability™’

» Frontier: “the transaction will transform Frontlgy strengthening its
balance sheet®

CenturyLink-QOwest: “the transaction will... create a service provider
with improved financial strength and the financial flexibility to weather
the impacts of changing marketplace dynamic¥’..”

CENTURYLINK PROJECTS THAT IT WILL REAP $625 MILLION IN
ANNUAL OPERATING EXPENSE AND CAPITAL COST SYNERGIES
FROM 3-5 YEARS AFTER THE MERGER CLOSES. WERE HAWAIIAN
TELCOM AND FAIRPOINT ABLE TO ACHIEVE THE SYNERGIES
THEY ORIGINALLY PROJECTED IN CONNECTION WITH THEIR
MERGER/ACQUISITION TRANSACTIONS?

No, they were not. In the Hawaiian Telcom cds&n not aware of any specific

guantification of transaction synergies made by the gsut the time of their

54

55

56

57

58

59

FairPoint-Verizon FCC Application, at p. 18.

Frontier-Verizon FCC Application, Exhibit 1 (Descripti of the Transaction and Public Interest
Statement), at p. 4.

CenturyLink-Qwest FCC Application, at p. 37.
FairPoint-Verizon FCC Application, at p. 19.

Frontier-Verizon FCC Application, Exhibit 1 (Descrigpi of the Transaction and Public Interest
Statement), at p. 4

CenturyLink-Qwest FCC Application, at p. 2.

DWT 15278141v1 0038936-001199



O 00 ~NO Ul

10

11

12

13

14

15

16

17

18

19

20

21

22

23
24

Joint CLEC/1
Ankum/32

application for regulatory approvals. However, Carlyit teéll the Hawaii PUC
that it expected to realize operational efficienciesclgating new back office
systems located in Hawaii, to replace Verizon’s ceiagd] legacy systems. As

the Hawaii PUC stated at the time the transactias approved:

In re-establishing these functions, Carlyle plans ttaoepVerizon’s
numerous legacy systems with updated and flexible applcatio
systems. Carlyle specifically represents that it aghieve increased
economies of scale and improved operating efficienctes feplacing
multiple and duplicative systems with a single applizat?

As Mr. Gates describes in depth in his direct testynthe build-out of these new
systems went seriously awry, and contributed to thendiah downfall of the
company. Instead of producing synergistic operating eftic@snand cost
reductions, development delays and failures in the netesys caused Hawaiian
Telcom to incur millions of dollars of additional, unmipated operating
expenses. The company’s Form 10-Q SEC filing for the tnrarter of 2006
documents over $33 million in such incremental expensesubrtiie first nine
months of 2006, including $22.3 million paid to Verizon to cominusing its
systems after the planned cutover date, and another $1flichrfor “[t]hird-
party provider services and other services required asult odghe lack of full
functionality of back-office and IT system%.” The Form 10-Q filing explains
that:

Because BearingPoint was unable to deliver the expectesyfiém

functionality by the April 1, 2006 cutover date and hasioaet to be
unable to deliver full functionality, it has been neeegsfor us to

60

61

In the Matter of the Application of Paradise Mergéxsinc., GTE Corporation, Verizon Hawaii Inc.
Bell Atlantic Communications, Inc. and Verizon Sel&wrvices Inc. for Approval of a Merger
Transaction and Related Matters, Hawaii PUC Docket NeD13W, Decision and Order No. 21696,
March 16, 2005, at p. 48.

Hawaiian Telcom Communications, Inc. Form 10-Qgdfidovember 14, 2006, at p. 26.
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incur significant incremental expenses to retain thirdypadrvice
providers to provide call center services and other mgmoakssing
services in order to operate our business. To help rameedi
deficiencies we engaged the services of an internatistrategic
partner with expertise in general computer controls andhgeha
management as well as specific expertise with infaomaechnology
process controls. In addition to the costs of thirdypaservice
providers, we also incurred additional internal labor ¢astthe form
of diversion from other efforts as well as overtipay®

The filing goes on to say that the company expected tdincento incur
significant incremental systems-related costs througHatst quarter of 2006 and

on into fiscal year 2007

DID FAIRPOINT MANAGE TO ACHIEVE ITS CLAIMED
TRANSACTION SYNERGIES?

No. Like Hawaiian Telcom, FairPoint also fédllr short of its initial synergy
projections for the Verizon transaction, which wengddy driven by expected
efficiency improvements in back-office and OSS systemsan April 2007 filing
with the SEC, FairPoint stated that “FairPoint eatis that within six months
following the end of this transition period, which igexgted to occur in 2008, the
combined company will realize net costs savings on an ahas#s of between
$60 and $75 million from internalizing these functions omlatig these services
from third-party providers® In reality, FairPoint experienced severe operational
difficulties and cost over-runs during its post-transacefforts to integrate the

legacy Verizon exchanges into its back-office and OSSenys, as Mr. Gates

62

63

64

Id., at p. 26.

Id. at p. 26. Note that the company's Form 10-K filing year 2007 does not provide a similar
guantification of systems-related incremental experssesthe SEC’s “EDGAR” filings database does
not list a year 2008 Form 10-K for the company, presuniadatuse of its Chapter 11 bankruptcy that
year.

FairPoint Communications, Inc., Form S-4, filed ABri2007, at p. 14.
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documents in his direct testimony. By the time the mamy filed its Form 10-K
for 2009, it was forced to admit that:
Because of these Cutover issues, during the year endesnberc 31,
2009, we incurred $28.8 million of incremental expenses in doder
operate our business, including third-party contractor costs a
internal labor costs in the form of overtime payeT@utover issues

also required significant staff and senior managemergntain,
diverting their focus from other efforfs.

Once again, as in the Hawaiian Telcom case, thetfiattforecasted operating
efficiencies and synergies failed to materialize, amstead were replaced by
substantial, unanticipated expense increases, contributedyhtma FairPoint’s

financial distress and subsequent filing for Chapter 11 babgy protection.

Q. DOES FRONTIER APPEAR TO BE ON TRACK TO REALIZE T HE
SYNERGIES IT CLAIMED WILL BE PRODUCED BY ITS RECENT
ACQUISITION OF VERIZON EXCHANGES?

A. No, it does not, judging from the most recently-addégpublic information that |
have been able to review. In their joint Applicatimnthe FCC, Frontier and
Verizon stated “When fully implemented, Frontier exgetd yield annual
operating expense savings of $500 million” from the transaftioHowever,
Frontier’'s Form 10-Q filed May 16, 2010, already admits teagor unanticipated
cost increase with respect to systems integratiordteacts from those savings:

While we anticipate that certain expenses will be irexjrrsuch
expenses are difficult to estimate accurately, and exaged current

estimates. For example, our estimate of expected 201Galcapi
expenditures related to integration activities has t&cencreased

5 FairPoint Communications, Inc., Form 10-K, filed M2, 2010, at p. 16.

 Verizon Communications Inc. and Frontier Communicetic€orp., Consolidated Application for
Transfer of Control and Assignment of International and DomesticdBe2fi4 Authority May 28,
2009, Exhibit 1 (Description of the Transaction and Rublierest Statement), at p. 3.
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from $75 million to $180 million, attributable in large partdosts to

be incurred in connection with third-party software lisnsecessary
to operate the Spinco business after the closing of theyeme
Accordingly, the benefits from the merger may be aiffey costs

incurred or delays in integrating the compafifes.

WHAT CONCLUSIONS DO YOU REACH BASED ON YOUR
ASSESSMENT OF THESE PRIOR ILEC MERGER AND ACQUISITI ON
EXPERIENCES?
Based on my overall assessment of the prior ILE€ger and acquisition
experiences set forth above, my conclusions arellasv&
e Mergers and acquisitions involving the transfer and integratidLEC
local telephone operations carry a high degree of rig&ilofe, even

when implemented by highly-experienced management teaonsell-
financed companies;

e When pursuing these types of transactions, company managtmes to
overstate the anticipated benefits and understatesteeand
uncertainties;

e The integration of a Bell Operating Company’s ILEC operet, in
particular, can prove to be extremely expensive and dliffiand
integration failures can be so costly as to not onlyieéte the forecasted
transaction cost savings and other synergies, but te fiiagost-
transaction company under severe financial pressure.

Taken as a whole, | believe that these experiedee®nstrate that regulators
must be extremely skeptical of management’s pre-transaalaims and
assurances, and cognizant that such transactions involveificsigt

uncertainties and risks. From a public interest stamtpthose risks simply
may not be worth accepting, particularly because, as dsdysreviously, the

risks and gains are unevenly divided between shareholdershandroader

Frontier Communications, Inc., Form 10-Q, filed My 2010, at p. 56
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public interest, including captive customers, such as CLH@Gs economic
viability of CLECs may be threatened if things go awry, hutlike
shareholders, CLECs stand to gain little, if anythingtyef merger is successful
is successful from a shareholder standpoint. At amuim, this asymmetric
division of risks must be mitigated by establishing concosteditions, with
meaningful consequences for nonperformance, prior to tthasaction’s

regulatory approval.

A CENTURYLINK/QWEST MERGER IS LIKELY TO HARM
THE PUBLIC INTEREST

A. Overview

PLEASE PROVIDE A BRIEF DESCRIPTION OF THE PROPOSED
MERGER BETWEEN CENTURYLINK AND QWEST?

In this proceeding, CenturyLink, formerly CenturyTedeks approval for the
acquisition of Qwest Communications. The merger Bngastock swap of $10.6
billion. CenturyLink will also assume approximately $12idill in Qwest debt.
The overall value of the merger is about $22 billion. Weeged Company will
operate in 37 states, and serve some 5 million broadbastdnoers and 17

million phone lines.

DOES THIS REPRESENT AN EXTRAORDINARY GROWTH FOR
CENTURYTEL?
Yes. If the proposed transaction is consummatediu@érel will have grown

from a small rural company with about 1.3 million linesatnationwide company

DWT 15278141v1 0038936-001199
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of about 17 million lines — over the course of a meredahyears. The table

below, presented previously in the introduction, summauitsegrowth:

Access % of Post-
Year Lines® Merger Total
CenturyTel 2009 1,300,000 8%
Embarq 2009 5,700,000 34%
Qwest 2010 10,000,000 59%
Total 17,000,000 100%

As discussed previously, it is important to note that ¢ginowth is not the result of

superior product offerings and customer growth, but rathereasthi through

putting together a number of companies that were struggliaghold their own

in rapidly changing telecom retail markéts.

Q. DOES THE PROPOSED MERGER ENTAIL ANY SIGNIFICANT

BENEFITS OF VERTICAL INTEGRATION?

A. For the most part, this is a horizontal mergers moted, the proposed merger

seeks to integrate the operations of CenturyLink and QwAsievaluation of this

merger is further complicated by CenturyLink’s ongoing and, od yet,

incomplete efforts to integrate the recently acquireshb&q. Therefore,

assessing the synergies claimed with respect to CentktgLacquisition of

Qwest involves considerations of integrating the operatiof three incumbent

68

Line counts are taken from CenturyLink’s testimonyhe line counts in CenturyLink’s testimony

appear to be approximate line counts. See CTL/200, SE&HfE€TL/201; and CTL/300, Bailey/5.

69

http://ir.centurylink.com/phoenix.zhtml?c=112635&p=irol-

newsArticle_Print&ID=1422603&highlight;

http://investor.qwest.com/qtrlyearnings
70

for

Qwest,

Both companies, for example, continue to experiencesactine losses. For CenturyLink see

see, 2010ua@erly Earnings at

This does not mean that the companies are not dommartalesale markets and continue to control

the wholesale relationship with CLECs that requireeas¢o the Join Applicant’s network.
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LECs. That is, in essence, this case concerns a piralatiy horizontal merger
across the geographically separate serving areas of thoeenbent LECs,
CenturyTel, Embarq and Qwest, all three of which aregsly in the same line

of business in different service areas.

DOES THE FACT THAT CENTURYLINK IS SEEKING TO PUT
TOGETHER THE OPERATIONS OF THREE ILECS LIMIT THE
EXTENT TO WHICH SYNERGIES CAN BE REALIZED?

Yes. Because the proposed transaction would involvantegration of three
ILECs operating in different service areas, the ben#btis the potential merger
are necessarily limited, which may explain why Centurkland Qwest refer to
the alleged benefits in vague terms, like “capitalizing” ofkeveraging,”
“‘extending,” and so forth. Those vague assertions |eme wondering why,
under the right management, such benefits could notlueved by each of the

firms individually.

While mergers often fail to enhance shareholder values trer types of mergers
and acquisitions that tend to expand a company’s abiamnesservice offerings.
For example, when Microsoft acquired Forethought, whictl Haveloped a
presentation program, it allowed Microsoft to expand stste of software
programs to include Microsoft PowerPoint, and to evdiytumarket a powerful
bundle of programs, Microsoft Office, to students andnass users. Similarly,
Microsoft's acquisition of Visio Corporation, allowed tio further expand its
product line by integrating Microsoft Visio. | am not etgg that all of

Microsoft's dozens of acquisitions have been succesatd®r, | am illustrating

DWT 15278141v1 0038936-001199
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an essential difference between these acquisitidnys Microsoft and
CenturyLink’s acquisition of Qwest. While the Microsatquisitions are a clear
example of how an acquisition adds to a company skills @oducts that were
not previously present, the CenturyLink-Qwest merger iexample, for the
most part, of adding more of the same in the hope thaetbing better will

emerge, under the motto “Bigger is Better.”

It is unclear how putting together three ILECs, witbhainking landline base, is
going to result in a sustained turnaround, let alone sulztamerger benefits.
CenturyLink’s claims of merger benefits notwithstandithgre is little inherently
new or novel in the proposed combination of these ILE@sh largely

overlapping business models.

DOES THE MERGER APPEAR TO ENHANCE THE FINANCIAL
POSITION OF THE FIRMS?

No, not really. Looking at how financial markets rset® be responding to the
proposed merger, there hardly seems to be a flurrxateenent; in fact, rating
agencies have recognized the increased riskiness of thenpager firm’* Also,
using a traditional measure of the weighted averageotastpital (“WACC”), it
is not clear how the Merged Company is better positidneattract capitaf In
fact, given that the Merged Company would be no lesyg askl that CenturyLink

would be assuming Qwest’'s massive debt load, there isrreéasmonclude that

71

72

See the April 2010 ratings reports for CenturyLink issbgdvioody’s, Standard and Poor’s, and
Morgan Stanley, which were reproduced as the three exhibitdr. Bailey's direct testimony,
CTL/302, CTL/303, and CTL/304, respectively. (Attached leastJoint CLECs/7.)

See CenturyLink’s and Qwest’'s Response to Stath BRajuest No. 3, Oregon, Docket No. UM 1484,
showing an increase in the post-merger weighted averagefaasiital.
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financial markets will be less (rather than more) Hooiming in financing

CenturyLink’s future network expansions.

B. Vertical Effects

YOU NOTED THAT THE PROPOSED MERGER DOES NOT, ON ITS
FACE, REVEAL COMPLEMENTARY SKILLS AND PRODUCTS. DO ES
THIS SUGGEST THAT THE DRIVE TO ACHIEVE MERGER BENEF ITS
AND SYNERGIES WOULD INVARIABLY PIT CENTURYLINK
AGAINST ITS WHOLESALE CLIENTS, SUCH AS CLECS?

Yes. To justify the merger and the associatedsamfsintegration, CenturyLink is
promising regulators and shareholders merger benefiteatstl at about $625
million over a period of three to five yedrsAs noted, the premerger companies
are struggling to hold their own in changing telecom raetarkets and it is not
clear that the merger will soon, if ever, generatemeaes and profits to recoup the
upfront costs of integration. This raises concernsiabost cutting measures that

may negatively impact wholesale services.

Trimming wholesale costs not only saves money on sexviwg are not subject
to significant competition; it does so without the likelod of revenue
repercussions: i.e., the cost savings directly impréreebiottom line. That is,
there are added incentives to cut costs in segmenhe afoimpanies’ operations
that are not subject to competitive pressures: most nothaklyvholesale business

charged with meeting the Section 251 and Section 271 obligatioder the

73

See CTL/300, Bailey /6.
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Telecommunications Act of 1996. In sum, this dynamiacgdapost-merger

CenturyLink at odds with captive CLEC wholesale customers

SHOULD THE COMMISSION CONSIDER THE IMPACT OF THE
MERGER ON CLECS AND COMPETITION?

Yes. As discussed previously, a public interest revieguires consideration of
how the merger is likely to impact CLECs and competitiom fact, the
Commission has recognized this as a key consideratiore public interest
would be harmed if the competitive landscape becomesrtdidtby significant
cost cutting that causes a deterioration in wholes&evice provisioning.
Showing that these concerns are not idle, Mr. Gdisgsisses in more detail the
potentially harmful impact of the merger on the Mergesn@any’s provisioning
and how it could seriously impairas mergers have elsewherehe viability of

competitors.

HAS THE FCC NOTED THE IMPORTANCE OF CONSIDERING THE
IMPACT ON WHOLESALE SERVICES AND COMPETITORS?

Yes. Part of the FCC’s analytical framework @viewing mergers is to look not
only at the horizontal effects of a merger but also értical effects, related to
the post-merger impact on wholesale markets. Recognizengdtential harm a

merger may cause to competitors and competition itbelfFCC notes:

[w]e need to consider the vertical effects of the mergspecifically,
whether the merged entity will have mtreased incentiver ability

DWT 15278141v1 0038936-001199
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to injure competitors by raising the cost of, or discrimimgain the
provision of, inputs sold to competitofs(Emphasis added.)

As discussed above, it appears that CenturyLink may haugeeased incentive
as well as an increased ability to negatively impactaspetitors due to the

larger scope of its operations.

DOES THIS RAISE CONCERNS NOT JUST WITH RESPECT TO UNES
BUT ALSO SPECIAL ACCESS SERVICES?

Yes. Local competition remains critically dependen the availability of UNEs,
interconnection and special access services at reasorebt and terms. The
proposed merger may negatively impact the provision of @paccess services,
which are already being provisioned at unreasonably high aatesn terms and
conditions that are hampering competitorsin fact, in view of these concerns,
the FCC has recently decided to revisit its regulatafrepecial access services.

This merger may further unsettle special access markets.

ARE THESE CONCERNS ESPECIALLY IMPORTANT GIVEN TH E
SUBSTANTIAL AMOUNT OF DEBT CENTURYLINK WILL BE

ASSUMING BY ABSORBING QWEST?

74

75

76

In the Matter of A&T Inc. and BellSouth Corporatioflypplication for Transfer of Control,
Memorandum Opinion and Order, WC Docket No. 06-74, Para. 23.

See for example, United States Government Accountabiffice, Report to the Chairman,
Committee on Government Reform, House of Representafiedscommunicationd=CC Needs to
Improve Its Ability to Monitor and Determine the Extent of Coitipetin Dedicated Access Services
November 2006. GAO Repord).

In the Matter of Special Access Rates for Price Cap LBeehange Carriers AT&T Corp. Petition for
Rulemaking to Reform Regulation of Incumbent Local Exchange Carries Ra Interstate Special
Access ServicesWC Docket No. 05-25, RM-10593. The FCC conducted a workshogevising
special access pricing on July 19, 2010.
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Yes. CenturyLink is taking on an enormous amount dt @ad other risks, so
much so, that it is negatively impacting its creding{t’ This draws into question
the claim that the Merged Company would be a financiditgnger entity.

Moreover, to deal with this debt, and to placate shddel® and financial

markets, CenturyLink has stated that it will use ite ftash flow to pay down this
debt’® Given the dearth of information CenturyLink and Qureste provided to
support the alleged merger savings, CenturyLink’s statedtimmsrto pay off its

debt raises still more questions about its ability to pl®wand maintain quality
wholesale services and OSS to CLECs, not just fawis pre-merger operations
but especially for Qwest’s, which are subject to Sec®idl obligations. Again,
when asked to provide details supporting its projected mergeingsa

CenturyLink and Qwest respond that those savings haveeeotdalculated at a
detailed level or have not yet been develofe@ircular answers like “[t]he
combined companies regulated entities will benefit frgnesgies post merger in

the form of lower costs to the extent synergiesaatéeved,® are not reassuring,

77

78

79

80

See the April 2010 ratings reports for CenturyLink publisbg Moody's, Morgan Stanley's, and
Standard and Poor’s, which were reproduced as the thrdgitexio Mr. Bailey's direct testimony,
CTL/302, CTL/303, and CTL/304, respectively. (Attachedeteras Joint CLECs/7.) As Moody's
notes in its report (p. 1):

The negative rating outlook for CenturyTel reflects toasiderable execution risks in
integrating a sizeable company so soon after anothge Ecquisition (Embarq in July
2009) while confronting the challenges of a secular dedliriee wireline industry. The
negative outlook also considers the possibility thailGbmpany may not realize planned
synergies in a timely manner, especially if competiintensity increases.
See, for example, CTL/300, Bailey/24.
See my Joint CLECs/5 at p. 7; see also, for e.gtuBgnnk’s Response to Joint CLECs Fifth Set of
Information Requests, #JC-57 (“CenturyLink has nonesitdd synergy savings or one-time merger
costs by state”); and lowa Utilities Board Docket NoUSR)10-0006, CenturyLink’s June 16, 2010
Response to OCA Set 1, #13F (“Synergies were estimathd &atal enterprise level only and not by
entity or by state”); and June 29, 2010 Updated Response to &2CA, #13F (“No estimate of
synergies by Post Merger entity has been conducted.”).

CenturyLink Response to Joint CLECs Fifth Set érdmation Requests, #JC-145.
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much less credible evidence on which the Commissiarbeae findings that the
transaction is in the public interest. The absencaraf refusal to provide
anything approaching a detailed analysis of the Companies’ {®djenerger
savings leaves unaddressed the required comparison withbrof@und risks

posed by this transaction.

In sum, a major concern is that, under the pressutte débt load, the promises
of merger savings to shareholders and regulators, and sagnifntegration costs,
CenturyLink will be forced to cut costs when integrgtithe two companies,
leading to a degradation of services to wholesale custommeds harm to

competition. Worse, of course, is the possibilityt tigs merger could fail as so
many have, causing upheaval in wholesale markets and impaieitag

competition just when consumers need the beneftsmipetition most.

DOES MR. GATES DISCUSS A NUMBER OF MERGER CONDITIONS
THAT COULD SERVE TO ADDRESS CONCERNS ABOUT VERTICAL
EFFECTS?

Yes. As the FCC noted in previous mergers, econolyiedlicient access by
CLECs to the ILECs’ network elements serves to comstta ILECs’ ability to
exploit market power in wholesale markets to the dwtnt of competition in
downstream, retail markets. In view of this, it is of paramount importance that
the Commission take action to ensure reliable, nondistatory access to the

post-merger ILEC’s wholesale network elements and ssyimncluding action

81

For example, sem the Matter of AT&T Inc. and BellSouth Corporation Application faanEfer of
Control, WC Docket No. 06-74, Memorandum Opinion and Order, Dbeerdl, 2006, at Para. 60.

DWT 15278141v1 0038936-001199



10

11

12

13

14

15

16

17

18

19

20

21

Joint CLEC/1
Ankum/45

that safeguards the wholesale ordering and provisioning pescessrently in

place. Mr. Gates discusses conditions that sersentiportant purpose.

C. Horizontal Effects

IN ADDITION TO THE POTENTIAL HARM FROM VERTICAL
EFFECTS, IS THE MERGER LIKELY TO CAUSE HARM DUE TO
HORIZONTAL EFFECTS?

Yes. A merger of CenturyLink and Qwest reduces conipetih areas and for
services in which the companies compete. While, for rifwst part, the
companies operate in their own separate service aheas,dre some instances in
which they do compete. Cleary, a merger would elimiti@tecompetition, and

in doing so harm the public interest.

For example, as is evident from CenturyLink’s ownitesty, the companies
serve large numbers of exchanges that are adjacenis ikgeasingly common,
ILECs often set up CLEC subsidiaries through which tbeypete in adjacent
exchanges. For example, CenturyLink operates as a ChEKdinneapolis in
competition with Qwest? The merger will eliminate any incentives for this type
of competition between the two companies. The harm mdgct, be larger than
meets the eye in the sense that it eliminates notactsial instances of such

competition but alspotentialones.

IS THE ELIMINATION OF SUCH COMPETITION AND POTEN TIAL

COMPETITION IN LOCAL MARKETS TROUBLING IN LIGHT OF

8 Http://www.centurylink.com/Pages/AboutUs/CompanylnformamRegulatory/tariff
Library.js; sessionid=055C224C462B5CBOFDFO5EF67BB97A646E4E4AE78F.dotcomprd19
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THE FACT THAT LARGE SEGMENTS OF LOCAL EXCHANGE
MARKETS STILL LACK SIGNIFICANT COMPETITION?

Yes. The areas in which CenturyLink and Qwest are patesampetitors are
often largely rural and populated by captive ratepayers ¥t alternative
providers of local exchange service. Elimination of podénompetition in those

areas is therefore especially troubling.

E. Uncertainty and Harm Will Result If Merger Is Approved As
Filed
HAS CENTURYLINK SUBSTANTIATED ITS CLAIMS ABOUT T HE
TRANSACTION CAUSING NO HARM?
No. The basis for CenturyLink’s claim that the pyeed transaction will do no
harm is its repeated statements that there will b&mmediate” changes made
following the merger. For instance, CenturyLink states:
“Immediately upon completion of the Transaction, end-user and
wholesale customers will continue to receive servicenfiihe
same carrier, at the same rates, terms and corsléioch under the
same tariffs, price plans, interconnection agreememd, other

regulatory obligations asnmediatelyprior to the Transaction; as
such, the Transaction will be transparent to the cuests.*

What is important is what this statement doesinclude. Specifically, it does
not state how long customers will continue to recemerise under the same
rates, terms and conditions. Indeed, the footnote dflatvs the above statement
is very disconcerting:

In view of the current rapidly changing communicationarkeat,
any provider, including post-Transaction CenturyLink, must

Application, at p. 6 (emphasis added). See also, 10Dl Jones/8-9.
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constantly review its pricing strategy and product mix to nedpo
to marketplace and consumer demands. While rates, tancths
conditions will be the same immediately after then§eection as
immediately before the Transactioprices and product mixes
necessarily will change over time as marketplace, technology,
and business demands dictateThe affected entities will make
such changes only following full compliance with all apable
rules and laws. (Emphasis added.)

A fair reading of CenturyLink’s Application and the compesii supporting
testimony indicates that changes will indeed take péaug yet there are no
specifics about what those changes might be or how dmh wthey might be

made.

DO THE COMPANIES’ REPRESENTATIONS REGARDING
TRANSPARENCY SATISFY THE PUBLIC INTEREST STANDARD?

No. The companies’ vague and limited representatioasnganingless, and
certainly fail to demonstrate that the public intere#itbe protected. Obviously,
CenturyLink could implement changes within months, weekgven days after
closing the transaction and still purport to have madléimmediate” changes.
For example, shortly after the transaction closks, Merged Company could
implement layoff& or require that CLECs re-negotiate all “evergreen” ICAs
using CenturyLink’s template ICA or attempt to changeeQug OSS. As I

discussed earlier in my testimony, the Commission’sgareapproval authority

84

According to the Associated Press, Qwest already maddicant job cuts last year on a
territory-wide basis, “decreasing its work force by 8.5cpst last year, or roughly 2,800
positions.” See “Qwest Q4 profit falls 39 percent”, Februda6, 2010 at
http://www.oregonlive.com/business/index.ssf/2010/02/qwest_q4_profit 38llperce.html

; also, according to Timothy Donovan, president of Local 720@hef Communications
Workers of America, based in Minneapolis, about 6,000 woikerdikely to lose their jobs.
See, “CenturyTel-Qwest deal is a rural double-dow&tar Tribune April 22, 2010.
http://www.startribune.com/business/91876019.html
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under Oregon law is intended to ensure that mergeraaitee ipublic interest.
This important authority certainly does not contemplgipraval of a merger
based on the vague, limited assurances offered by th@&uoes. The bottom
line (and the reason why the proposed transaction isobifoncern to CLECS) is
that the proposed merger provides absolutely no cert@ntyholesale (or retail)
customers and the Companies have provided no meaningful asstinahdhe
transaction will not harm wholesale customers in @west or CenturyLink

territories.

GIVEN CENTURYLINK'S CLAIM OF BUSINESS AS USUAL
“IMMEDIATELY” FOLLOWING THE TRANSACTION, WHY DO YOU
BELIEVE THAT CHANGES WILL BE MADE?

Because CenturyLink has stated that changes arangom For example,

CenturyLink’s witness Mr. Hunsucker states:

...upon merger closing, there will be no immediate charnges
Qwest’s or CTL’'s Operations Support Systems. The meger
intended to bring about improved efficiencies and praciicesl
parts of the combined company, sbanges could be expected
over time However, any changes will occur only after a thorough
andmethodical review of both companies’ systems and processes
to determine the best system to be usad go-forward basis from
both a combined company and a wholesale customer
perspectivé>

Though CenturyLink has put CLECs on notice to expect chargesturyLink

has provided no detail about what will change, when it ehiange or how

85

CTL/400, Hunsucker/8-9 (emphasis added). See also, Cemtufyorm S-4/A, July 16, 2010, at p.
16 (“There are a large number of systems that mushtegrated, including, billing, management
information, purchasing, accounting and finance, salegtolbaand benefits, fixed asset, lease
administration and regulatory compliance.”)

DWT 15278141v1 0038936-001199
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CenturyLink will determine which is the “best systéito use. This is
particularly problematic when it comes to OSS becaudg Qwest’s existing
systems (i.e., not CenturyLink’s existing OSS) have kested under a Section

271 review.

CENTURYLINK GOES EVEN FURTHER AND CLAIMS THAT TH ERE
ARE NO “POTENTIAL HARMS THAT COULD RESULT FROM THE
MERGER.”®" IS THIS TRUE?

No. As discussed previously, this merger poses a suladtask of harm to
CLECs and competition based on (1) the nature and hisfomyergers such as
this; (2) the prospect of cuts aimed at achieving the enorsymesgies claimed
by the Companies; and (3) the inherent competitive disineemd providing
quality wholesale services to carriers with whom therdd¢d Company will
compete. The potential for substantial harm is furtileistrated by the
bankruptcies and system meltdowns that have transpiréaeinvake of recent
mergers. Contrary to CenturyLink’s claim, thene unquestionably “potential

harms that could result from the merger.”

86

87

To my knowledge, CenturyLink has not provided any sulistardetails about the “methodical
review” or what it means to perform the review fréboth a combined company and a wholesale
customer perspective.” When asked about this in disco@egiuryLink provided little additional
detail, other than to say that “[i]t has not been deiteed whether third-party testing will be included
in the assessment process.” CenturyLink Responsé GbECs Fifth Set of Information Requests,
No. JC-53a. In a nutshell, CenturyLink’s responséna it will evaluate the different systems and
processes, take input from interested CLECs, and thentbaizision on “operational efficiencies for
the Company [CenturyLink], in general.” CenturyLink Resse to Joint CLECs Fifth Set of
Information Requests, No. JC-53b. If CenturyLink idytrconcerned about the “wholesale customer
perspective,” then CenturyLink will not replace Qwestiésting OSS post-transaction. As evidenced
by the CLEC proposed conditions, it is clearly the ClEfierspective that Qwest’s existing OSS is
preferable to existing CenturyLink OSS.

CTL/100, Jones/19 (emphasis added).

DWT 15278141v1 0038936-001199
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For instance, despite CenturyLink’s best effortst ittempts to integrate any
OSS or other systems from the CenturyLink region to €pweegion and such an
attempt fails (like in the case of FairPoint), CLE@suld likely suffer substantial
harm. As another example, the Companies’ projectedrgigseand one-time
integration costs pose a serious threat to the pubécesit in at least two respects.
First, the pressure to achieve their estimated $625 mili@ynergies may drive
cuts or inattention to the provision of quality wholesaevises, including OSS
used to support those services. Second, failure to achsegstimated synergies
or higher than expected integration costs could seriomspede the Merged
Company’s ability to pay down its debt, attract capital arake the investments
necessary to ensure adequate service. The free casthib@enturyLink claims
it will use to reduce debt and invest in its network iseldaon its estimated $625
million in operating and capital synergies, along with estimated $650-$800
million in one-time operating costs and $150-$200 million in-tme capital
costs® However, if CenturyLink fails to achieve those synesgor if its
integration costs significantly exceed the estimatkesgite CenturyLink’s best
efforts to achieve these targets), its ability to paywrmaebt will be diminished,
thereby leaving the merged company highly leveraged and pditentiable to
make the needed investments to maintain service quality oditidends to

satisfy shareholders.

88

See e.g., CTL/300, Bailey /6 and Bailey/6, fn. 5.

DWT 15278141v1 0038936-001199
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HAS CENTURYLINK ACKNOWLEDGED THE POTENTIAL FOR
HARM RELATED TO FAILING TO ACHIEVE ESTIMATED SYNERG Y
SAVINGS?
Yes. CenturyLink made this very point to the SEC asdlitareholders when it
stated that the inability to successfully integrate Qveesl CenturyLink could
prevent CenturyLink from:
achiev[ing] the cost savings anticipated to result froe mherger,
which would result in the anticipated benefits of thegae not being
realized in the time frame currently anticipated orllat’a
CenturyLink also acknowledges potential harms or “irdegn-related risks”

associated with beginning the integration of Qwest befbee integration of

Embarq is complet®.

HAS THE FCC PREVIOUSLY REJECTED CLAIMS THAT THER E ARE
NO POTENTIAL HARMS RESULTING FROM A MERGER OF THIS
TYPE?

Yes. When evaluating the SBC/Ameritech merger —eagar involving two

ILECs —the FCC found harm resulting from the transadaticdhree areas:

89

90

CenturyLink SEC Form S-4A, filed July 16, 2010, at p. 17. @ghink had supplemented its
Application with its original Form S-4 filing made June 4, 2086¢ CenturyLink’s June 11, 2010
Letter to the Oregon PUC in this proceeding.

CTL/300, Bailey/21 (“Q. Does the merger with Qwestiude incremental financial risks because the
Embarq transaction was only consummated at the end of 200@? A. CenturyLink believes that the
integration-related risks are manageable for sevemdors. ...”). See also, the "Risk Factors”
discussion found in CenturyLink’s SEC Form S-4A, filed Jifly 2010, identifying, among others, the
following as merger-related risks: (1) “substantial expeirsesnnection with completing the merger
and integrating the business, operations, networkssmagsttechnologies, policies and procedures of
Qwest with those of CenturyLink”; (2) “CenturyLink expetdtscommence these integration initiatives
before it has completed a similar integration of itsibess with the business of Embarqg, acquires in
2009, which could cause both of these integration inigatio be delayed or rendered more costly or
disruptive than would otherwise be the case”; (3) “theilityabo successfully combine the businesses
of CenturyLink and Qwest in a manner that permits thebooad company to achieve the cost savings
anticipated to result from the merger, which would reisuthe anticipated benefits of the merger not
being realized in the time frame currently anticipatedtall.” S-4A, at pp. 16-17.

DWT 15278141v1 0038936-001199
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e It removes one of the most significant potential pgréints in each of the
applicant’s local markets, for mass market and enterptistomers

e |t substantially reduces the ability of regulators to enpént and oversee
the market-opening provisions of the 1996 Act because theyatulit
compare the practices of BOCs and ILECs is diminished;winicreases
the incumbent’s market power

e It increases the incentive and abilty of the Merged Caowpéo
discriminate against its competitors, particularly witdspect to the
provision of advanced services.

The FCC found that these harms would have been fathetmerger application
but for the extensive list of conditions that werecpthon the merger to offset the

harm®* The harms identified by the FCC apply to the proposetséction.

ARE THERE OTHER REASONS TO TAKE ISSUE WITH
CENTURYLINK’S AND QWEST’'S CLAIM OF “NO HARM"?

Yes. The uncertainty surrounding the potential meager what may take place
afterward is causing significant uncertainty for CLE@#ich in and of itself,
causes harm. CLECs need certainty to plan their busmessl make prudent
investments, and the proposed transaction results imtamtg in virtually every

aspect of the CLECs'’ relationship with the Merged Company.

F.  Harm Due to a Lack of Certainty (Business Planning)

IS THERE A GENERAL NEED FOR CERTAINTY IN BUSINESS

RELATIONSHIPS?

91

In re Applications of AMERITECH CORP., Transferor, and SBC GIOMICATIONS INC.,

Transferee, For Consent to Transfer Control of Corporations Holdingriesion Licenses and Lines
Pursuant to Sections 214 and 310(d) of the Communications Act and Part28, 23, 63, 90, 95

and 101 of the Commission’s Ryl&C Docket No. 98-141, Memorandum Opinion and Order, 1 348-
349.
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Yes. In a general sense, when a business relies uporemamotfiness for
services or parts, it is critical to have a contraciplace that is specific and
unambiguous. For instance, if Ford is purchasing tirestfowehicles from
Firestone, it is very important for Ford to know anttlerstand what type, size,
quality and quantity of tires will be delivered to each nfacwring plant and
when. Not surprisingly, the cost of the tires isoalaportant for Ford in setting
the prices for vehicles. If Firestone announced thatas being acquired by
Tires, Inc. (a fictional company) on December 31, 2010, kardld likely ask
Firestone a litany of questions about what Ford coujoeet in 2011 — e.qg.,
whether Firestone will deliver the same type and sizeées Ford needs, whether
the quality of the tires will be the same, whethertttes will be delivered to the
manufacturing plant in a timely manner, etc. If Rinee came back to Ford and
said “we don’'t know and won't know until 2011”, Ford would (arstooking to
another tire supplier that can provide more certaiffyaék Firestone to provide
commitments that can be relied upon in 2011, or (c) botte pbint is that Ford
would demand certainty so that it could continue to produb&les and deliver
them to the showroom. Likewise, CLECs — who rely loBQ-provided services

— need certainty in order to deliver their services tdabal market place.

DO CLECS HAVE THE SAME OPTIONS WITH REGARD TO
SUPPLIERS AS FORD DID IN YOUR PREVIOUS ANALOGY?
No. Unlike Ford, the CLECs cannot shop elsewherettie critical wholesale

services they purchase from the ILECs in the Comparee®dries. That means

DWT 15278141v1 0038936-001199
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that certainty in relation to the services CLECs puwselfeom ILECs is even more

important.

HAS CENTURYLINK ACKNOWLEDGED THE HARM THAT RESULT S
FROM  UNCERTAINTY RELATING TO THE PROPOSED
TRANSACTION?
Yes. Inits Form S-4A filing (at page 16) CenturyLin&tst:
In connection with the pending merger, some customersrators
of each of CenturyLink and Qwest may delay or defer datssi
which could negatively impact the revenues, earnings, dawis f

and expenses of CenturyLink and Qwest, regardless dherhihe
merger is completed.

CLECs are wholesale customers of Qwest and Centuryhimt,CenturyLink is
correct that the pending merger can result in delayetefarred decisions from
these wholesale customers. And while CenturyLinkuses on the potential
negative impacts on revenues, earnings, cash flows andisegef Qwest and
CenturyLink resulting from this uncertainty, CenturyLingnores that this
uncertainty also could cause negative impacts on CLEEnhues, earnings, cash
flows and expenses. Likewise, in its recent Reply Cenimto the FCC,
CenturyLink states that, “the transaction will bringiah-needed stability to the
incumbent local exchange carrier (‘ILEC’) sectd'hut ignores that CLECs also
need stability and that the proposed transaction cawsesesincertainty for
CLECs. Because the Merged Company will be pursuing meetpted synergy

savings for a three-to-five year period after the merder,uncertainty for the

92

FCC WC Docket No. 10-110, Reply Comments of CentufyLinc. and Qwest Communications
International, Inc., filed July 27, 2010, at p. 9.
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Merged Company’s CLEC wholesale customers will continedl seyond the

date of merger approval.

HAS THE COMMISSION SEEN REPRESENTATIONS SIMILAR TO
THE COMPANIES’ THAT CERTAIN DECISIONS WILL NOT BE MA DE
UNTIL AFTER THE MERGER CLOSES BEFORE?

Yes. In this proceeding, the Companies have on dopérissues, in initial
testimony and in discovery, said that the relevant @ewshave not been made
yet and will not be made until after the merger. Thed been the Companies’
response on almost everything — from which OSS will be us&fegon to the
staffing levels and potential headcount reductions thatounayr post-merger in
the wholesale services support centers for Oregon arel delgacy Qwest

territories.

HAVE YOU PREPARED AN EXHIBIT TO DEMONSTRATE THE
SIGNIFICANT UNCERTAINTY FACING CLECS DUE TO THE
PROPOSED MERGER?

Yes. Attached as Joint CLECs/4 is a table whidis sany of the important and
customer-impacting issues that should be examined imndeirg whether the
proposed transaction will cause “no harm” (e.g., systeregration, operations
integration, performance assurance plans, wholesals, ratc.) and matches that
list to what the Companies have said about those issugiscovery responses.
This exhibit shows complete uncertainty post-transactinimportant issues
such as OSS integration, billing systems integration, BE§%tems, provisioning

intervals, wholesale customer service, change manageprecess, network

DWT 15278141v1 0038936-001199
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investment, just to name a few. In each area, thempaaies were unable or
unwilling to provide any plans or describe any changes thatak# place — other
than to say,we’ll let you know after the merger has been approved
Unfortunately, that is too late. The Companies must dstrate now that the
proposed transaction will do “no harm” and they haviedato demonstrate that

as evidenced by this exhibit.

FAILURE TO PROVE BENEFITS RESULTING FROM
MERGER

CAN THE COMMISSION VALIDATE CENTURYLINK'S CLAIMS OF
BENEFITS RESULTING FROM THE MERGER?

No. Although CenturyLink has identified numerous allegpeshefits from the
proposed transaction, it has substantiated none of.tHa discovery in Oregon
and other states undertaking merger reviews, various partksling CLECs,
commission staffs and consumer advocates asked thpa®aes about their plans
regarding the alleged benefits, and in every instanceCtmepanies have stated
that they have no plans and/or that plans cannot be geeelontil after the
transaction is approved. Againge’ll let you know after the merger has been
approved To demonstrate this point, | developed Joint CLECs/®hvisi a table
that lists the alleged benefits resulting from thegeeclaimed by the Companies
and matches that list to what the Companies have saidt dhose alleged
benefits in discovery responses. In each instaness th no substance supporting

the alleged benefit. By way of example, despite regaealaims about benefits

DWT 15278141v1 0038936-001199
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related to broadband and IPTV deployment as a resulbefntergef? when
asked about its post-merger plans, CenturyLink was unalpietide any details
(i.e., no plans for rollout, no projection, no tinmg) and, in fact, CenturyLink
explained that it does not even know whether the Qwestork is currently
capable of supporting the advanced services deployment thatir@zenk has
identified as a benefit of the mergér.Obviously, if the Qwest network is not
capable of providing the advanced services that Centurylonks,t then the
alleged benefit of IPTV/advanced services deploymentneillbe realized post-
transaction (or will be delayed indefinitely while the @esary upgrades can be
made — a likely scenario given that the Merged Compatlybeifocused on
integration efforts and debt reduction post-merger). Myt JOLECs/5 shows the
same results for other alleged benefits, including nétworestment, free cash
flow, debt repayment, synergies, improved access tdatapnplementation of
CenturyLink’s go-to-market model, and others. | was unébl®cate a single

alleged benefit that CenturyLink could substantiate Vatts.

WHAT WOULD THE COMPANIES NEED TO SHOW TO
SUBSTANTIATE THESE BENEFITS?
The FCC has applied the following criteria for detgring whether a claimed

benefit is cognizable:

93

94

See, e.g., Application at pp. 3, 13, and 16.

See my Joint CLECs/5 at pp. 1-4, and CenturyLink Regptm®©R UTC Staff Data Request #33,
CenturyLink Response to IA OCA Data Request #004A, and Gk response to WA UTC Staff
Data Request #52 (“Once the transaction closes, av@fithe marketplace will be done to determine
needs of the [Oregon, lowa, Washington] market. This peoeéso includes an assessment of the
capabilities of existing Qwest infrastructure necessaisupport advanced communications, data, and
potentially entertainment services the combined compaay chose to rollout in the future...”).

DWT 15278141v1 0038936-001199
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1. “the claimed benefit must be transaction or mergecipdi.e., the claimed
benefit ‘must be likely to be accomplished as a restithe merger but
unlikely to be realized by other means that entail feamticompetitive
effects’)”.

2. “the claimed benefit must be verifiable”, which reqsirdpplicants to
“provide sufficient evidence supporting each claimed benéfiand allows
discounting of “benefits that are to occur only in thestatt
future...because...predictions about the more distant futurenaerently
more speculative than predictions about events thatgpected to occur
closer to the present” and

3. “marginal cost reductions [are more cognizable] than resluetn fixed cost”
because “reductions in marginal cost are more likekesalt in lower prices
for consumers®

DO THE COMPANIES’ ALLEGED BENEFITS MEET THESE
CRITERIA?

No. None of the alleged benefits are “verifiableécause no evidence was
provided to support the benefits; rather, the Companies malseipported
predictions about what may transpire in the distaturé. To the contrary, the
available evidence casts doubt on whether the allegeditsewdl actually be
realized. The alleged benefits also fail to satisfyRG&’s three-part criteria for
other reasons. For example, the alleged benefit addirand deployment does
not meet the first prong (merger specific). Legacy Qwas deployed broadband

to 86% of its customer8. To expand this deployment, Qwest filed an application

in March 2010, for federal stimulus grant from the Broadbaitiatives Program
(BIP) “to extend broadband at speeds of 12 to 40 Mbpsrad communities

throughout its local service region.” Qwest has st#bat “[t|he Transaction will

95

96

In the Matter of Applications Filed for the Transfer of ControEafibarq Corporation to CenturyTel,
Inc, WC Docket No. 08-238, Memorandum Opinion and Order, releakete 25, 2009
(“CenturyTel/Embarg Merger Ordgr at q 35.

Integra, et al., Comments, WC Docket No. 10-110, at pcifidg Joint Applicants’ FCC Application
at13.
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not have any impact on this reque¥t.” What this means is that advanced
deployment in Qwest’s legacy territory is not mergercgme Qwest is pursuing
it independent of the merger. The Communications WerkerAmerica (CWA)
agreed with this assessment in their comments to thé && the proposed
transaction:
Although the Applicants claim that the proposed mergémesult
in accelerated broadband deployment and increased bandwidth,
they provide no concrete, verifiable broadband commitsaemhe
Applicants do not indicate the number of new households)l sm
businesses, or anchor institutions that will have acces

broadband; the upgraded capacity that will be delivered;thwer
new markets that will be served with IPTV expansfon.

When CenturyLink was asked specifically about the third gpreme., to identify
the marginal cost reductions resulting from the mergent@yLink responded:
“Those cost savings are not broken out between fixed asgimal cost.*® As
such, it is impossible to tell what portion, if any,tbé estimated synergies would
result in lower prices for consumers, and in turn, isgiade for the Companies to
substantiate benefits under the third prong. If the Compasaesot provide
reasonable verification that their alleged benefatisgy the FCC's test, the

merger should not be approved.

97

98

99

See, e.g., Direct Testimony of Mark S. Reynolds, BEkMSR-1T, Washington UTC Docket No. UT-
100820, May 21, 2010, at p. 10. Qwest described its grant applicatimore detail in response to
Montana Consumer Counsel Data Request 58: “Qwest Comogafiroject proposes deployment of
High Speed Access within its current 14-state ILEC footpridwer 500,000 living units (LUS) in [the
14 states] will be served with speeds ranging up to 40 Mbps tleans About 90% of the LUs
proposed for new or upgraded broadband service are in raesl.aAnd, if funded, the project’s $467
M investment will create more than 23,000 jobs for laaadnomies in the 14 states...” Again, this
project is being pursued independently of the proposed ttamsac

Comments of Communications Workers of America, Wick2t No. 10-110, July 12, 2010, at p. 13.
CenturyLink Response to Joint CLECs Fifth Set érdmation Requests, #JC-59a.
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HAVE THE COMPANIES IDENTIFIED ANY BENEFITS THAT WOULD

ACCRUE TO CLECS FROM THE MERGER?

No. CenturyLink has not identified a single direct Bierteat would accrue to

CLECs. CenturyLink’s Application makes a sweeping stet® that it is seeking

expedited approval so that “consumer, business, and walte®leastomers and

shareholders” will all benefit sooner from “the candal firm['s] greater financial
strength and flexibility to compete” and “significant aomies of scale and
scope” it claims the transaction would create — bubisense does it explain how

CLECs would benefit from these alleged chansTo my knowledge, the only

place in the instant proceeding where a CenturyLink or Qwitsess discusses

benefits to wholesale customers is in the following Q&om Qwest’'s withess

Ms. Peppler:

Q PLEASE SUMMARIZE HOW WHOLESALE CUSTOMERS
WILL BENEFIT FROM THE MERGER TRANSACTION.

A. The additional financial resources, combined netwoplacity and
geographic reach afforded by the merger will allow the coatbi
company to continue to serve wholesale customers by prgwdin
much broader footprint than either company can currenfdy of
independently. For example, as the demand for broadbaniésgire
services has mushroomed, the need for additional fibecitapa
serve cellular tower sites (often referred to aglss backhaul)
has increased dramatically. As noted above, Qwesesdy
committing significant resources to serve the incréasmand

from wireless carriers in its region, and the comthiastity will
possess the resources to continue this investiffent.

The first sentence of the answer does not identify angflbenFirst, it simply
says that the Merged Company will “continue to servewthelesale market” —

something that would occur independently of the proposedattaos. Second,

100" Application at pp. 22-23.

Qwest/1, Peppler/23. CenturyLink’s Application also makesssing reference to “deploy additional
fiber-to-the-cell-tower capabilities...” at p. 13.

101
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the reference to the size of the Merged Company’'s foutgfgeographic
reach”) does not translate to benefits to wholesalstotners unless the
efficiencies that come along with that larger footpant realized by the local
market as well — such as lower transaction costs @diws footprint. The
remainder of the answer applies to fiber to cell toweis claim that, even if
substantiated, relates to benefits that would accruelyanfenot solely to the

Merged Company, and not to CLECSs.

HAVE CLECS RECEIVED ASSURANCE THAT THEY WILL SHAR E IN
ANY MERGER RELATED SAVINGS?

No. Take the larger footprint discussed aboveraexample. Due to this larger
footprint, and associated alleged economies, the Metgadpany is expecting
$575 million in annual operating cost savings (from such sowsesorporate
overhead, network and operational efficiencies, IT suppuneased purchasing
power) and $50 million in annual capital expenditure savitisAs a result of
these synergies (the realization of which is speadptihe cost-structure of the
combined company would decline. This should, in turn, résudtwer rates for
network elements and interconnection leased by CLECause these cost-based
rates should reflect the reductions in forward-looking sassulting from the
merger-related synergy savings. However, when askee iMdrged Company
would adjust its cost-based wholesale rates to reftese cost savings,

CenturyLink replied: “CenturyLink has not evaluated or healcany conclusions

192 CTL/300, Bailey/14, Qwest/1, Peppler/12.
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concerning this issue at this time®® And without a concrete commitment that
allows CLECs to rightfully share in the cost-savingge tombined company
achieves, this will undoubtedly be very low on Centurylsngriority list post-
transaction. The end result is that the Merged Compaillyenjoy a cost
advantage over its competitors, which is the anthedithe federal pricing

standards for network elements and interconnection.

Another example is transaction costs. As the MkrGempany integrates its
business across its 37 state serving territory, transactosts for the Merged
Company should decrease as its service offerings, pracysiems, etc. become
increasingly uniform. By way of example, whereasobefthe transaction both
Qwest and CenturyLink would have negotiated (and potentiathitrated)

interconnection agreements with a CLEC like tw teleczeparately, after the
transaction, the combined company could negotiate witlCtlEeC in a unified

fashion (similar to how CenturyLink currently negotiatesd aarbitrates

agreements for its separate rural and non-rural a#fd)at This lowers the
combined company’s wholesale transaction costs, and uhisdsenefit is shared
by CLECs, it will create a competitive advantage fog tombined company

which already enjoys more bargaining power than the CLECAnnegotiations.

RECOMMENDATIONS AND CONDITIONS

WHAT IS YOUR RECOMMENDATION WITH RESPECT TO THE

PROPOSED TRANSACTION?

103 CenturyLink Response to Joint CLECs Fifth Set ééimation Requests, #JC-59b.
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| recommend that the Commission deny the mergera@gsoped. The Companies
have not met the “no harm” public interest standard uftegon law and have
failed to materially substantiate the alleged benéfits the merger. However, if
the Commission nevertheless approves the merger, ulicshilm so only if the
transaction is subject to robust, enforceable conditiomnsure that the proposed

transaction ultimately serves the public interest.

In addition to the conditions discussed by Mr. Gatesedommend that the
Commission impose the conditions discussed belowfullAset of conditions is

provided as Exhibit Joint CLECs/16 to Mr. Gates testimony.)

A.  Wholesale Service Availability

PLEASE IDENTIFY THE PROPOSED CONDITIONS RELATING TO
WHOLESALE SERVICE AVAILABILITY.

There are nine conditions in this category — condstibng, 8, 9, 10, 12, 14 and 28
(the numbers correspond to the full list of conditidaand in Exhibit Joint
CLECs/16):

e Condition 1 provides that the Merged Company will make akialand not
discontinue for the Defined Time Period any wholesalgiceroffered to a
CLEC at any time between the merger filing date and lt®ng date (except
as approved by the Commission).

e Condition 6 provides that the Merged Company will assumetaie
assignment of all obligations under Qwest’s “Assumed éagpents” (which
includes Qwest’s interconnection agreements, commeagedements and
tariffs) and AFOR plans without requiring the wholesalstomer to execute
any documents to effectuate the assumption or assignrierther, this
condition also states that the Merged Company shaill ahd not terminate or
change the rates, terms and conditions under thenfexss Agreements for at
least the Defined Time Period (or until the expiratiotedavhichever is
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longer) unless requested by the wholesale customer oreddw change of
law. Finally, this condition also states that the ¢§fsl Company will offer
Commercial Agreements in CenturyLink legacy ILEC teryitat prices no
higher and time periods no shorter than those offeretthe legacy Qwest
territory.

Condition 8 states that the Merged Company will alloveesions of existing
interconnection agreements for at least the Defined Heriod (or expiration
date whichever is later).

Condition 9 states that the Merged Company will alloquesting carriers to
use its pre-existing ICA as basis for negotiating a Wé#®. For ongoing

negotiations, this condition states that the existingonations draft will

continue to be used for negotiations and that CenturyLitlknet substitute
negotiations proposals made prior to the closing date @eéhturyLink’s

negotiations template interconnection agreement.

Condition 10 states that in the CenturyLink ILEC tersifothe Merged

Company will allow a requesting carrier to opt into any I@Avhich Qwest
is a party in the same state. In situations in whielet is no Qwest ILEC in
the state, the condition allows the carrier to iafit any ICA to which Qwest
is a party in any state in which it is an ILEC. Thigsdibion permits the state
Commission to modify the ICA if the Merged Company dastoates

technical infeasibility or that the prices are indstent with the TELRIC-

based prices in the state in question. This conditiso @&arves out
CenturyLink territories that currently operate under alrexemption, but
does not preclude a regulatory body from finding thatrthral exemption

should cease to exist, and in those instances, the meogeition would

apply to those areas.

Condition 12 states that the Merged Company will not seekavoid
obligations under Assumed Agreements on the grounds tisatat an ILEC.
This condition also states that the Merged Companywalle its right to
seek rural exemptions.

Condition 14 states that for the Defined Time PeriodMeeged Company
will not seek to reclassify wire centers or file néwbearance petitions in
relation to its obligations under Sections 251 or 271 oAttte

Condition 28 states that, at the CLEC’s option, therdd¢d Company will
interconnect with CLEC at a single point of intercastion per LATA,

regardless of whether the merged entity operates inL¥W&8A via multiple

operating affiliate companies or a single operating company

WHY ARE THESE CONDITIONS NECESSARY?
The concern underlying these conditions is that thalability of wholesale
services should be stable over the foreseeable futuodfdet the substantial

DWT 15278141v1 0038936-001199



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Joint CLEC/1
Ankum/65

uncertainty and risks of degraded wholesale servicesiassbavith the proposed
merger, including the risks that stem from the Merged gamy's efforts to
achieve synergy savings post-merger. These conditionseetigat the Merged
Company does not direct its integration efforts to theirdent of wholesale
customers by withdrawing services or significantly clagghe offerings Qwest

currently makes available.

These conditions also recognize that the Merged Compdhlgena larger carrier
with a bigger footprint, possibly resulting in economied afficiencies, as the
Companies claim. To serve the public interest, any semdnomies and
efficiencies should accrue in part to the benefit of gaptvholesale customers
and the general public as well as the merged company; askerthe Merged
Company will enjoy an unreasonable cost advantage o\gr c@ptive
customers/competitors. As a result, if the Companiesns of merger savings
are accurate, those savings should decrease the cast&t@ss with providing
wholesale services and interconnection to CLECs. wAtlg the Merged
Company to be the sole beneficiary of the economidsediitiencies resulting
from the merger would have an anti-competitive and drgngtory impact on the
merged company’s captive wholesale customers, who dependhotesale
services from and interconnection with the ILEC to peta. Such a result would
be inconsistent with the pro-competitive mandate of the R€C orders, and

state law, and contrary to the public interest.

THESE CONDITIONS INVOLVE THE MERGED COMPANY

CONTINUING TO MAKE AVAILABLE WHOLESALE SERVICES THAT
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QWEST CURRENTLY PROVIDES FOR THE DEFINED TIME PERIOD .
WHY IS THIS WARRANTED?

Again, wholesale customers need certainty with regardhe elements and
services they purchase from Qwest (or the Merged Compamypusiness
planning purposes, and based on the transaction as filed iheno such
certainty. CLECs cannot simply go elsewhere for timlesale services they
need from Qwest and CenturyLink both now and post-mesgecertainty in this

area is absolutely essential.

REGARDING CONDITION 1, WHY IS IT IMPORTANT THAT TH E
MERGED COMPANY CONTINUE TO PROVIDE WHOLESALE
SERVICES THAT IT PROVIDED ANYTIME BETWEEN THE MERGER
FILING DATE AND CLOSING DATE? **

The withdrawal of wholesale services after theéngilDate would signal a move
toward the Merged Company impeding competition, and in tusyltren a
merger-related harm. Even if a condition requires kerged Company to
maintain the wholesale services available at the @joBate for a period of time,
it would not cover the wholesale services that wémimated between the Filing
Date and Closing Date. This concern is based on pastiexper One historical
example is when Qwest (f/lk/a US WEST) attempted todnétv Centrex (or

CENTRON as it is known in Minnesota) almost simultarsdp with the passage

104 «“Merger Filing Date” when used in the list of condisiotirefers to May 10, 2010, which is the date on

which Qwest and CenturyLink made their merger filing vita FCC.” “Closing Date” when used in
the list of conditions, “refers to the closing datehaf transaction for which the Applicants have sought
approval from the Federal Communications CommissiBiCQ) and state commissions (the
‘transaction’).”
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of the Telecommunications Act of 1996. The Act was sigm¢d law on
February 8, 1996. On February 5, 1996, Qwest filed a notigeatwdfather and
ultimately terminate CENTRON services. After the @assion rejected that
termination request; Qwest then followed up with a sesendest to terminate
CENTRON on April 30, 1996°° Qwest made these filings to withdraw
CENTRON despite the Commission’s previous finding thedale of CENTRON
under certain conditions is in the public interest® Yet, in the relatively brief
time between passage of the Act in February 2006 andnissuz the FCC's
Local Competition Order to implement the local contpeti provisions of the
Act in August 8, 1996, Qwest attempted to withdraw a wholesaldce that was
found to be in the public interest. Though Qwest wamately unsuccessful in
Minnesota®’ competitors were still required to expend substantiak tiand

money combating Qwest’s anti-competitive conduct.

WHAT ARE THE KEY COMPONENTS OF CONDITION 67

There are at least two important aspects thatllldigcuss. First, Condition 6
prevents the Merged Company from requiring wholesale cussotoeexecute
documents to implement assignment of the obligationgxidting Assumed
Agreements. Second, this Condition requires the mergegpany to continue
offering the terms and conditions of any Assumed Agreemaaoluding any

assumed commercial agreements for a reasonable petiogeddfter the merger,

105

106

107

In the Matter of the Request of US WEST Communications, In@tagzarent CENTRON Services
With Future Discontinuance of CENTRON, CENTREX and Group Use HelBervicesOrder
Denying Petition, Minnesota PUC Docket No. P-421/EM-96-4dhruary 20, 1997 (“Minnesota
CENTRON Order”), at pp. 1-2.

Minnesota CENTRON Order at p. 8.
Minnesota CENTRON Order at p. 13.
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which should be at least as long as the period of gyrs&vings projected by the
Companies.

Q. WHY SHOULD THE MERGED COMPANY BE PROHIBITED FROM
REQUIRING WHOLESALE CUSTOMERS TO EXECUTE ANY
DOCUMENTS IN ORDER FOR THE MERGED COMPANY TO TAKE
RESPONSIBILITY FOR QWEST'S EXISTING ICAS, TARIFFS AN D
AFOR PLANS (CONDITION 6)?

A. First, when asked whether CenturyLink would assumeake tassignment of
Qwest’s obligations under ICAs, tariffs, etc., CenturyLiaglied:

Qwest Corporation does not cease to exist as a dghie parent-
level Transaction but remains an ILEC, subject to Hmesterms
and obligations of its interconnection agreements, tariffs
commercial agreements, line sharing agreements, andr oth

existing arrangements with wholesale customers imrtedgdiafter
the merger as immediately prior to the merger.

Since Qwest does not cease to exist as a result tfamsaction, there should be
no reason for wholesale customers to have to exeddicmal documents in
order for the Merged Company to assume the obligationsr uhee existing
wholesale agreementg.¢, ICAs) and tariffs. Second, the transfer of cdntro
should be as smooth and seamless as possible, andngatholesale customers
to receive, review, negotiate and execute documenthifopurpose could result
in disruption or delay during the transfer of control. Ahdttdisruption and
delay would be exacerbated if wholesale customers disagi the terms

included in the documents the Merged Company wants wholesstlenters to

198 CenturyLink response to Joint CLECs Fifth Set obinfation Requests, #117a.
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execute, resulting in parties seeking resolution of thdisputes before this

Commission®®

Q. WHY SHOULD THE MERGED COMPANY BE REQUIRED, AS IT
WOULD BE BY CONDITION 6, TO CONTINUE MAKING QWEST'S
COMMERCIAL AGREEMENTS AVAILABLE FOR THE DEFINED

TIME PERIOD FOLLOWING THE MERGER?

A. As discussed above, this aspect of Condition 6 is eakémtprovides certainty
and protection for wholesale customers and competitiorihe face of the

uncertainty and risks associated with this proposed mengiany CLECs have

10

11

12

13

14

15

16

17

18

existing Commercial Agreements with Qwest, including agesds for the
provision of dark fiber, line sharing or the combined swytiform that used to
be known as UNE-P. Those CLECs have built theiinass plans significantly
around the availability of the products provided under thogmntercial
agreements and the specific terms set forth in thpieements. Retail customers
in turn receive competitive services based on CLEC adcesisese wholesale
services from Qwest under these commercial agreememportantly, these

CLECs generally have no alternative to Qwest forpgtaducts or services, such

as dark fiber or line sharing, provided under these commeagedements.

199 This is not a theoretical concern. For exampldpwa, the Companies and PAETEC had difficulty
agreeing to the terms of the proprietary agreementubiald govern the access and use of confidential
information in the merger case in that state. Altfio PAETEC suggested that the parties use a
proprietary agreement that had previously been used bet@eest and PAETEC, the Companies
insisted on different terms. This caused significant delagiccessing the proprietary information
associated with the Companies’ discovery responses i IQWis delay was particularly burdensome
in this instance because the Companies have requested eXpmulr®val of the merger and the
intervenor testimony due date in lowa was the eailstvenor testimony due date in any state that is
reviewing the proposed transaction that | am aware of.
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Condition 6 would provide an assurance to the retail andesale customers
currently relying on services provided under these conmaleagreements that

those services will remain available following the gesr

CenturyLink does not currently make similar products lakkle under
commercial agreements.{.,dark fiber, line sharing), although it may offer them
through grandfathered contracts that are not commercaadgilable to other
CLECs. CenturyLink is the acquiring company in this merg€he fact that
CenturyLink does not currently make these products comatlgr available
further increases the risk to CLECs that these produititbevwithdrawn or the
terms of their availability materially changed asauit of the merger. Based on
the post-merger risks and incentives discussed throughotgstiyiony, | believe
there is a great risk that, without Condition 6, Certiny (as the acquiring
company) will not assume the obligations of Qwest’s @encial Agreements or
will materially change them in a way that would be idetntal to CLECs and
competition. This would result in extensive disruptionGibECs who rely on
those products. Those CLECs would, in turn, lose #rasting customers who
purchase the CLEC services that rely on these wholpsadeicts purchased from
Qwest. Condition 6 at least minimizes the unceryaamd risk associated with

the merger for a defined period.

WILL CONDITION 6 RESULT IN OTHER PUBLIC INTEREST
BENEFITS?
Yes. Condition 6 would result in the Merged Comparfferong the same

commercial agreements at the same rates in CenturglLiegacy territory as
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Qwest provides in its legacy territory. The Companies leasted the national
breadth'® and local depth of the Merged Comp&ryas “key” benefits of the
proposed merger. These benefits (or economies) shotldcarue only to the
Merged Company, however, or else the transaction withdéurentrench the
Merged Company’s monopoly position. One way to allows¢heconomies to
accrue to the benefit of competition is for the Mer@ompany to offer the same
commercial agreements in legacy CenturyLink territori dees in legacy Qwest

territory.

CenturyLink’s service territory includes 10 of the 14 «taie® which Qwest
operates as a BOC, with more than two hundred adjssehanges? and more
exchanges in close proximity. Once the companies mergw, talkse exchanges
will be under a single umbrella and there is no reasdtyy commercial
agreements from the Merged Company in one exchange shouldlsao be
available in the adjacent or neighboring exchange. Thisildvgrovide
consistency across the Merged Company’s territory Farsé carriers who
currently operate in both Qwest and CenturyLink teigiand may encourage

new competitors to enter the legacy territories of @shink or Qwest.

CONDITION 8 WOULD EXTEND EXISTING INTERCONNECTION
AGREEMENTS (INCLUDING ICAS IN “EVERGREEN" STATUS) FOR

AT LEAST THE DEFINED TIME PERIOD (OR DATE OF EXPIRA TION

Application at p. 15 (“national telecommunications conyig Qwest/1, Peppler/13-14 and 22.

CTL/100, Jones/12 (A key benefit will come from lexging each company's operational and

network strengths, resulting in a company with an ingwwesnational presence and local depth.”).

CenturyLink’s and Qwest’'s FCC Application, Exhibit Sediat Comments of Joint Commenters, WC

Docket No. 10-110, July 12, 2010, at p. 18.
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WHICHEVER IS LATER). HAVE OTHER ILECS AGREED TO A
SIMILAR COMMITMENT TO SECURE MERGER APPROVAL?

Yes. A similar provision was offered as a volugtaommitment to the FCC by
AT&T and BellSoutht*® Likewise, a similar condition was adopted by the Iino
Commerce Commissiort! Public Utilities Commission of Ohit;> and Oregon
Public Utilities Commissiolt® as a condition of the Frontier/Verizon merger.
While the time period for extension in previous decisicass fanged between 2.5

years and 3 years, the Defined Time Period is tied téaths of this cas&"’

WHY IS IT IMPORTANT TO REFERENCE “EVERGREEN” ICAS | N
THIS CONDITION?

The reference to “evergreen” ICAs (or ICAs thahtioue in renewal status past
their expiration date) is particularly important insthnstance because Qwest
currently operates under evergreen ICAs with numerouseca and has for
several years. For example, PAETEC operates undaegree@ ICAs with Qwest
in all 14 Qwest BOC states. The Qwest/PAETEC ICAs inndsota and lowa
have been in place since the 1997-1998 timeframe, and IC#tben states have
been in place since the 1999-2002 timefrdfie.This means that terms and
conditions under these “evergreen” ICAs have beerpéaicle to both companies

for an extended period, and each carrier's respectivevonlet configuration

113

114

115

116

117

118

AT&T/BellSouth FCC merger order, Appendix F, “UNES” cortmrent #4.
ICC Order No. 09-0268, Conditions Appendix, Condition 5.

2010 Ohio PUC Lexis 142, 17.

2010 Ore. PUC LEXIS 64, 141.

Mr. Gates discusses the “Defined Time Period” in hisaflitestimony.

See also, Opening Comments of Leap Wireless Interngtioica, WC Docket No. 10-110, July 12,
2010, at p. 5 (“Leap’s agreements with Qwest have beendretergreen’ status for several years,
which reflects both parties’ satisfaction with the #8mig ICAS.”).
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(trunking, collocation arrangements, points of inbergection, traffic exchange,
etc.) are based on those terms and conditions. Retgestiriers should not be
required to endure the disruption and expense to renegotdtépatentially)
arbitrate the terms under which they have operated@utbst for, in some cases,
more than a decade — particularly given that the Mergedp@oy will have its
hands full post-merger as it tries to deliver on its syyesavings estimates and

integrate the two companies.

WHAT IS THE CONCERN BEING ADDRESSED BY CONDITION 97

First, a number of CLECs are in the process of natiogy a replacement ICA
with Qwest, and have expended considerable time and elibing so. Those
ongoing negotiations should not be disrupted mid-stream wéWw ILEC
proposals from the Merged Company that replace those psdyioffered by
Qwest in negotiations. Accordingly, the Merged Companyulshoontinue to
honor Qwest’s negotiations draft in these ongoing nagons and not replace it
with CenturyLink’s new positions. Otherwise, the praggbgransaction will
directly result in increased costs to CLECs as thay hmve to negotiate new

issues or re-negotiate issues currently closed.

Condition 9 also states that the Merged Company wdhak requesting carrier
to use its pre-existing ICA, including ICAs entered intohwpwest, as the basis
for negotiating a replacement ICA. The existing ICAsween CLECs and
Qwest have been approved by state commissions as compiirfederal and
state law, sometimes after lengthy and contentiousratibm cases in which

considerable amounts of scarce CLEC resources are degienThe CLECs
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should not have to start this process all over agaimelggtiating agreements from
scratch, particularly because doing so would signalactance on the Merged
Company’s part to make available the same wholesaleirgffe Qwest has
provided for years. Further, the negotiations templategsadghat CenturyLink
may introduce is a complete mystery at this ptihgnd CLECs should not be
forced to negotiate from scratch all over again based @t @enturyLink may

come up with as its new ICA, going-in negotiations proposal

Q. HAS THE OREGON COMMISSION ALREADY APPLIED A SIMI LAR
CONDITION IN A PREVIOUS ILEC MERGER?
A. Yes, a similar condition was adopted by the Commissis® a condition of the

Frontier/Verizon merge*°

Q. IS THERE ANOTHER REASON WHY CLECS SHOULD BE ABLE TO
USE THEIR PRE-EXISTING ICAS WITH QWEST FOR THE BASIS OF
NEGOTIATING A REPLACEMENT ICA?

A. Yes. As Mr. Gates explains, Qwest’'s StatemenGeherally Available Terms

(SGATS) was reviewed during the 271 approval protéssThese “generally

119 See, e.g., CenturyLink response to Joint CLECs Biéthof Information Requests, #JC-118
(“Currently, CenturyLink has separate template agreenfmmisgacy CenturyTel and legacy Embarq
companies but is in the process of finalizing a single@ghink template for interconnection
agreements.”) At this point, there is no indicatioticashat CenturyLink’s template agreement may
look like once it is finalized.

120 geeOrder 10-067 at App C, page 5 of 8.

See, e.gColorado PUC Evaluation at 26 ("This retelling of brimgiQwest's SGAT into compliance
with the 14-point competitive checklist only begins to toan the volume and breath of issues that
arose in Colorado's six SGAT workshops.... After evalgahese six staff workshop reports and the
enormous record behind these reports, the [Colorado Boi€]uded Qwest's SGAT complies with
the 14-point checklist."see alsddaho PUC Consultation, Exhibit A, at 3 ("The checklistns were
addressed in the context of Qwest's SGAT, and so the déb¢hie workshops was the SGAT terms
required to comply with the checklist items. Qwest edicgly has filed the SGAT with the reports
showing the terms as they were developed through the vagr&sind subsequent reports.").

DWT 15278141v1 0038936-001199



10

11

12

Joint CLEC/1
Ankum/75

available terms” were incorporated into CLEC ICAs, mafyvhich are part of
currently-effective ICAs. For example, the framelwogeneral numbering
scheme, and many sections of the current Qwest-Integgerconnection
agreement in Minnesota are substantially similar to @svédinnesota SGAT
terms*?? In addition, CLECs have used Qwest's SGAT “as a keycsoto help
frame interconnection agreement (‘ICA’) negotiation iposs”; “as a resource
for attempting to resolve disputes with Qwest sucmasliing, carrier relations,
and Change Management Process (‘CMP’) contexts”; axl dn internal
resource” to, among other things, confirm state commmssaproved terms and
filed requirementd®® By contrast, CenturyLink’s interconnection agreement
terms were not reviewed under a 271 approval process, beddnsre currently

in the process of being develop&d.

122

123

124

Compare Arbitrated Agreement for Terms and Conditfondnterconnection, Unbundled Network

Elements, Ancillary Services, and Resale of Telecanipations Services Provided by Qwest Corp.
for Eschelon Telecom of Minnesota, Inc. in the Stdtdinnesota, Minnesota PUC Docket No. IC-

06-768 (10/6/08) with Minnesota SGAT Third Revision, Sectiog31P7/03).

Joint CLEC responses to Staff's First Set of DReguests, ACC Docket No. T-01051B-08-0613, at 2
(2/18/09).

PAETEC has proposed a condition to the FCC requiringvibeged Company to offer a multistate
ICA that extends the Qwest terms and conditions irgoQanturyLink ILEC region. See, Comments
of Joint Commenters, WC Docket No. 10-110, July 12, 2010, &6p. PAETEC made this
recommendation to the FCC to reduce the transactits essociated with Section 252 ICAs with the
Merged Company, similar to how the FCC addresseddsiriin the GTE/Bell Atlantic MergeSee

In re Application of GTE Corporation and Bell Atlantic Corporation E&mnsent to Transfer Control
of Domestic and International Sections 214 and 310 Authorizations and Ajgplidat Transfer
Control of a Submarine Cable Landing Licengegmorandum Opinion and Order, CC Docket No. 98-
184, FCC-00-221, June 16, 2000 (“FCC GTE/Bell Atlantic Merger Ordéondition X. This issue is
of particular concern regarding the proposed transacticauise of the way the Qwest multistate ICA
has evolved and the fact that legacy CenturyLink’s istate ICA is still in development (and likely
will continue to be under development during the integrairosess)
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CONDITION 10 ALLOWS CARRIERS IN CENTURYLINK'S LEGAC Y
TERRITORY TO OPT INTO QWEST ICAS IN THE SAME STATE. '*
WHAT IS THE RATIONALE FOR THIS CONDITION?

The same rationale that applies for Condition pliap here. The FCC previously
adopted a similar condition in conjunction with the All&ellSouth merger,
which required AT&T/BellSouth to make available to any CLEGy ICA
(negotiated or arbitrated) to which a AT&T/BellSouth ILESCGA party in any state
within the AT&T 22-state footprint, subject to state-spegqtiiicing and technical
feasibility. Notably, the CLEC-proposed condition pisnthe state commission
to modify the ICA before opt in if the Merged Company destrates technical
infeasibility or if the TELRIC-based prices in the 1G&e inconsistent with the

TELRIC-based prices in the state in question.

WOULD THIS OPT-IN CONDITION ALLOW CARRIERS TO
“CHERRY-PICK THE BEST ICA TERMS” 2%

No. This condition does not allow a carrier to parkd-choose ICA terms.

PLEASE EXPLAIN THE BUSINESS NEED FOR CONDITION 12.

There is a material risk that the Merged Company wédkek to avoid its
obligations as an incumbent LEC under Section 251(c) ofAttepost-merger.
While CenturyLink has entered into interconnection agergmwith requesting

carriers, CenturyLink has also expressly reserved tpat rio invoke the

125 CenturyLink’s service territory overlaps 10 of the ldtest in which Qwest operates as an ILEC.
Under this condition, if there is no Qwest ILEC in 8tate, the carrier may opt into any ICA in which
Qwest is an ILEC in any state.

126 CenturyLink’s and Qwest’s Reply Comments, WC Dod¥et 10-110, July 27, 2010, at p. 32.
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protections of Sections 251 (f)(1) and 251(f)(2) of the Act thereby avoid its
obligations as an incumbent LEC under Section 251(c). ¥ample, in a recent
Order approving two CenturyLink interconnection agreemehés)daho Public
Utilities Commission summarized CenturyLink's positisi@lows:

[CenturyLink's] Application states that CenturyLink i&aral

telephone company,” as that term is defined in the4xt).S.C. 8

153. CenturyLink goes on to state that, pursuant to Section

251(f)(1) of the Act, it is exempt from Section 251(c) lud Act.

Notwithstanding that exemption, the companies have agrekd a

entered into this Agreement for purposes of exchangiraj loc

traffic. The Company also states that "execution efAgreement

does not in any way constitute a waiver of limitatién o

CenturyLink's rights under Section 251(f)(1) or 251 (f)(2)haf

Act." The Company "expressly reserves the right toragseight

to an exemption or waiver and modification of Secféa (c) of

the Act, in response to other requests for intercoroetly CLEC

or any other carriers®’

Condition 12 will ensure that the Merged Company does nbthgufug out from

underneath wholesale customers in their relationshighsthe Merged Company.

PLEASE EXPLAIN THE BUSINESS NEED FOR CONDITION 14.

Condition 14 states that the Merged Company will naflassify as “non-
impaired” any wire centers or file any new forbearapegitions related to
obligations under sections 251 or 271 of the Act for thanedf Time Period.
This condition is needed to provide critical certainty ¥emolesale customers
related to the bottleneck inputs they purchase fronMtéged Company, while

the Merged Company integrates the two companies and pursuesyysyne

27 1n re Application of CenturyTel of Idaho, Inc. d/b/a Centuniifior Approval of its Interconnection
Agreement with Bullseye Telecom, Inc. Pursuadftd.S.C. §252(e),Order No. 31095, Idaho PUC
Case Nos. CEN-T-10-01 & CGS-T-10-01, paragraph 1 (adopte?Ble2010).
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savings:?® As discussed above, this merger poses a substariiad iGLECs as

the post-merger ILEC’s effort to achieve enormous ptegesynergy savings
intersects with the ILEC’s inherent disincentive to pdevicompeting CLECs
with reliable, reasonably priced access to wholesateices. Further, to the
extent the merger results in any cost savings through etesmf scope and
scale, those benefits will accrue to the merging camegaand not their captive
CLEC customers. The proposed temporary moratorium arimpairment

reclassifications and forbearance will help mitigateribk this merger poses to
the public’s interest in competition and provide some sueaof public interest
benefit to captive wholesale customers and competitiTo adequately protect
the public’s interest in competition, it is essenttaprovide CLECs with a period
of certainty during which the terms and conditions afess to the wholesale

inputs they need to provide competitive local exchange ssreigntinue.

Q. DOES THE FCC’S RECENT DECISION REJECTING QWEST’'S
FORBEARANCE PETITION IN THE PHOENIX MSA SHOW WHY

CONDITION 14 IS NEEDED?

A. Yes, in three distinct respects. First, the FC@Ine 2010 decision on Qwest’s

forbearance petition in the Phoenix, Arizona MSA appbesiew analytical

framework for the evaluation of BOC forbearance petgtjowhich replaces the

128 Qwest recently withdrew its four pending forbearapettions relating to the Denver, Minneapolis-St.
Paul, Phoenix, and Seattle Metropolitan Statistical &re@dn the Matter of Qwest Corporation for
Forbearance Pursuant to 47 U.S.C. § 160(c) in the Denver, MinneapoRsu8t.Phoenix, and Seattle
Metropolitan Statistical Areas -- WC Docket 07-B&tter from Hirisha J. Bastiampillai, Senior
Attorney, Qwest Corporation, to Marlene H. Dortchcr@&ary, FCC, August 18, 2010. While thisis a
step in the right direction, it does not in itself elimethe need for Condition 14.
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approach that the FCC developed in its 2005 decision graQtiesgt forbearance

in the Omaha MSA, and has applied in subsequent reviewO@rf Betitions

seeking similar relief?® While that new framework appears to be a substantial

improvement, its introduction alone will tend to hegh the uncertainty
surrounding future forbearance petitions to the FCC, gittett the BOCs
vigorously pursued previous FCC rejections of their forbeardecesions in the

130

courts,”™ and may well test the new framework in the same wayopting

Condition 14 for the Defined Time Period would avoid theartainty created by

these events during that interim period.

Second, in th@hoenix Forbearance Ordethe FCC explains the anti-
competitive opportunities that would be created for a dantilLEC — such as
the Merged Company — if Sections 251 and/or 271 obligationstwée
eliminated prematurely:

...the Commission has long recognized that a verticalggnated
firm with market power in one market — here upstreamlegade
markets where...Qwest remains dominant — may have the
incentive and ability to discriminate against rivals in detkeam
retail markets or raise rivals’ costs...assuming that Qsgwofit-
maximizing, we would expect it to exploit its monopoly piosi as
a wholesaler and charge supracompetitive rates, edpepian
that (absent regulation) Qwest may have the incetaivereclose
competitors from the market altogetfi&r.

Given that the merger will enhance the Merged Compangsntive and ability

to discriminate against rivals in downstream retail markatd/or raise rivals’

129

130

131

In the Matter of Petition of Qwest Corporation for Forbearance Purstadi/ U.S.C. §160(c) in the
Phoenix, Arizona Metropolitan Statistical Aréa/C Docket No. 09-135, Memorandum Opinion and
Order, FCC 10-113, (rel. June 22, 201®Hbenix Forbearance Ordér at Y 16-24.

See, e.g.ld., T 19, describing the D.C. Circuit Court's remands of B@C's Verizon 6 MSA
Forbearance OrdeandQwest 4 MSA Forbearance Ordear2009.

Phoenix Forbearance Ordef 34.
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costs, Condition 14 is needed to ensure that the Mergetgh&ny does not act on
these anti-competitive incentives, and to avoid the maicey (and costs)

imposed on wholesale customers when a petition foeéoence is filed.

And third, the justification invoked by the FCC for movingite® new analytical
framework shows why Condition 14’s temporary moratoriam forbearance
petitions is essential to preserve competition durirgy gbst-merger transition
period. InthePhoenix Forbearance Ordethe FCC all but declares that the grant
of forbearance to Qwest in the Omaha MSA was aakestfinding that in the
Omaha Forbearance Ordéthe Commission eliminated all unbundled loop and
transport obligations based largely on predictive judgmentshat were not
borne out in the marketpla¢& In hindsight, the Commission found that the
analytical framework applied in th®@maha Forbearance Ordewas seriously
flawed in that it was “not supported by current economic theG?
“inappropriately assumed that a duopoly always constitusdtective

competition,***

and “appears inconsistent with Congress' imposition of
unbundling obligations as a tool to open local telephone nsarke&ompetition in
the 1996 Act.*®* The FCC ultimately concluded that the outcome of that
forbearance has been a substantial reduction in competdiaty in the Omaha

MSA, as “the record indicates that McLeodUSA has nedo most of its

employees from the Omaha marketplace, has limitedp&sations primarily to

132

133

135

. 126
. 128
. 129
. 132
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serving its existing customer base, and has ceasedosalesidential and nearly
all business services in Omaha;” while Integra abandongaats to enter the

Omaha market after the Commission release®thaha Forbearance Ordér®

HAVE CLECS SOUGHT TO REVERSE THE FCC'S GRANT OF
FORBEARANCE IN THE OMAHA MSA IN THE CONTEXT OF THE
FCC’'S CENTURYLINK-QWEST MERGER REVIEW PROCEEDING?
Yes. For example, a group of CLECs including Acdgssit, Inc., Covad
Communications Company, and McLeodUSA Telecommunicatiendac®s Inc.
(among others) has proposed the following conditioher initial comments in
the FCC’s on-going proceeding to review the CenturyLink-Qweerger

transaction, which were filed jointly with severahet CLECs:

Applicants shall voluntarily stipulate that McLeoddS Petition

for Modification be granted and thereby, relinquish foraree

relief obtained in Omaha in WC Docket No. 04-223 and cgmpl

with Section 251(c)(3) UNE obligations throughout the Omaha

MSA.*’
Taking this step as a voluntary commitment would bentbst efficient way to
redress the Omaha situation. While the Commissiod ne¢ take any action
with respect to those CLECSs’ proposal to the FCC, adlomf Condition 14 by
the Commission in the instant case would be compatilbtleamd complementary

to that proposal.

PLEASE EXPLAIN THE BUSINESS NEED FOR CONDITION 28.

136 1d., 134

137" Access Point, Inc., Covad Communications Compmtrsl, Comments of Joint Commenters, July 12,

2010, WC Docket No. 10-110, at p. 67.
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As Mr. Gates explains, increased efficiencies camgdieed by establishing a
single POI per LATA with the Merged Company. Becaussdtlefficiencies will
be enjoyed by the Merged Company, in part because of its rketeaiprint, the
same benefits should flow through to CLECs interconngotiith the Merged
Company. Just as the purported financial benefits of thgemsehould be shared
by captive CLECs, as discussed above, any operationafitseof accruing to the
Companies should also flow to the CLECs. This would &seer barriers to
entry for competitors who would be permitted to camgabn the increased scale

and efficiencies of the Merged Company

B. Wholesale Rate Stability

PLEASE IDENTIFY THE PROPOSED CONDITIONS RELATING TO
WHOLESALE RATE STABILITY.
There are three conditions in this category — danl 2, 3, and 7:

e Condition 2 states that the Merged Company will naover or seek to
recover through fees paid by CLECs (and hold CLECs hasnfiles), one-
time transfer, branding, or any other transaction-relatests.

e Condition 3 states that the Merged Company will nabover or seek to
recovery through fees paid by CLECs (and hold CLECs hastitem), any
increases in overall management costs that resulttfiertransaction.

e Condition 7 states that the Merged Company shall noease prices for
wholesale services above the level at merger annountemecreate new
rate elements for functions that are currently reced in existing rates, for
the Defined Term Period. This condition also statest tihe Merged
Company will continue to offer any term and volume distlan offered at
merger announcement (without change) for at least theé2eTime Period,
and will honor existing contracts on individualized tempncing plan
arrangements for the duration of the term. This candialso states that in
the legacy CenturyLink territory the Merged Company wilinpdy with its
obligation to provide transit in ICAs and at rates no highan the cost-based
rates approved for Qwest (or the current tandem traast khichever is
lower).

DWT 15278141v1 0038936-001199
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WHY ARE THESE CONDITIONS NECESSARY?

Just as certainty and consistency for wholesateicge availability is critical to

offset the uncertainty resulting from the merger, scstability for wholesale
service rates. Wholesale rates should, if anything, deera#ter the merger.
Because the company’s overall cost structure should akreo the extent
synergy savings are achieved post-merger, wholesale +atesich would be

based on the cost structure of the Merged Company — shecldase as well.
However, at this point, CLECs are not seeking radieicgons, but instead taking
the conservative position that rates should not iserdar at least the Defined
Time Period (Condition 7). This provides a degree of ptiotedor captive

wholesale customers that the Merged Company will nok s@encrease their
rates (or create new rate elements) during the Mergedp&ay’'s pursuit of

synergies and revenue enhancements.

These conditions would also hold wholesale rates lesmsnfrom the one-time
transaction related costs associated with marryingwbhecompanies — costs that
have traditionally not been recovered through wholesdés. Finally, Condition
24 is necessary to prevent the Merged Company from adopsng “best
practice” in Qwest’'s territory anti-competitive chargassessed in legacy
CenturyLink ILEC territory, which are discussed in deta Mr. Gates’

testimony.

REGARDING CONDITIONS 2 AND 3, HAS CENTURYLINK AGRE ED

TO HOLD WHOLESALE CUSTOMERS HARMLESS FROM ONE-TIME

DWT 15278141v1 0038936-001199
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MERGER RELATED COSTS AND INCREASES IN OVERALL
MANAGEMENT COSTS RESULTING FROM THE MERGER?

A. No. When asked whether CenturyLink would seek to recthweugh wholesale
rates or fees paid by CLECs “any one-time transfer, dingnor any other
merger-related costs” or “overall management costsnt@glink did not
provide a straightforward answer. Instead, CenturyLinkedtdhat it would
record costs according to FCC Part 32 and would use fdflwaking cost studies
to develop UNE rates — rates that would include the Mergethp@oy's
management cost structure post-merger.CenturyLink’s response ignores the
issue — i.e., that wholesale customers should not teapay for any of the costs
of the merger and CenturyLink merging the two companies. i$hespecially
true since CenturyLink claims there will be almost $700lionil in savings
associated with the merger. These principles have leeegmized in numerous

previous mergefé® and the same principle has been applied to retail service

ratest*®

Q. CONDITION 7(A) STATES THAT THE MERGED COMPANY WILL

CONTINUE TO OFFER ANY TERM AND VOLUME DISCOUNT PLAN S

138 CenturyLink Responses to Integra Minnesota Data Re@ets2, #97 and #98. To make matters
worse, there is uncertainty surrounding what cost modelsidnged Company will use post-merger.
This, too, is concerning because (a) the market panitspa Qwest’s region (including my firm QSI
Consulting and my CLEC clients) have spent many houiswéwy and understanding Qwest’s cost
models for wholesale services (which are mostly isterst across Qwest's 14-state region) — work that
would be undermined by a decision of the Merged Company poriniegacy CenturyLink cost
models into Qwest’ region post-merger; and (b) | persomalijewed some of CenturyLink legacy
cost studies in my prior work for cable CLECs and can wsdly first-hand knowledge that the
sophistication, transparency and auditability of Centurilsi cost studies is inferior to Qwest’s legacy
cost studies.

Conditions substantially similar to proposed conditidrend 3 were adopted by the Oregon PUC in
the Verizon/Frontier merger proceeding.

140 See, ICC order iNerizonFrontier merger, and Oregon PUC order in Embarg/Centuryi€eger.

139
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OFFERED AS OF THE MERGER ANNOUNCEMENT DATE FOR AT
LEAST THE DEFINED TIME PERIOD. IS THERE AN EXAMPLE
DEMONSTRATING THE NEED FOR THIS CONDITION?

Yes. On April 30, 2010 (after the Merger Announcemenef¥8t Qwest filed a
“Product Notification®*? (with an effective date of June 1, 2010) “to change its
Regional Commitment Program (RCP) from a unit based tolanrevenue based
plan and raise the commitment level from 90% to 95%heftbtal Company-
provided in-service DS1 and DS3 Reventf&.” This change was made to the
entire 14-state Qwest ILEC territories covered by Tiwiff F.C.C. No. 1
(interstate access tariff). A RCP is a pricing plaat tallows DS1 and/or DS3
customers to receive price reductions for committing taimum volume on
DS1 and/or DS3 circuits for a certain period of tittfe As of May 31, 2010 (the
day before the effective date of Qwest's Product Natiio), the former RCP
provisions were no longer available to wholesale custonand the new, less
favorable terms are required going forw&td.As Integra informed Qwest, these
RCP changes “greatly diminish the value of the RCP” ingréasing the risk
associated with the plan” and were put in place shdmlfipre “some of these

plans are about to expiré!® | have attached Qwest’s Product Notification and

141

142

143

144

145

146

The Merger Announcement Date, when used in this list afiions, refers to April 21, 2010, which
is the date on which Qwest and CenturyLink enteredtirgd merger agreement.

PROD.RESL.04.30.10.F.07809.DS1_DS3_Services

Product Notification: PROD.RESL.04.30.10.F.07809.DS1_DS3_SewMiitked April 30, 2010.
Qwest Corporation, Tariff F.C.C. No. 1% 8evised page 7-100.

Qwest Corporation, Tariff F.C.C. No. 1% 8evised page 7-100.

See Joint CLECs/6. Itis my understanding that Integrarrent RCP expires in the fall 2011. At that
time, the new, less favorable RCP terms put in plac®wgst after the Merger Announcement Date
will be the only RCP terms available.
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Integra’s correspondence with Qwest on this issue ias GAECs/6. The point
here is that Qwest is taking steps after the MergeoAncement Date and before
the Closing Date to raise barriers to entry and enhigcevenues at the expense
of wholesale customers, either in terms of degradedce=s\wr higher rates.
While this is one example, there can be no questiorthiba€ompanies are geared
towards improving the combined company’s financial conditéowl because it is
most profitable for them to boost revenues at the expehseaeir competitors,
there are (and/or will be) likely other similar exdeg CenturyLink has stated
that “[o]ne of the Transaction’s key benefits is thaultesy financial condition of
the combined company” and a “financially stronger company campete
against cable telephony providers, wireless carriers, Vofférings, and
CLECs..."" | do not object to robust competition with the Mergednpany so
long as the competition is fair, but what | do objectn this instance (and what
this example shows) is the Companies attempting to hthée€CLECs’ ability to
compete with the Merged Company before the proposed ttansds even
approved. That is why it is important to provide protectifumsthe time period
between the Merger Announcement Date and Closing Dateeksas for the

Defined Time Period.

147 Application at p. 19; for similar statements from Qwesse Qwest/1, Peppler /21.
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VIIl. ADDITIONAL CONSIDERATIONS

A. If the Merger Leads to Lower Costs, Wholesale Prices Stou
Come Down Commensurably with Costs

IF THE MERGER IS APPROVED, SHOULD WHOLESALE
CUSTOMERS SHARE THE BENEFITS?

Yes. As discussed, mergers are driven by the obgtbtivincrease shareholder
value, which, if it actually happens, is a good thing, siiickalances for
shareholders the potential risks and rewards for owrhegcompany. In the
telecommunications industry, however, retail competiti@lies critically on
access to the ILECs’ wholesale services, as provided ifo the
Telecommunications Act of 1996. This means that in gecommunications
industry there are other significant stakeholders likelyoé impacted by the
merger: CLECs and their customers. Given that inrttesger CLECs are being
subjected to significant risks, standard economy theory stggdpes they likewise
should be allowed to reap potential benefits. Spec#ic&dl the extent that the
merger may generate benefits in terms of lower overetlvork and overhead
costs (due to realized efficiencies), cost reductionsldHtow through to CLECs
in the form of, for example, lower transaction castselation to dealing with the

Merged Company.

ARE ANY ADDITIONAL SAFEGUARDS APPROPRIATE TO ENS URE
THAT MERGER-DRIVEN COST REDUCTIONS WOULD FLOW

THROUGH ON A NON-DISCRIMINATORY BASIS TO ALL

DWT 15278141v1 0038936-001199



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Joint CLEC/1
Ankum/88

WHOLESALE CUSTOMERS, RATHER THAN JUST AFFILIATES OF
THE MERGED COMPANY?

Yes. To the extent that UNEs and interconnectiom required to be priced at
TELRIC, forward-looking cost savings should be reflectedower UNE and
interconnection rates as a matter of law. Similasligh respect to the pricing of
other wholesale products, such as special access sethiedderged Companies
should be expected to pass through merger-related costysatiteast in part to

their wholesale customers in a nondiscriminatory manner

B. A Post-Merger CenturyLink Should Waive Future Clainod
Rural Exemptions

WHAT IS THE RURAL EXEMPTION?

The Federal Telecommunications Act of 1996 generatuires all ILECs to
interconnect their networks and exchange traffic witieo telecommunications
carriers (Section 251, Section 252). Section 251(f), howegwervisionally

exempts rural ILECs from the obligations under Section@5irtil they receive
a bona fide request for interconnection from a telecomeoations carrier. Once
such a request is made, the exemption may be terminatedthtfeacommission,
if the commission finds that certain conditions aats$ied. Specifically, Section
251(f)(1) generally states that the state commissiofl séaminate the rural
exemption from the 251(c) obligations if the request: (@) not unduly

burdensome; (2) is technically feasible; and (3) is sbesi with universal

service policies detailed in section 254 (other than subssct(b)(7) and

(©)(1)(D).)

DWT 15278141v1 0038936-001199
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Many rural carriers have been hiding behind the rural exemptdo avoid
competition at the expense of rate payers and the pubtiest at large. In fact,
the FCC has taken note and stated that it will clah&/rural exemption so as to

prevent abuse:

There is evidence that some rural incumbent carriegsresisting
interconnection with competitive telecommunications riees,
claiming that they have no basic obligation to negotiate
interconnection agreements. [...] Without interconmectior voice
service, a broadband provider, which may partner with gpetitive
telecommunications carrier to offer a voice-video-Inéerbundle, is
unable to capture voice revenues that may be necetsanyake
broadband entry economically viable. Accordingly, to prévthe
spread of this anticompetitive interpretation of the &ud eliminate a
barrier to broadband deployment, the FCC should claigfigts and
obligations regarding interconnection to remove any reguat
uncertainty. In particular, the FCC should confirmatthall
telecommunications carriers, including rural carriersjeha duty to
interconnect their networké®

SHOULD THE MERGED COMPANY WAIVE ITS RIGHT TO SEEK
ANY FURTHER RURAL EXEMPTIONS UNDER SECTION 251(F)(1) OR
SUSPENSIONS AND MODIFICATIONS UNDER SECTION 251(F)(2)?

Yes. The rural exemption is intended for small rwadriers whose economic
viability may be threatened if they were obligated to irensts to implement all
the unbundling and resale provisions of the TelecommuaitatAct of 1996,
such as the costs associated with the developmenfpbistiocated OSS. These
considerations are not relevant with respect to amestier CenturyLink because
it will provide service (through its affiliates) in 37agts, thus becoming the third

largest ILEC in the country, behind AT&T and Verizon. @yiCongress did not

FCC’sConnecting America, the National Broadband Rlatp. 49.
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intend to exempt the largest incumbent service providedseimation from their
statutory obligations under Section 251. Notably, this Casiom declined to
provide rural exemption protections to GTE in 1996, whendbatpany operated
nationally and provided service in less populated areagastm the post-merger
CenturyLink’s operational profile. The Commission detieed that it was
appropriate to consider the rural exemption based uporisGiE&Eonal telephone
operations, not on its State affiliate’s profif€. The Commission also concluded
that “Congress had no intention of extending the exempt a company such as
GTE, which [at the time] remains the nation's singlegést local telephone
service provider in the United Statés> Hence, | recommend that the Merged
Company commit to waive its right to seek the exempf@mmnrural telephone
companies under Section 251(f)(1) and its right to seek suspesnsind
modifications for rural carriers under Section 251(f)¢2)the Communications

Act.

Q. THE STATUTE ESTABLISHES A SEPARATE PROCESS FOR SATE
COMMISSIONS TO TERMINATE A RURAL EXEMPTION. DOES

YOUR RECOMMENDATION INTERFERE WITH THAT PROCESS?

A. No. The imposition of a condition to waive theral exemption would not

interfere with the existing statutory process for teating an exemption. That
process would remain available for competitors to utilemdividual cases. But

note that those cases can substantially increas@etaars’ cost of obtaining

199 In the Matter of AT&T Communications of the Midwest, Inc.’stipatfor Arbitration with GTE

Communications, Inc. Pursuant to Section 252(b) of the Federal Telesovoations Act of 1996

Order Denying Claim to Rural Exemption at 4, Docket P-447/M-96-939 (Minn. PUC 1996).
150
Id.
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interconnection with companies like CenturyLink. Givée tircumstances of
this transaction, and the fact that CenturyLink willdme the third largest ILEC
in the nation, it is appropriate to predicate approval lef transaction on

Condition 12.

ARE YOU AWARE OF ANY CIRCUMSTANCES IN WHICH A
COMPANY HAS WAIVED ITS RURAL EXEMPTION, AS YOU HAVE
RECOMMENDED?

Yes. In fact, CenturyLink has recently waived, atdt partially, certain
protections from the rural exemption in Oregon in ordereégohate a formal
interconnection agreement with another carrier. Thwegon Public Utilities
Commission determined that federal law, including theusiey process for
terminating an exemption, does not preclude a carrierlgyatm waive the rural
exemption:>* The Oregon Public Utility Commission cited state cassion
decisions in Washington and North Carolina as supportnitinfjs'>> Notably,
the Oregon Commission also cited as support for itslgsion that waivers are
permissible the fact that transaction costs assocwidd a rural exemption
termination proceeding can be quite burdensome on the gyaatiel the state

commission. The order explains: “The administrativerden on a state

151

152

See In the Matter of Western Radio Services Company Requestef@ohnection Agreement of
CenturyTel of Eastern Oregon, In©Order Answering Certified Questions, ARB 864, 2009 OreC PU
LEXIS 421 at **18-23, (Ore. PUC Dec. 14, 2009).

Id. at 19.
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commission and the parties involved in a section 251(f)jl)(Bceeding relieved

by a voluntary waiver is significant and should notdrered.*>?

IX. SUMMARY AND CONCLUSION

Q. PLEASE SUMMARIZE YOUR TESTIMONY AND STATE YOUR
CONCLUSIONS.

A. In this testimony, | have discussed the troublesdnstory of mergers and
demonstrated that the Commission should prepare for th&bpibg that this
merger, like many others, could fail or otherwise crdweoc for the industry,
and require that the Companies agree to certain comslidmd commitments
necessary to protect CLECs and the competitive procesthat purpose, | have
identified and discussed specific conditions and commitsnémat should be
required of CenturyLink and Qwest as prerequisites fonteéger approval. (A

complete list is provided by Mr. Gates in his testimony.)

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

153 1d. at 19-20.
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Professional Experience

QSI Consulting Founding Partner and Senior Vice President
(1999 to Current)
Ankum & Associates Founding partner and President

(1996 - 1999)

MCI Senior Economist
(1995 - 1996)

TCG Manager
(1994 - 1995)

Texas Office of Public Utility Commission Chief Economist, and Economist.

(1987 — 1994)

PROCEEDINGS BEFORE STATE PUBLIC UTILITY COMMISSIONS IN WHICH DR.
ANKUM HAS FILED EXPERT WITNESS TESTIMONY: :

Before the California Public Utilities Commission

Consolidated Docket

Joint Application of AT&T Communications of California, Inc. (U 5002 C) and WorldCom, Inc.
for the Commission to Reexamine the Recurring Costs and Prices of Unbundled Switching in Its
First Annual Review of Unbundled Network Element Costs Pursuant to Ordering Paragraph 11
of D.99-11-050

On behalf of ATT and MCI

Before the Public Utilities Commission of the State of Colorado

Docket No. 08F-259T

Qwest Communications Company, LLC, (Complainant), v. MCIMetro, XO Communications
Services, Time Warner Telecom, Granite Telecommunications, Eschelon Telecom, Arizona
DialTone, CAN Communications, Bullseye Telecom, Inc., ComTel Telecom Assets, LP, Earnest
Communications, Inc., Level3 Communications, LLC, and Liberty Bell Telecom, LLC.
(Respondents)

On behalf of Eschelon Telecom, Inc., XO Communications Services, Inc., Granite
Telecommunications, LLC, and ACN Communication Services, Inc. (“Joint CLECs.”)
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Before the Public Utilities Commission of the State of Colorado
Docket No. 07A-211T

In the Matter of Qwest Corporation’s Application, Pursuant to Decision Nos. C06-1280 and C07-
0423, Requesting that the Commission Consider Testimony and Evidence to Set Costing and Pricing
of Certain Network Elements Qwest Is Required to Provide Pursuantto 47 U.S.C. 8§ 251(B) and (C)
On Behalf of CBeyond Communications, Comcast Phone of Colorado, LLC, DIECA
Communications, Inc. d/b/a Covad Communications Company, Integra Telecom, Inc.,
McLeodUSA Telecommunications Services, Inc. d/b/a PAETEC Business Services, XO
Communications Services, Inc.

Before the Connecticut Department of Public Utility Control
Docket No. 02-05-17

DPUC Investigation of Intrastate Carrier Access Charges

On behalf of AT&T and MCI

Before the Connecticut Department of Public Utility Control

Docket Nos. 09-04-21, 08-12-04

DPUC Investigation into the Southern New England Telephone Company’s Cost of Service Re:
Reciprocal Compensation and Transit Services

On Behalf of the Connecticut Department of Utility Control

Before the Delaware Public Service Commission

PSC Docket No. 00-025

Petition of Focal Communications Corporation of Pennsylvania For Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish an Interconnection Agreement with Bell
Atlantic — Delaware, Inc.

On behalf of Focal Communications Corporation of Pennsylvania

Public Service Commission of the District of Columbia

Formal Case No. 1040

In the Matter of the Investigation into Verizon Washington, D.C. Inc.’s Universal Emergency
Number 911 Services Rates in the District of Columbia.

Advisor to the Public Service Commission of the District of Columbia

Before the Federal Communications Commission

CC Docket No. 01-92

In the Matter of Developing a Unified Intercarrier Compensation Regime
On behalf of NuVox Communications, Inc.
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Before the Florida Public Utilities Commission

Docket No. 990649B-TP

Investigation into Pricing of Unbundled Network Elements

On behalf of AT&T Communications of the Southern States, Inc. MCImetro Access
Transmission Services, LLC & MCI WorldCom Communications, Inc., Florida Digital Network,
Inc. (collectively called the “ALEC Coalition”).

Before the Florida Public Utilities Commission

Docket No. 030829-TP

In the Matter of Complaint of FDN Communications for Resolution of Certain Billing Disputes and
Enforcement of UNE Orders and Interconnection Agreements with BellSouth Telecommunications,
Inc.

On behalf of Florida Digital Network, Inc. d/b/a FDN Communications

Before the Georgia Public Service Commission

Docket No. 6352-U.

AT&T Petition for the Commission to Establish Resale Rules, Rates and terms and Conditions and
the Initial Unbundling of Services

On behalf of MCI Telecommunications Corporation

Before the Illinois Commerce Commission

Docket No. 94-0048

Adoption of Rules on Line-Side Interconnection and Reciprocal Interconnection
On behalf of Teleport Communications Group, Inc.

Before the Illinois Commerce Commission

Docket No. 94-0096

Proposed Introduction of a Trial of Ameritech's Customer First Plan in Illinois
On behalf of Teleport Communications Group, Inc.

Before the Illinois Commerce Commission

Docket No. 94-0117

Addendum to Proposed Introduction of a Trial of Ameritech's Customer First Plan in Illinois
On behalf of Teleport Communications Group, Inc.

Before the Illinois Commerce Commission

Docket No. 94-0146

AT&T's Petition for an Investigation and Order Establishing Conditions Necessary to Permit
Effective Exchange Competition to the Extent Feasible in Areas Served by Illinois Bell Telephone
Company

On behalf of Teleport Communications Group, Inc.
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Before the Illinois Commerce Commission

Docket No. 95-0315

Proposed Reclassification of Bands B and C Business Usage and Business Operator
Assistance/Credit Surcharges to Competitive Status

On behalf of MCI Telecommunications Corporation.

Before the Illinois Commerce Commission

Docket 94-480

Investigation Into Amending the Physical Collocation Requirements of 83 I1l. Adm. Code 790
On behalf of MCI Telecommunications Corporation.

Before the Illinois Commerce Commission

Docket No. 95-0458

Petition for a Total Local Exchange Wholesale Tariff from Illinois Bell Telephone Company d/b/a
Ameritech Illinois and Central Telephone Company Pursuant to Section 13-505.5 of the Illinois
Public Utilities Act

On behalf of MCI Telecommunications Corporation.

Before the Illinois Commerce Commission

Docket No. 95-0296

Citation to Investigate Illinois Bell Telephone Company”s Rates, Rules and regulations For its
Unbundled Network Component Elements, Local Transport Facilities, and End office Integration
Services

On behalf of MCI Telecommunications Corporation.

Before the Illinois Commerce Commission

Docket No. 96-AB-006

In the Matter of MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish and Interconnection Agreement with
Illinois Bell Telephone Company d/b/a Ameritech Illinois

On behalf of MCI Telecommunications Corporation.

Before the Illinois Commerce Commission

Docket No. 96-AB-007

In the Matter of MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish and Interconnection Agreement with
Central Telephone Company of Illinois (““Sprint™)

On behalf of MCI Telecommunications Corporation.
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Before the Illinois Commerce Commission

Docket No. 96-0486

Investigation into forward looking cost studies and rates of Ameritech Illinois for interconnection,
network elements, transport and termination of traffic.

On behalf of MCI Telecommunications Corporation.

Before the Illinois Commerce Commission
Docket No. 98-0396.

Phase Il of Ameritech Illinois TELRIC proceeding
On behalf of MCIWorldCom.

Before the Illinois Commerce Commission

Docket No. 00-0700

Illinois Commerce Commission On its Motion vs Illinois Bell Telephone Company Investigation into
Tariff Providing Unbundled Local Switching with Shared Transport

On behalf of AT&T Communications of Illinois, Inc., and WorldCom, Inc.

Before the Illinois Commerce Commission

Docket No. 02-0864

In the Matter of: Illinois Bell Telephone Company, Filing to Increase Unbundled Loop and
Nonrecurring Rates (Tariffs Filed December 24, 2002)

On Behalf of WorldCom, Inc., McLeodUSA Telecommunications Services, Inc., Covad
Communications Company, TDS Metrocom, LLC, Allegiance Telecom of Illinois, Inc.,
RCN Telecom Services of lllinois, LLC., Globalcom, Inc., Z-Tel Communications, Inc., XO
Illinois, Inc., Forte Communications, Inc., CIMCO Communications, Inc.

Before the Indiana Regulatory Commission

Cause No. 39948

In the matter of the Petition of MCI Telecommunications Corporation for the Commission to Modify
its Existing Certificate of Public Convenience and Necessity and to Authorize the Petitioner to
Provide certain Centrex-like Intra-Exchange Services in the Indianapolis LATA Pursuantto I.C. 8-
1-2-88, and to Decline the Exercise in Part of its Jurisdiction over Petitioner”s Provision of such
Service, Pursuant to I.C. 8-1-2.6.

On behalf of MCI Telecommunications Corporation

Before the Indiana Regulatory Commission
Cause No. 40178
In the matter of the Petition of Indiana Bell Telephone company, Inc. For Authorization to Apply a
Customer Specific Offering Tariff to Provide the Business Exchange Services Portion of Centrex and
PBX Trunking Services and for the Commission to Decline to Exercise in Part Jurisdiction over the
Petitioner”s Provision of such Services, Pursuant to I.C. 8-1-2.6
On behalf of MCI Telecommunications Corporation.
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Before the Indiana Regulatory Commission

Cause No. 40603-INT-01

MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section 252(b) of the
Telecommunications Act of 1996 to Establish and Interconnection Agreement with Indiana Bell
Telephone Company d/b/a Ameritech Indiana

On behalf of MCI Telecommunications Corporation.

Before the Indiana Regulatory Commission

Cause No. 40611

In the matter of the Commission Investigation and Generic Proceeding on Ameritech Indiana”s
Rates for Interconnection Service, Unbundled Elements and Transport and Termination under the
Telecommunications Act of 1996 and Related Indiana Statutes

On behalf of MCI Telecommunications Corporation.

Before the Indiana Regulatory Commission

Cause No. 40618

In the Matter of the Commission Investigation and Generic Proceeding on GTE”s Rates for
Interconnection, Service, Unbundled Elements, and Transport under the FTA 96 and related Indiana
Statutes

On behalf of MCI Telecommunication Corporation.

Before the Indiana Regulatory Commission

Cause No. 40611-S1

In the matter of the Commission Investigation and Generic proceeding on the Ameritech Indiana’s
rates for Interconnection, Unbundled Elements, and Transport and Termination Under the
Telecommunications Act of 1996 and Related Indiana Statutes

On behalf of WorldCom, Inc., AT&T Communications of Indiana, G.P.

Before the Indiana Utility Regulatory Commission

Cause No. 42393

In the Matter of the Commission Investigation and Generic Proceeding of Rates and Unbundled
Network Elements and Collocation for Indiana Bell Telephone Company, Incorporated D/B/A SBC
Indiana Pursuant to the Telecommunications Act of 1996 and Related Indiana Statues.

On Behalf of WorldCom, Inc. (“MCI”) McLeodUSA Telecommunications Services, Inc., Covad
Communications Company, Z-Tel Communications, Inc.
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Before the lowa Department of Commerce Utilities Board
Docket No: RPU - 00 - 01

US West Communications, Inc.,

On behalf of McLeodUSA.

Before the State of Maine Public Utilities Commission

Dockets Nos. 2007-611, 2008-214 through 2008-218, 2009-41-44.

CRC Communications of Maine, Inc., Investigation Pursuant to 47 U.S.C. §
251(f)(1) Regarding CRC Communications of Maine’s Request of Lincolnville,
Telephone Company, UniTel, Inc., Oxford Telephone Company, Oxford West
Telephone Company, Tidewater Telecom, Inc.

On Behalf of CRC Communications, Inc. an Time Warner Cable

Before the Maryland Public Utilities Commission

Case No. 8988

In The matter, The Implementation Of The Federal Communications Commission’s Triennial Review
Order.

On Behalf of Cavalier Telephone, LLC

Before the Massachusetts Department of Energy and Transportation
D.P.U. 96-83

NYNEX/MCI Arbitration

On behalf of MCI Telecommunications Corporation.

Before the Massachusetts Department of Energy and Transportation

Docket 01-20

Investigation into Pricing based on TELRIC for Unbundled Network Elements and Combinations of
Unbundled Networks Elements and the Appropriate Avoided Cost Discount for Verizon New
England, Inc. d/b/a Verizon Massachusetts’ Resale Services.

On behalf Allegiance, Network Plus, Inc., EI Paso Networks, LLC, and Covad Communications
Company.

Before the Massachusetts Department of Energy and Transportation

Docket 01-03

Investigation by the Department of Telecommunications and Energy on its own Motion into the
Appropriate Regulatory Plan to succeed Price Cap Regulation for Verizon New England, Inc. d/b/a
Verizon Massachusetts’ intrastate retail telecommunications services in the Commonwealth of
Massachusetts

On behalf of Network Plus, Inc.
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Before the Massachusetts Department of Telecommunications and Energy

D.T.E. 03-60

Proceeding by the Department on its own Motion to Implement the Requirements of the Federal
Communications Commission’s Triennial Review Order Regarding Switching for Mass market
Customers

On Behalf of Conversent Communications of Massachusetts, LLC

Before the Massachusetts Department of Telecommunications and Cable

D.T.E. 06-61

Investigation by the department on its own Motion as to the Propriety of the rates and Charges Set
Forth in the following tariff: M.D.T.E. No. 14, filed with the Department on June 16, 2006, to
become Effective July 16, 2006, by Verizon New England, Inc. d/b/a Verizon Massachusetts

On Behalf of Broadview networks, Inc.; DSCI Corporation; Eureka Telecom, Inc. d/b/a
InfoHighway Communications; Metropolitan Telecommunications of Massachusetts, Inc., a/k/a
MetTel; New Horizon Communications; and One Communications

9/2006

Before the Massachusetts Department of Telecommunications and Cable

D.T.E. 07-9

Department Investigation into the Intrastate Access Rates of Competitive Local Exchange Carriers
On behalf of One Communications, PAETEC Communications, Inc., RNK Communications,

and XO Communications Services, Inc.

Before the Michigan Public Service Commission

Case No. U-10647

In the Matter of the Application of City Signal, Inc. for an Order Establishing and Approving
Interconnection Arrangements with Michigan Bell Telephone Company

On behalf of Teleport Communications Group, Inc.

Before the Michigan Public Service Commission

Case No. U-10860

In the Matter, on the Commission”s Own Motion, to Establish Permanent Interconnection
Arrangements Between Basic Local Exchange Providers

On behalf of MCI Telecommunications Corporation.

Before the Michigan Public Service Commission

Case No. U-11280

In the Matter, on the Commission”s Own Motion, to consider the total service long run incremental
costs and to determine the prices for unbundled network elements, interconnection services, resold
services, and basic local exchange services for Ameritech Michigan

On behalf of MCI Telecommunications Corporation.
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Before the Michigan Public Service Commission

Case No. U-11366

In the matter of the application under Section 310(2) and 204, and the complaint under Section
205(2) and 203, of MCI Telecommunications Corporation against AMERITECH requesting a
reduction in intrastate switched access charges

On behalf of MCI Telecommunications Corporation.

Before the Michigan Public Service Commission

Case No. U-13531

In the matter, on the Commission’s own motion, to review the costs of telecommunications services
provided by SBC Michigan

On behalf of AT&T, Worldcom, Inc., McLeodUSA and TDS Metrocom.

Before the Michigan Public Service Commission

Case No. U-11831

In the Matter of the Commission’s own motion, to consider the total service long run incremental
costs for all access, toll, and local exchange services provided by Ameritech Michigan

On behalf of MCIWorldCom, Inc.

Before the Michigan Public Service Commission

Case No. U-11830

In the matter of Ameritech Michigan’s Submission on Performance Measures, Reporting, and
Benchmarks, Pursuant to the October 2, 1998 Order in Case No. U-11654

On behalf of Covad Communications, McLeodUSA Telecommunications Services, Inc., LDMI
Telecommunications Inc., Talk America Inc., and XO Communications Services, Inc.

Before the Michigan Public Service Commission

MPSC Case No. U-14952

In the matter of the formal complaint of TDS Metrocom, LLC, LDMI, Telecommunications, Inc and
XO Communications Services, Inc against Michigan Bell Telephone Company, d/b/a AT&T
Michigan, or in the alternative, an application.

On Behalf of TDS Metrocom, LLC, LDMI, Telecommunications, Inc and XO Communications
Services, Inc.

Before the Minnesota Public Utilities Commission

PUC Docket No. P-442, 421, 3012 /M-01-1916

In Re Commission Investigation Of Qwest’s Pricing Of Certain Unbundled Network Elements,
On behalf of Otter Tail Telecom, Val-Ed Joint Venture D/B/A 702 Communications,
McLeodUSA, Eschelon Telecommunications, USLink.
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Before the Minnesota Public Utilities Commission

PUC Docket No . P-421/AM-06-713

OAH Docket No. 3-2500-17511-2

In the Matter of Qwest Corporation’s Application for Commission Review of TELRIC rates Pursuant
to 47 U.S.C. § 251

On Behalf of Integra Telecom of Minnesota, Inc.; McLeodUSA Telecommunications Services, Inc.;
POPP.com, Inc.; DIECA Communications, Inc., d/b/a Covad Communications Company; TDS
Metrocom; and XO Communications of Minnesota, Inc.

Before the Minnesota Public Utilities Commission

PUC Docket #P-421/C1-05-1996

OAH Docket No. 12-2500-17246-2

In the Matter of a Potential Proceeding to Investigate the Wholesale Rate Charged by Qwest

On behalf of Integra Telecom of Minnesota, Inc., McLeodUSA Telecommunications Service, Inc.,
POPP.com, Inc., DIECA Communications, Inc. d/b/a Covad Communications Company, TDS
Metrocom, and XO Communications of Minnesota, Inc.

Before the New Jersey Board of Public Utilities

Petition of Focal Communications Corporation of New Jersey For Arbitration Pursuant to
Section 252(b) of the Telecommunications Act of 1996 to Establish an Interconnection
Agreement with Bell Atlantic

On behalf of Focal Communications Corporation of New Jersey.

Before the New Jersey Board of Public Utilities

Docket No. TO00060356

I/M/O the Board’s Review of Unbundled Network Elements Rates, Terms and Conditions of Bell
Atlantic-New Jersey, Inc.

On behalf of WorldCom, Inc.

Before the New Jersey Board of Public Utilities

Docket No. TO03090705

In The Matter, The Implementation Of the Federal Communications Commission’s Triennial Review
Order

On Behalf of Conversent Communications of New Jersey, LLC

Before the New Jersey Board of Public Utilities

Docket No. TX08090830

In the Matter of the Board’s Investigation and review of Local Exchange Carrier Intrastate Access
Rates

On behalf of One Communications, PAETEC Communications, Inc., US LEC of Pennsylvania,
LLC, Level3 Communications, LLC, and XO Communications Services, Inc.
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Before The New Mexico State Corporation Commission

Docket No. 96-307-TC

Brooks Fiber Communications of New Mexico, Inc. Petition for Arbitration
On behalf of Brooks Fiber Communications of New Mexico, Inc.

Before The New Mexico State Corporation Commission

Utility Case No. 3495, Phase B

In the matter of the consideration of costing and pricing rules for OSS, collocation, shared
transport, non-recurring charges, spot frames, combination of network elements and switching.
On behalf of the Commission Staff.

Before the New York Public Service Commission

Case Nos. 95-C-0657, 94-C-0095, 91-C-1174

Commission Investigation into Resale, Universal Service and Link and Port Pricing
On behalf of MCI Telecommunications Corporation.

Before the New York Public Service Commission

Case 99-C-0529

In the Matter of Proceeding on Motion of the Commission To Reexamine Reciprocal Compensation
On Behalf Of Cablevision LightPath, Inc.

Before the New York Public Service Commission

Case 98-C-1357

Proceeding on the Motion of the Commission to Examine New York Telephone Company’s Rates
for Unbundled Network Elements

On behalf of Corecomm New York, Inc.

Before the New York Public Service Commission

Case 98-C-1357

Proceeding on Motion of the Commission to Examine New York Telephone Company’s Rates for
Unbundled Network Elements

On behalf of MCIWorldCom.

Before the State Of New York Public Service Commission

CASE 02-C-1425

In The Matter, Proceeding on Motion of the Commission to Examine the Processes, and Related
Costs of Performing Loop Migrations on a More Streamlined (e.g., Bulk) Basic

On Behalf of Conversent Communications of New York, LLC
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Before the Public Utilities Commission of Ohio

Case No. 96-888-TP-ARB

In the Matter of MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish and Interconnection Agreement with
Ameritech Ohio

On behalf of MCI Telecommunications Corporation.

Before the Public Utilities Commission of Ohio

Case No. 96-922-TP-UNC.

In the Matter of the Review of Ameritech Ohio”s Economic Costs for Interconnection, Unbundled
Network Elements, and Reciprocal Compensation for Transport and Termination of Local
Telecommunications Traffic

On behalf of MCI Telecommunications Corporation.

Before the Public Utilities Commission of Ohio

Case No. 00-1368-TP-ATA

In the Matter of the Review of Ameritech Ohio's Economic Costs for Interconnection, Unbundled
Network Elements, and Reciprocal Compensation for Transport and Termination of Local
Telecommunications Traffic. Case No. 96-922-TP-UNC and In the Matter of the Application of
Ameritech Ohio for Approval of Carrier to Carrier Tariff

On behalf of MCIWorldCom and ATT of the Central Region.

Before the Public Utilities Commission of Ohio

Case No. 97-152-TP-ARB

In the Matter of the Petition of MCI Telecommunications Corporation for Arbitration Pursuant
to Section 252(b) of the Telecommunications Act of 1996 to Establish an Interconnection
Agreement with Cincinnati Bell Telephone Company

On behalf of the MCI Telecommunications Corporation

Before the Public Utility Commission of Ohio

Case No. 02-1280-TP-UNC

In the Matter of the Review of SBC Ohio’s TELRIC Costs for Unbundled Network Elements

On Behalf of MClmetro Access Transmission Services, LLC, McLeodUSA Telecommunications
Services, Inc., Covad Communications Company, XO Ohio, Inc., NuVox Communications of Ohio,
Inc.

Before the Public Utility Commission of Ohio

Case No. 08-45-TP-ARB

In the Matter of the Petition of Communication Options, Inc. for Arbitration of Interconnection
Rates, Terms and Conditions and Related Arrangements with United Telephone Company of Ohio
dba Embarq Pursuant to Section 252(b) of The Telecommunications Act of 1996

On Behalf of Communications Options, Inc.
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Before the Pennsylvania Public Utility Commission

Docket No. 1-00940035

In Re: Formal Investigation to Examine Updated Universal Service Principles and Policies for
telecommunications Services in the Commonwealth Interlocutory order, Initiation of Oral Hearing
Phase

On behalf of MCI Telecommunications Corporation.

Before the Pennsylvania Public Utility Commission
Docket No. M-0001352

Structural Separation of Verizon

On behalf of MCI WorldCom.

Before the Puerto Rico Telecommunications Regulatory Board

Docket No. 97-0034-AR

Petition for Arbitration Pursuantto 47 U.S.C. & (b) and the Puerto Rico Telecommunications Act of
1996, regarding Interconnection Rates Terms and Conditions with Puerto Rico Telephone Company
On behalf of Cellular Communications of Puerto Rico, Inc.

Before the Public Service Commission of South Carolina

Dockets Nos. 2008-325-C, 2008-326-C, 2008-327-C, 2008-328-C, and 2008-329-C

In Re: Docket No. 2008-325-C - Application of Time Warner Cable Information Services (South
Carolina), LLC d/b/a Time Warner Cable to Amend its Certificate of Public Convenience and
Necessity to Provide Telephone Services in the Service Area of Farmers Telephone Cooperative,
Inc. and for Alternative Regulation.

On Behalf of Time Warner Cable

Before the Public Utility Commission of South Dakota

Docket TC07-117

In the Matter of the Petition of Midcontinent Communications for the Approval of its Intrastate
Switched Access Tariff and for an Exemption from Developing Company-Speific Cost-Based
Switched Access Rates

On Behalf of Midcontinent Communications, Inc.

Before the State of Rhode Island and Providence Plantations Public Utilities Commission
Docket No. 2252

Comprehensive Review of Intrastate Telecommunications Competition

On behalf of MCI Telecommunications Corporation.
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Before the State of Rhode Island and Providence Plantations Public Utilities Commission
Docket Nos. 3550 and 2861

In The Matter, Implementation of the Requirements of the FCC’s Triennial Review Order (““TRO”’)
On behalf of Conversent Communications of Rhode Island, LLC

Before the Tennessee Public Service Commission

Docket No. 96-00067

Avoidable Costs of Providing Bundled Services for Resale by Local Exchange Telephone Companies
On behalf of MCI Telecommunications Corporation.

Before the Public Utility Commission of Texas

Docket No. 7790

Petition of the General Counsel for an Evidentiary Proceeding to Determine Market Dominance
On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8665

Application of Southwestern Bell Telephone Company for Revisions to the Customer Specific
Pricing Plan Tariff

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8478

Application of Southwestern Bell Telephone Company to Amend its Existing Customer Specific
Pricing Plan Tariff: As it Relates to Local Exchange Access through Integrated Voice/Data
Multiplexers

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8672

Application of Southwestern Bell Telephone Company to Provide Custom Service to Specific
Customers

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8585

Inquiry of the General Counsel into the Reasonableness of the Rates and Services of Southwestern
Bell Telephone Company

On behalf of the Public Utility Commission of Texas.
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Philadelphia, Pennsylvania 19102

consulting, inc.
215-238-1180

Before the Public Utility Commission of Texas

Docket No. 9301

Southwestern Bell Telephone Company Application to Declare the Service Market for CO LAN
Service to be Subject to Significant Competition

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 10382

Petition of Southwestern Bell Telephone Company for Authority to Change Rates
On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 14658

Application of Southwestern Bell Telephone Company, GTE Southwest, Inc., and Contel of Texas,
Inc. For Approval of Flat-rated Local Exchange Resale Tariffs Pursuant to PURA 1995 Section
3.2532

On behalf of Office of Public Utility Counsel of Texas.

Before the Public Utility Commission of Texas

Docket No. 14658

Application of Southwestern Bell Telephone Company, GTE Southwest, Inc., and Contel of Texas,
Inc. For Interim Number Portability Pursuant to Section 3.455 of the Public Utility Regulatory Act
On behalf of Office of Public Utility Counsel of Texas.

Before the Public Utility Commission of Texas

Docket Nos. 16226 and 16285

Application of AT&T Communications for Compulsory Arbitration to Establish an Interconnection
Agreement Between AT&T and Southwestern Bell Telephone Company, and Petition of MCI for
Arbitration under the FTA96

On behalf of AT&T and MCI.

Before the Public Utility Commission of Texas

Docket No. 21982

Proceeding to examine reciprocal compensation pursuant to section 252 of the Federal
Telecommunications of 1996

On behalf of Taylor Communications.

Before the Public Utility Commission of Texas

Docket No. 25834

Proceeding on Cost Issues Severed from PUC Docket 24542
On behalf of AT&T and MCIMetro.
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August H. Ankum, Ph.D. Ankum/
1520 Spruce, Apt. 1004 Q S I
Philadelphia, Pennsylvania 19102

consulting, inc.
215-238-1180

Before the Public Utility Commission of Texas

PUC Docket No. 31831

Staff’s Petition to Determine whether Markets of Incumbent Local Exchange Carriers (ILECs)
Should Remain Regulated

On Behalf of the Office of Public Utility Counsel

Before the Public Utility Commission of Texas

PUC Docket No. 34723

Petition for Review of Monthly Per-Line Support Amounts from the Texas High Cost Universal
Service Plan Pursuant to PURA 8 56.031 and P.U.C. Subst. R. 26.403

On Behalf of the Office of Public Utility Counsel

Before the Public Utility Commission of Texas

Docket No. 33323

Petition of UTEX Communications Corporation for Post-Interconnection Dispute resolution
with AT&T Texas and petition of AT&T Texas for Post Interconnection Dispute Resolution with
UTEX Communications Corporation,

On Behalf of UTEX Communications Corporation

10, 2007

Before the Public Utility Commission of Texas

SOAH Docket No. 473-07-1365

PUC Docket No. 33545

Application of McLeodUSA Telecommunications Services, Inc. for Approval of Intrastate
Switched Access rates Pursuant to PURA Section 52.155 and PUC Subst. R. 26.223

On behalf of McLeodUSA Telecommunications Services

Before the Utah public Service Commission

Docket No. 01-049-85

In the Matter of the Determination of the Costs Investigation of the Unbundled Loop of Qwest
Corporation, Inc.

On behalf of AT&T and WorldCom.

Before the Public Service Commission of Utah

Docket No. 09-049-37

In the Matter of the Complaint of Qwest Corporation against McLeodUSA Telecommunications
Services, Inc., d/b/a PAETEC Business Services.

On Behalf of McLeodUSA Telecommunications Services, Inc.
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Philadelphia, Pennsylvania 19102

consulting, inc.
215-238-1180

Before the Vermont Public Service Board

Docket No. 5713

Investigation into NET’s tariff filing re: Open Network Architecture, including the Unbundling of
NET s Network, Expanded Interconnection, and Intelligent Networks

On behalf of MCI Telecommunications Corporation.

Before the Washington Utilities and Transportation Commission

Docket No. UT-090892

Qwest Corporation (Complainant) v. McLeodUSA Telecommunications Services, Inc., d/b/a
PAETEC Business Services ( Respondent).

On Behalf of McLeodUSA Telecommunications Services, Inc.

Before the Public Service Commission of Wisconsin

Cause No. 05-T1-138

Investigation of the Appropriate Standards to Promote Effective Competition in the Local Exchange
Telecommunications Market in Wisconsin

On behalf of MCI Telecommunications Corporation.

Before the Public Service Commission of Wisconsin

Docket 670-T1-120

Matters relating to the satisfaction of conditions for offering interLATA services (Wisconsin Bell,
Inc. d/b/a Ameritech Wisconsin)

On behalf of MCI Telecommunications Corporation.

Before the Public Service Commission of Wisconsin

Docket Nos. 6720-MA-104 and 3258-MA-101

In the Matter of MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish an Interconnection Agreement with
Wisconsin Bell, Inc. d/b/a Ameritech Wisconsin

On behalf of MCI Telecommunications Corporation.

Before the Public Service Commission of Wisconsin

Docket No. 05-T1-349

Investigation Into The Establishment of Cost-Related Zones For Unbundled Network Elements,
On behalf of AT&T Communications of Wisconsin, McLeodUSA Telecommunications
Services, Inc., TDS MetroCom, Inc., and Time Warner Telecom.

Before the Public Service Commission of Wisconsin

Docket No. 6720-T1-161

Investigation into Ameritech Wisconsin’s Unbundled Network Elements

On Behalf Of AT&T Communications of Wisconsin, Inc., WorldCom, Inc., Rhythms Links, Inc.,
KMC Telecom, Inc., and McLeodUSA (“CLEC Coalition”)
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Philadelphia, Pennsylvania 19102

consulting, inc.
215-238-1180

AFFIDAVITS AND DECLARATIONS SUBMITTED TO THE FEDERAL COMMUNICATIONS
COMMISSION

Before the Federal Communications Commission

File No. EB-04-MD-006.

EarthLink, Inc. (Complainant) v. SBC Communications Inc., SBC
Advanced Solutions, Inc. (Defendants)

On Behalf of Earthlink, Inc.

Before the Federal Communications Commission

CC Docket No. 04-223

In the Matter of Petition of Qwest Corporation for Forbearance Pursuant to 47 U.S.C. § 160(c)
in the Omaha Metropolitan Statistical Area

Declaration on Behalf of McLeodUSA, Inc.

Before the Federal Communications Commission

CC Docket No. 01-92

In the Matter of Developing a Unified Intercarrier Compensation Regime
Declaration on behalf of NuVox Communications

Before the Federal Communications Commission

CC Docket No. 01-92

In the Matter of Developing a Unified Intercarrier Compensation Regime
On Behalf of Cavalier Telephone, Inc.

Before the Federal Communications Commission

WC Docket No. 05-337 CC Docket No. 96-45 WC Docket No. 03-109 WC Docket No. 06-
122 CC Docket No. 99-200 CC Docket No. 96-98 CC Docket No. 01-92 CC Docket No. 99-68
WC Docket No. 04-36

In the Matter of High-Cost Universal Service Support Federal-State Joint Board on Universal
Service Lifeline and Link Up Universal Service Contribution Methodology, Numbering Resource
Optimization Implementation of the Local Competition Provisions in the Telecommunications
Act of 1996, Developing a Unified Intercarrier Compensation Regime, Intercarrier
Compensation for ISP-Bound Traffic IP-Enabled Services

On behalf of PAETEC
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consulting, inc.
215-238-1180

Before the Federal Communications Commission

WC Docket No. 07-97

In the Matter of Petitions of Qwest Corporation for Forbearance Pursuant to 47 U.S.C. § 160(c) in
the Denver, Minneapolis-St. Paul, Phoenix, and Seattle Metropolitan Statistical Areas

On Behalf of PAETEC

Before the Federal Communications Commission

WC Docket No. 09-223

In the Matter of: Cbeyond, Inc. Petition for Expedited Rulemaking to Require Unbundling of
Hybrid, FTTH, and FTTC Loops Network Elements Pursuant to 47 U.S.C. §251(c)(3) Of the Act
On behalf of Covad Communications, Inc.

Before the Federal Communications Commission

GN Docket Nos. 09-47, 09-51, 09-137

Comments Sought on Broadband Study Conducted by the Berkman Center for Internet and Society,
NBP Public Notice #13

On Behalf of Covad Communications Company

MISCELLANEOUS

U.S. District Court, Northern District of Illinois

Eastern Division

Case No. 05-C-6250

Cingular Wireless, LLC, a Delaware Limited Liability Company V Omar Ahmad
On behalf of Omar Ahmad.

Ingham County Circuit Court

Case No. 04-689-CK

T&S Distributors, LLC Custom Software, Inc., Arg, Inc., Absolute Internet, Inc., CAC Medianet,
Inc,. ACD Telecom, Inc., and Telnet Worldwide, Inc. V. Michigan Bell Telephone Company, d/b/a
SBC Michigan.

On Behalf of ACD Telecom, Inc. and Telnet Worldwide, Inc.

Before the Michigan House Committee on Energy and Technology

Presentation on House Bills 4257, August 2009
On Behalf of Michigan Internet and Telecommunications Alliance
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BEFORE THE PUBLIC UTILITY COMMISSION OF OREGON

UM 1484

In the Matter of
CENTURYLINK, INC.
Application for Approval of Merger

between CenturyTel, Inc. and
Qwest Communications International, Inc.

Joint CLECs/3 (Ankum)



Joint CLECs/3
Ankum/

THE PROMISES VS. REALITIES OF RECENT ILEC MERGERS AND ACQUISITIONS 1

Broadband / New Services Deployments

Service Quality

Transaction Closing Pre-Merger Claims Post-Merger Reality Pre-Merger Post-Merger Reality
Date Claims
Carlyle May 2005 "In short order we will offer new | From 2006 through 3Q “Applicants also “Largely because of
Group’s services to our customers, 2008, added only 3,247 allude to improved | impacts from this
Acquisition of including expanded net retail broadband lines | customer service cutover, Hawaiian
Verizon- broadband..." Hawaiian Telcom 2007 that will be Telcom also experienced
Hawaii (aka Carlyle Press Release 5/21/04 Form 10-K and 3Q2008 | achieved through very significant slow-
Hawaiian 10-Q investment in state- | downs in call answer and
Telcom) of-the-art back handling times in its
office systems.” HI | customer contact centers
PUC Order No. and errors in its billing
21696, at 20 during this time [7/06—
9/07]” HI PUC Annual
Report 2008-2009, at 58.
FairPoint’s March 2008 | Will invest to expand offering of | Reorganization Plan “...will enhance Retail -- Severe service

Acquisition of
Verizon
operations in
ME, NH, and
VT

LD, DSL, web-hosting, and
hosted e-mail services in region.
FCC Application. at 17

“FairPoint plans

to increase broadband
availability from current levels
in Maine, New Hampshire, and
Vermont within twelve months
after the completion of the
merger...”

FCC Application at 18

includes delays/cut-backs
to broadband deployment
commitments, foregoes
cap on DSL rates

“I am concerned that
FairPoint has used the
bankruptcy proceeding as
an opportunity to renege
on its promises to Maine
consumers especially in
the area of broadband
build out.” Dissent of
Commissioner Viafades,
MPUC Order 7/6/10

service quality and
promote
competition...

FCC Application at
18

quality declines, 2009
trigger of maximum
payment under Retail SQ
Plan.

VT PSB Order 6/28/10 at
10

Wholesale -- OSS
failures, order fall-out
and manual handling. 1d.
at 68-69




Joint CLECs/3
Ankum/
2

Broadband / New Services Deployments

Service Quality

Transaction Closing Pre-Merger Claims Post-Merger Reality Pre-Merger Post-Merger Reality
Date Claims
Frontier’s July 2010 “Frontier believes that... it can Too early to assess "this transaction Wholesale OSS failures,
Acquisition of dramatically accelerate will be seamless for | ordering delays, under-
Verizon broadband penetration in these retail and wholesale | staffed Access Order
operations in new markets over time.” customers" centers, trouble report
14 states FCC Application at 3 FCC Application at | backlogs
4
CenturyTel- July 2009 “...consumers will also benefit Separately, CT and “the proposed CenturyLink seeks
Embarq from more rapid deployment of | Embarq added 185,000 transaction will waiver of FCC’s 1 bus.-
Merger advanced services, including broadband lines in 2008; | not disrupt services | day number porting req’t.
IPTV and next-generation in 2009, the merged to customers of CL Petition filed 6/7/10
broadband-based services” company added 191,000 | CenturyTel and
FCC Application at 4 —just 6,000 lines more. Embarq” tw telecom and Socket
CT and Embarq Form FCC Application at | Telecom experience
10-Ks for 2008, 2009 7 EASE system failures
beginning in late 2009.
7/12/10 Comments to
FCC at 29-30
Job Creation Financial Stability/Performance
Transaction Closing Pre-Merger Claims Post-Merger Reality Pre-Merger Post-Merger Reality
Date Claims
Carlyle May 2005 "...we expect to add many new March 2010, approx. “Carlyle has a track | Dec 2008, Chapter 11
Group’s jobs after the acquisition." 1450 employees -- 15% | record of successful | Bankruptcy Filing
Acquisition of Carlyle Press Rel. 5/21/04 decline from pre-sale telecommunications
Verizon- level investments...” Annual RoR as of June
Hawaii (aka Form 10-A 5/16/10 and | Carlyle Press Rel. 2009: —29.3%
Hawaiian Honolulu Starbulletin, 5/21/04
Telcom) 10/14/04




Joint CLECs/3

Ankum/
3

Job Creation

Financial Stability/Performance

Transaction Closing Pre-Merger Claims Post-Merger Reality Pre-Merger Post-Merger Reality
Date Claims
FairPoint’s March 2008 | “Preserve 3000 In-region jobs, Chapter 11 “the proposed Oct 2009, Chapter 11
Acquisition of Add 600 New Jobs, Add 3 New | Reorganization Plan transaction will Bankruptcy Filing
Verizon In-region Local Service Centers” | defers raises, creates task | further enhance
operations in force to cut operating FairPoint's ability “FairPoint's actual
ME, NH, and expenses by $-millions. | to serve customers | performance throughout
VT Nashua Telegraph 2/9/10 | in these states by 2008 and 2009 turned out
improving its to be worse than the
overall financial Board's most pessimistic
flexibility and assumptions.” VT PSB
stability” FCC Order 6/28/10 at 58
Appln. at 19
Frontier’s July 2010 "Frontier will operate a regional | Pending, too early to “the transaction “Our net debt to adjusted
Acquisition of operations headquarters in assess will transform EBITDA ratio at quarter
Verizon Charleston, West Virginia, Frontier by end was 3.9x,
operations in creating and preserving jobs..." strengthening its comparable to Q4 2009.”
14 states FCC Appln., Public Interest balance sheet. Once | Frontier 1Q2010
Stmt. at 22 the transaction Earnings Call Transcript
closes, Frontier 5/6/10 (Seeking
expects that its ratio | Alpha.com)
of debt to EBITDA
will decrease from
3.8t02.6...”
CenturyTel- July 2009 No commitments made CL “management has cut | “the merger will ... | “The negative rating
Embarq about 1,000 from its help ensure the outlook ...reflects the
Merger 20,000 employee base.” | future financial considerable execution

CenturyLink lays off
another 600 Embarq

workers, Fierce Telecom

1/11/10

stability of the
combined

enterprise.”
FCC Appln. at 4

risks in integrating a
sizeable company so

soon after another large

acquisition (Embarq in
July 2009)” Moody’s,
Rating Action 4/22/10
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BEFORE THE PUBLIC UTILITY COMMISSION OF OREGON
UM 1484

In the Matter of
. CENTURYLINK, INC.
Application for Approval of Merger

between CenturyTel, Inc..and
Qwest Communications International, Inc.

Joint CLECs/5 (Ankum)
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BEFORE THE PUBLIC UTILITY COMMISSION OF OREGON
UM 1484

In the Matter of
CENTURYLINK, INC.
Application for Approval of Merger

between CenturyTel, Inc. and
Qwest Communications International, Inc.

~ Joint CLECs/6 (Ankum)




Joint CLECs/6
Ankum/
1

April 30, 2010

Kim Isaacs

OneEighty Communications Inc
6160 Golden Hills Drive

Golden Valley, MN 55416
kdisaacs@integratelecom.com

TO:Kim Isaacs

Announcement Date: April 30, 2010

Effective Date: June 1, 2010

Document Number: PROD.RESL.04.30.10.F.07809.D81_DS3_Services
Notification Category: Product Notification

Target Audience: CLECs, Resellers and ISP-GET

Subject: DS1/DS3 Services

This is to advise you of changes to a Qwest retail service offering. Please be advised that retail
offers that are subject to Commission approval may change. Resellers.should monitor filings
since Qwest will not provide notification of changes.

Tariff/catalog/price list réference: Qwest Tariff F.C.C: No. 1.
State(s): All 14 Qwest States covered by Tariff F.C.C. No. 1.

Product Description: Qwest Corporation (Qwest) plans to change its Regional Commitment
Program (RCP) from a unit based plan to a revenue based plan and raise the commitment level
from 90% to 95% of the total Company-provided in-service DS1 and DS3 Revenue. The
effective date of this restructure will be June 1, 2010.

If you have any questions or would like to discuss this notice please contact your Qwest
Service Manager, Maryann Wiborg on (612) 359-5107 or at

. MaryAnn.Wiborg@qgwest.com or Rita Urevig on (218) 723-5801 or at
Rita.Urevig@qwest.com. Qwest appreciates your business and we look forward to our
continued relationship.

Sincerely,

Qwest Corporation




Joint CLECs/6

If you would like to subscribe, unsubscribe or change your current profile to Qwest
Wholesale mailouts please go to the '‘Subscribe/Unsubscribe’ web S|te and follow the
subscription instructions. The site is located at:

http:llwww.qwest.comfwholesalelnoﬁces!cnlalmaillist.html

cc: Maryann Wiborg or Rita Urevig
Stephanie Smith

Qwest Communications, 120 Lenora St, 114th Floor, Seattle WA 98121

Ankum/
2




Joint CLECs/6
Ankum/
3

From: Johnson, Bonnie J.

Sent: Friday, June 04, 2010 10:44 AM
To: 'Schipper, Scott'

Cc: Johnson, Bonnie J.

Subject: Meeting follow-up/RCP

Hi Scott, .
Thanks again for meeting with me. 1 am still working on pulling together contacts for AQCB requests
{including QMOE), but | did follow up with Doug Denney regarding the RCP agreements.

Integra recently had discussions about the fact that some of these plans are about to expire. Integra is
disappointed in the changes Qwest recently announced with respect to the RCP. They made two
changes that greatly diminish the value of the RCP. Changing from a circuit based commitmentto a
revenue based commitment, limits our ability to groom our network to the greatest ability. In addition,
Qwest is changing the commitment level from 90 to 95%. Both of these substantially decrease the value
of the RCP by increasing the risk associated with the plan.

You indicated that you have little leverage regarding RCP, however, | wanted you to know the impact of
the changes Qwest made.

Thanks again,

Bonnie

wooRd

" Bonnie J. Johnson | Director Carrier Relations
| direct 763.745.8464 | fax 763.745.8459 |

6160 Golden Hills Drive

Golden Valley, MN 55418-1020

bijohnson@integratelecom.com
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Morgan Stanley

Stock Rating
++

Industry Viewr
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1Q10 Preview: Awaiting

Embarg Synergy/Integration
Update and Additional Color
on Qwest Deal

investment conclusion: CenturyLink (formetly Cen-
turyTel) has a track record of beating and raising annual
guidance when it releases quarterly results; only in two
out of the last 16 quarters (2Q09 and 3Q09, before and
after closing the Embarq deal} it did not do so (see side
table). As such, we expect management to increase its
2010 EPS guidance ($3.10 to $3.20) when it reports 1Q
results next Wednesday. Last's week announcement of
CenturyLink's deal with Qwest implies that the integra-
tion of the Embarq properties is tracking ahead of
schedule, and thus, management has more visibility into
2010 earnings.

On the Qwest transaction itself, we expect to get some
additional granutarity during the call around synergy
targets and timeframes as well as details on the state
approval process, including what states wili need to
grant formal approval to the deal and likely timelines.
{For more on our views on the deal please see “Cen-
turyLink/Qwest Merger Creates a New Scale Player in
Telecom” published on April 23, 2010.)

What's new: 1Q resulis are due on Wednesday, May 6
(call: 11:30AM ET, diak-in: 866-219-5631). Our 1Q EPS
estimate of $0.89 is three cents above FactSet con-
sensus and one cent above the top end of the
$0.84-$0.88 guidance.

Where we differ: We remain concerned about secular
pressures facing the wireline sector, but believe that
CenturyLink is well positioned, given its merger driven
strategy. We are already seeing signs of a recovery in
legacy Embarg’s consumer segment and we believe
that a recovering economy could help demand recover
in the enterprise sector.

What's next: Qwest and Windstream will also release
1Q results on Wednesday. We'll get a full picture of the
RLEC space once Frontier reports on Thursday.

2-Feb-06
27-Apr-06
27-Jul-06
2-Nov-06

15-Feb-07
3-May-07
2-Aug-07
1-Nov-07

14-Feb-08
1-May-08
31-Jul-08

_27-0ct-08

19-Feb-09
30-Apr-09
6-Aug-09
5-Nov-09
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1Q Preview: Awaiting Embarq Synergy/integration Update and Addi-

Morgan Stanley is acting as financial advisor ta Qwest Com-
munications Infernational Inc. ("Qwest") in connection with its
merger with CenturyTel Inc. ("CenturyTel"}, as announced on
April 22, 2010. The proposed merger is subject fo the approval
of CenturyTel and Qwest shareholders, as well as regulatory
approvals and ofher customary closing conditions. '

This report and the information provided herein is not intended
to (i) provide voting advice, (ij) serve as an endorsement of the
proposed transaction, or (i) resuit in the procurement, with-
holding or revocation of a proxy or any other action by a secu-
rity holder. ’

Qwest has agreed fo pay fees to Morgan Stanley for its finan-
cial services, including transaction fees that are subject to the
consummation of the proposed fransaction.

Please refer to the notes at the end of the report.

Exhibit 1

Revenue ($M) 10
% growth na £6.9% -5.2%
EBITDA ($M) 960 944 912
% margin 50.3% 51.3% 50.4%
Capex ($M) 96 337 217
% of Rev 5.0% 18.3% 12.0%
Access lines {000) 7,543 7,039 €,901
% growth na -8.8% -8.6%
Incremental losses (C00) {172} {148) - {138)
% growth 16.7% -24.2% -19.8%
DSL subs (000) 2,117 2,238 2,284
Net adds (000) 64 47 48
% growth -31.5% 27.0% ~25.0%
FCF (QCF - capex) 809 334 420
Dividend Payout % 21% 63% §2%
FCF (caic by company) 558 306 402
Dividend Payout % % 68% . 54%

Source: Company data, Morgan Stanley Research

Questions for Management

Qwest deal: Can you provide us with a more granular detail on
synergy targets and expected realization timelines? What states
require an approval and what are the likely timelines? When do you
expect to file the proxy?

Enibar_q integration/synergies: Management expecied to realize
additicnal incremental operating cost synergies of approx. $10M in
1Q10 and apprex. $200M for the full year. Any updates on this?




Morgan Stanley

Once the North Carolina conversion is completed, which states will
follow? is management still expecting to have 80% of the integra-
tion done by the end of 20107 When is it expected to be com-
pleted? . '

Economy: How did the economic environment play out in 1Q107?
Management mentioned that it had seen some stabilization in Las
Vegas and Flerida markets. 1s this still the case?

Guidance: Any updates/changes o the 2010 outlook (refer to
Exhibit 2Y? When providing 2010 guidance, management said it

" expected $0.08 to $0.10 in pressure related fo reduced interstate
USF revenue and $0.06 to $0.08 in pressure from the “expected
migration of network traffic from a wireless carrier customer”. Any
updates?

Broadband stimulus/Regulatary: What are the company's thoughts
on the FCC's National Broadband Plan released in March?

Specirum: The Company mentioned that it plans to do a trial with
LTE, “sometime toward the end of the year”. Any updates on this?

Cable/wireless competition: What percentage of access lines were
lost to cable versus wireless substitution? Did cable competition
increase/decrease in the quarter?

Leverage: What is the company's target leverage?

Uses of cash: Management believed that the company should pay
off approx. $500M of debt maturities this year and address the best
use of FCF next year, when there are no significant debt maturities.
Is this stil the case?

Broadband/Access Lines: The Company added 47,000
high-speed customers in 4Q09. Any updates for 1Q107 How did
net adds trend in the Embarg markets? Any updates on the rate of
line loss in the most urban markets?

Pension: CenturyLink expected fo make a voluntary pre-tax con-
tribution of $300M to one of its pension plans in 1Q10. Any up-
dates?

Video/IPTV: How did video adds trend in 1Q107 Management
mentioned that CenturyLink plans {o launch IPTV in five additionat
markets in 2010. Does the Qwest deal change these plans?

- Wireless strateqy: Any updates to managemen{’s wireless strategy,
and in particular to the intended use of the 700MHz spectrum?
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- Requlatory/Other: What are management's expectations on divi-

dend taxation, bonus depreciation, and the national broadband
plan implementation?

Exhibit 2

Guidance vs. Morgan Stanley Estimates
2010

. Guidance
5.5% 1o 6.5% low er than 2009

Operating revenues . pro forma -5.7%
$3.10 to 3.20 $3.35
$1.4758 to $1.5258 $1.556B
$825M to $675M $852M
Implied Y/Y change -12.8% to-17.7% -158.0%
Div Payout ' 57% to 59% 56%
Line loss 7.5% t0 8.5% -7.9%

1Q10 Guidance
Revenrues ) $1.77B fo §1.80B
EPS - ) $0.84 to $0.88. $0.89

Source: Company data, Morgan Stanley Research

Exhibit 3 :
Average Quarterly EPS Beat of 5 Cents Since 1Q06

CENTURYLINK
QUARTERLY EPS BEAYT

012
.10 -—average best of $0.05

(both v. guidonce and v.
0.08 ~ consansus) B

Mv. Top End of Guidance By, Consensus

-0.04

EEFPSF PSS PSS

Source: Company data, Morgan Stanley Research

* In 3008 managerment noted that eamings from its interest in an unconsalidated wireless
partnership were ~$4M lower for than it had anticipated, due to 2007 audit adjustments
recorded by the partnership's general partner late in 3Q. Excluding the adjustments, diluted
EPS in 3Q08 would have been $0.025 higher and would hava likely beat consensus and the
top end of the guidance range.

Morgan Stanley is currently acting as financial advisor to Ver-
izon Wireless with respect fo the proposed acquisition of cer-
tain of its wircless assets by AT&T, Inc. and Aflantic
Tele-Network, as required by the conditions of the regulatory
approvals granted for Verizon Wireless' purchase of Alftel
Corporation earlier this year. The proposed acquisitions are
subject to customary regulatory approvals, as well as other
customary closing conditions. Verizon Wireless has agreed fo
pay fees to Morgan Stanley for its financial services. Please
refer to the notes at the end of the report.
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Exhibh 4 :

CenturyLink Pro-forma Income Statement

208 (13

2Q1i0E

3IQ10E

Total revenues §,236
% growth «3.2% na; -5.7% 2.6% -2.9% 2.9%
% growth g/
Operating Expenses
Cost of services and products 2,669
% growth 0.5%
% of revenues 324%
Selling, general and administrative 1,722
% growth -13.8%
% of revenuss 20.9%
Depreciation and amortization 1847
% growth 6.2%
Total expenses €,037
% growth -5.8% na na na B6%] -5.2% A4T% -52% -1.8%
% revenues 73.3% 69.2% 668.8% 69.7% 681%) 692% 70.1%  70.3%  70.5%
Total operating income 589 594 568 587 §58 5§35 522 513
% growth na na na -33%| -53% -101% -B1% -1286%
% margin 29.7%  29.5%

Cther income {expense}

interest sxpense (6086) 522) (80N (@70) (144) (14D (149 (44  (141y (130 (138)  (135)

Other inceme and expense. as 17 17 17 6 6 9 ] 5 4 4 4

income before taxes 1,629 1,622 1.M7 1,34 450 450 434 452 421 4 350 383

income tax expense - (607} (566) (327 (499) (168}  (173) (184) (185} (157) (149)  (145)  (142)
% PBT (implied tax rate) 37.3% 372% 3I72% 31.2% 37.3% S7.5% 379% 364%f 372% 372% 372% 2%
% Statutory Tax Rate 35.0% 35.0%  350%  35.0% 35.0%  35.0%  35.0% 350%f 35.0% 350% 35.0%  35.0%

Net income {total) . . 1,022 856 890 842 282 288 269 287 265 252 245 240
% growth a 14.9% -4.6% -6.9% -5.4% na na na 13%| -62% -124% -5.0% -16.3%
% margin 12.4% 138% fa.3% 128% 148% 15.1% 144% 156%| 146% 141% 139% 13.8%

EPS - Basle

Diluted shares outstanding 308 297 296 294 2057 2073 2984 2993 2985 2986 2084 2080
% growih yiy -5.8% D4%  08%  0.5% 7.0% -36% 0.14% 1.5% 1.0% 0.4% 00% -04%
% growth a/q 4.3% 0.5% &.4% 0.3% 0.3% 0.3% 0.3% 0.3%

Source: Company data, Morgan Stanley Research, (1) 2008 proformma by us; 1Q08 and 20109 are preforma calculated by us. 2009 s proforma provided by the company

E= Morgan Stantey Research estimates
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Exhikit 5
CenturyLink Pro-forma Balance Sheet

Assets
©Cash and cash equivalents 350 162 364 1,048 1,081 673 156 41 531 162 "7 155 259 384
Accounts receivable 750 666 850 632 514 598 638 740 671 686 815 665 656 650
Other current assets : 345 218 262 - 255 . 247 240 258 280 256 275 212 68 264 262
Total current assats $1,445 1,124 $1,295 $1,935 $1,942 $1,510 1,052 1,070 1,458 1,124 1,063 4,089 1,179 1,295
Gross PPSE 30,525 15,557 16,408 17,335 18274 18,199 30,103 30,323 15,609 15,557 15,774 15,985 156,139 16,409
Accumulated depreciation (19,818) (6,460) (7,887} (0.268)  (10852)  (12.049) (20,030} {26,381) (8245) (6460 (6814 (16T (7518 {887
Net PPE 10.367 9,087 2541 8,065 1812 ALY 10073 9943 2263 8097 8050 £33 £681 BSH
Goodwill 7,880 10,252 10,252 10,252 10,252 10,252 9,615 9615 10,034 10.252] 10,252 10,252 10,252 10,252
Investments and ather assels 2,044 2090 2080 2,090 2,080 2,000 2,219 2,219 2,102 2,090 2,000 2,020 2,680 2090
Total assets 21,676 22,563 22,473 22,344 21,396 - 21,003 22,559 22,846 22,957 22563 22,366 22,252 22,202 22478
Liabilities
STOebt and current maturities of LTD 22 500 25 25 25 25 22 22 769 500 250 100 50 25
Accounts payable 443 395 |. 380 ot | 372 364 370 436 332 395 358 395 294 380
Accrued expenses and other liabilities 883 812 | 798 780 764 748 a18 824 1048 B12] &14 814 504 708
Total current kiabilities $1,354 $1,707 $1,213 $1,18¢ $1,181 $1,136 1,310 4,281 2,149 1,707 | 1462 1,314 1,248 1,213
Longpterm debl 5,037 7.254 7,254 1,420 7,053 8,299 8120 7856 7455 7254] 7254 7254 7254 7,254
Defesred credits and other liabilities 3,809 4,135 4135 4,135 4,135 4,135 4338 4,334 3989 4135] 4135 4,236 4,135 4435
Total liabilities 14,201 13,098 12,602 12,742 12349 11,670 3,764 1351 13,593 13,006 12,850 12,70z 42,637 12,602
Sharehalders’ equity
Cammon stock 265 254 299 299 299 299 297 297 297 269 288 299 299 299
Paid-in capital 4839 8,014 5014 8,014 8,014 6,014 5,667 5,867 5959 6014 6014 G094 anté 6014
Treasury Slack [} [} 258 3 [} 0 4 of 0 D 125 25
Accumuiated OCI {net of tax) = 83) 85 (85} (85) {85) {117) nn {112) (B5} {85) {85) {85 (85)
Retaired eamings 3238 3233 3,363 3443 3439 337 3,143 3223 3212 3,233 3281 3,316 3344 3,368
© Nen-controlling interest o ] & [} 8 6 s 5 7 § ] ;] 5 6
Total sharehoiders' equity 1475 9467 9577 9,602 9,548 9,432 8,185 8,276 8,364 9467 9,518 8,550 9,565 9,577
Total Babilities and SE 24,676 22,563 2178 22,344 21,896 $21,003 22,959 22,846 22,957 22,563 22,368 22,262 22,202 22,178
Source: Company data, Morgan Stanley Research, E= Morgan Stanley Ressarch estimates
Exhihit 6
CenturyLink Pro-forma Cash Flow Statement
2010E 2Q10E
“Operating activities from continuing operations |
Netincome 1,135 1125| 1,000 954 88 840 282 287 269 287 264 25 245 240
Adjustments to reconcile net income to net cash provided 0 [+
a v]
Income from: discontinued operations, net of tax 1] 26 26 0
Depreciation and amortization 1,527 1463 1408 1401 1,394 1,387 arz a2 a6z s 355 353 351 349
Income frem uncensolidated cellular entities (t2) (0)] M 1} .
Minoity interest [s] 1}
Deferred income taxes 166 233 96 9 12 116
Nonrecurving gains and losses 76 40 40 0
Changes in currerit assets and current labilites: 0 Q
Accounts receivable (13)  (89) 36 17 18 18 &4 & 2 (173) 1 9 9 [
Accounts payable {169) &5 (5) {9} [&:)] [£2)] 50 15 3 2 6) (5]
Other acerued taxes 65) 31 4 (18 17 (e 19 12 2 0 {10} ®)
Other current assets and other curment lizbilities, net: {15 {8) 14 7 7 7 (15 9 4 4 4 3
Increase (decrease) in other noncument assets {147} 25 h 1 1) 52
Other, net 118 21) {1} 14 57} 33
Net cash {used in} - operating acfivities cont. ops 2601 2,891 2439 2352 2,282 2227 905 714 &1 671 639 619 593 588
{nvesting activities from continuing operations a o
Acquisitions, net of cash acquired (149) 837 0 a o] 419 213 0 ] 0 o
Payments fer property, plant and equipment (Capex) (962} {1,003) (852) {826) {839) (925) (96} {283} (268) {337) {217) (214 (211) (209)
Proceeds from sale of assets 44 12 12 a
Investment in unconsofidated celfular entities 0 0 o] 0
Orther, net 14 7 7 0
Met cash{used in} - investing activitles cont. ops (1,053 (347) (852} {9z}  (939)  (928) (76) (283) 133 (1200 {7 (214 (211} (209
Financing activities from continuing operations Q 0
Proceeds from issuance (payraents) of debt 144 (1,308} (475) 167 (368) {747y (335) 246 {470) (250) (150} (50} {25)
Proceeds from issuance (repurchases) of common stock  (829) 153 (25) (50} (50} 0) 4 <} 57 0 1} {13} 13
Cash dividends {624) (758) {885) {879) {892} {70 (170} {209) (209). (218) (216) (216} {218)
Other, ret 8 {821) (108}  {45) {373) {238y
Net cash {(used in} - financing activites cont. ops (1,301} (2733 (1,365 (762) [(1,M0) {1,023) {5450 (243) (o21)] (46T (366) (279}  (254)
Net increase {decrease) in cash and cash equivalents 247 {189} 22 664 33 (184} [115) 491 {369) (45) 38 103 125
Cash at the beginning of peried 103 350 162 384 1,048 350 156 41 531 162 17 185 259
Cash at the end of period $350 $162 5384 §1,048 $1.081 $156 M $521 $162 M7 $155 $259% $334
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MORGAN STANLEY Morgan Stanley ModelWare is a proprietary analytic framework that helps clients un-
cover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-ime events, capitalizes operating

O e a re leases {where their use Is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a campany
from its financing for a more complete view of how a company generates eamings.

Disclosure Section

‘The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. incorperated, andfor Morgan Stanley C.TV.M.S.A
and their affiliates {collectively, "Morgan Stanley”}. o . . . . ) .

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan

Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley

Research at 1585 Broadway, (Altention: Research Management), New York, NY, 10036 USA.,

Analyst Certification

The following analysts hereby certify that their views about the companies and their securilies discussed in this report are accurately expressed and
that trrt1e “have Frim recaived and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report: Simon Flannery.

tnless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
Morgan Stanley Research has been Published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

As of March 31, 2010, Morgan Stanley beneficially awned 1% or more of a class of common equity securities of the following companies covered in
Morgan Stanley Research: AT&T, inc., CenfuryTel, Equinix Inc., Level 3 Communications, Inc., Rackspace Hosting, Inc., SBA Communications,
Verizon Communications, Windstream Gorct'z.. . i

As of March 31, 2010, Morgan Stanley held a nel long or short position of US$1 million or more of the debt securities of the fullowing’ issuers covered
in Morgan Stanley Research (including where guaranitor of the securities): American Tower Corp., AT&T, Inc., BCE Inc,, CenturyTel, Cincinnati Bell
Inc., Crown Castle Corp., FairPoint Communications, Frontier Communications Corp, Leap Wireless, Level 3 Communications, Inc., MetroPCS
Communications, Qwest Communications Int'l, Rogers Communications, Inc., Sprint Nexiel Corporation, Telephone & Data Systems, TELUS Corp,,
tw telecom inc, US Cellular Comporation, Verizon Communications, Windstream Corp.. » . .

Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 1444 offering) of securities of American Tower Corp.,
pen%ry‘dre{.‘cmcgnah Bell Inc_, Clearwire Corporation, Crown Castle Corp., Frontier Communications Corp, Qwest Communications Intl, tw telecom
inc, Windsiream Corp.. - .
Within the last 12 months, Morgan Stanley has received compensation for investment bankin% services from American Tower Corp., AT&T, Inc,,
CenturyTel; Cincinnafi Bell Inc., Clearwire Corporation, Crown Castle Carp., Eguinix Ing., FairPoint Communications, Frontier Communications Corp,
Level 3 Communications, Inc., Qwest Communications Intl, TELUS Corp., tw telecom inc, Verizon Communications, Windstream Corp..

In the next 3 months, Morgan Stanley expects to receive orintends to seek comgensatlon for investment banking services from American Tower Corp.,
AT&T, Inc., BCE Inc., CenturyTel, Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corp., Equinix Ing., FairPoint Communications, Frontier
Communications Corp, lowa Telecom, Leap Wireless, Level 3 Communications, Inc., MetroPCS Communications, Neutral Tandem, Inc., Qwest
Communicatians Inti, Rackspace Hosting, Inc., Rogers Communications, Inc., SAVVIS Inc., SBA Communications, Sprint Nextel Corporation,
Telephone & Data Systems, TELUS Corp., tw tefecom inc, Verizon Communications, Windstream Corp..

Within the last 12 months, Morgan Stanley & Co. Incorporated has received compensation for products and services other than investment banking
services from AT&T, Inc., BCE Inc., Crowh Castie Corp., Sprint Nextel Corporation, Verizon Communications,

Within the last 12 months, Morgan Stanley has %rowded or is providing investment banking services to, or has an investment banking client rela-
tionship with, the following company: American Tower Corp., AT&T, Inc., BCE Inc,, CenturyTe, Cincinnati Bel Inc., Clearwire Corporation, Crown
Castle Corp., Equinix Inc., FairPeint Communications, Fronlier Communications COIE, {owa Telecom, Leap Wireless, Level 3 Communicalions, Inc.,
MetroPCS Communications, Neutral Tandem, Inc., Qwest Communications Intl, Rackspace Hosting, Inc., Rogers Communications, Inc., SAWIS Inc.,
SBA Communications, Sprint Nextel Corporation, Telephone & Data Systems, TELUS Corp., tw telecom inc, Verizon Communications, Windstream

Corp..

Within the last 12 months, Morgan Stanley hag either provided or is providing non-investment banking, securifies-related services fo and/or in the past

has entered.into an a?reerqent 1o provide services or has a client relationship with the following company: American Tower Corp., AT&T, Inc., BCE Inc.,

Cincinnati Bell Inc., Clearwire Corporation, Crown Castle Corlp_., FairPoint Communications, Frontier Communications Corp, Level 3 Communications,

Inc., Qwest Communications Intl, Rogers Communications, Inc., Sprint Nextel Corgoratmn. Verizon Communications. ‘

An employee, director or consultant of Morgan Staniey is a director of AT&T, Inc., Sprint Nextel Corporation, Verizon Communications,

Morgan Stanley & Co, Incorporated makes a market in the securities of American Tower Corp., AT&T, Inc., CenturyTel, Cincinnati Bell Inc., Clearwire

- Corporation, Crown Castle Corp., Equinix Inc., Frontier Communications Co(r:p, lowa Telecom, Leap Wireless, Level 3 Communications, Inc.,

. MeiroPCS Communications, Neutral Tandem, Inc., PAETEC Holding Corp., Gwest Communications Int'l, Rackspace Hosting, Inc., SAVVIS Inc., SBA

Communications, Sprint Nexte! Corporation, Telephone & Data Systems, tw telecom inc, US Cellular Corporation, Verizon Communications.

The equily research analrst.}s or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation hased

gpog_ various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investrnent
anking revenues. :

The fixed income research analyslg or strategists principally responsible for the greparation of Morgan Stanley Research have received compensation

based upon various factars, including quality, accuracy and value of research, firm profitability or revenues {which include fixed income frading and

capital markets profitability or revenyeg). client feedback and competitive factors. Fixed Income Research analysts’ or strate?ists' compensation is not

linked to investment banking or capital markets {ransactions performed by Morgan Stanley or the profitability or revenues o particular trading desks.

Morgan Stanley and its affiliates do business that relates to companiesfinstruments covered in Morgan Stanley Research, including market making,

providing liquidity and specialized tradini,. risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit,

investment services and investment banking. Morgan Stanley sells to and buys from customers the securitiesfinstruments of companies covered in

Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report.

Cerfain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS
Morgan Stanley uses a relative rafing system using ferms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below).
Morgan Stanley does not assign ratings of Buy, Hold or Sell {o the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the
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equivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since
Morgan Stanley Research contains more complete information conceming the analyst's views, investors should carefully read Morgan Stanley Re-
search, in Its entirety, and not infer the contents from the ratm?_lalone. In any case, ratings (or research) should not be Used or relied upon as in-
v?[_?tment a_gvicéi: An investor's decision fo buy or sell a stack should depend on individual circumstances (such as the investor's existing holdings) and
other considerations, :

Global Stock Ratings Distribution
(as of March 31, 2010)

For disclosure (?urposes onéy (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Overweight, Equal-wel?ht, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended refative
welghtings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy rec-

ommendation; we comespond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Coverage Universe __ Investment Banking Clients (IBG)

% of % of % of Rating
Stock Rating Category Count Total - Count Total IBC  Category
Overweight/Buy 1042 4% 325 43% 31%
Equal-weight/Hold 1005 43% 348 46% 32%
Not-Rated/Hold 15 1% 4 1%  27%
Underweight/Sell 373 15% 87 1% 23%
Total 2,525 764

Data Include common stock and ADRs currently assigned ratings. An investor's decision {o i;(:y or sell-a stock should depend on individual circum-
stances (stich as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or
an affiliate received investment banking compensation in the last 12 months. - . :

Analyst Stock Ratings
Overweight (O). The slock’s total return is expected to exceed the average total return of the analyst's industry (or indusiry team's) coverage universe,
on a risk-adjusted basis, over the next 12-18 months. .
Equal-weight (E). The stock's fotal refurn is expected to be in line with the average total refurn of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months, . . :
Not-Rated (NRt). Currently the analyst does not have adequale conviction about the stock’s total retumn relative to the average total retum of the
-~ analyst's industry _‘_or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months. .

Underweight (U). The stock’s total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months. ) )
Untess otherwise speciiied, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A). The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be aftractive vs. the
relevant broad market benchmark, as indicated below. .

In-Line (l): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant -
broad market benchmark, as indicaled below. .

Cautious (C). The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the refevant
broad market benchmark, as indicated below, i .

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSG! country index.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Giti Investment Research & Analysis {CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research. Ask your
Financial Advisor or use Research Center to view any avaitable CIRA research reports in addition to Morgan Stanley research reports.

imporiant disclosures regarding the relationship between the comparies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan
Stanley and Citigroup Global Markets In¢. or any of their affiliates, are available on the Morgan Stanley Smith Bamey disclosure website at
www.morganstanleysmithbamey.comiresearchdisclosures. :

For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley. com/researchdisclesures and
https:iiwww.citigroupgeo.comigeopublic/Disclosuresfindex_a.htrl. )

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Bamey LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest,

Other Important Disclosures

Morgan Stanley produces an equity research product called a *Tactical Idea.” Views contained in a "Tactical [dea” on a particular stock may be contrary to the recom-
mendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors, For all
research available on a particular stock, please contact your sales representative or go to Client Link a4 www.morganstantey.com.

For a discussion, if applicable, of the valuation methods and the risks related to any price targefs, please refer to the latest relevant published research on these stocks.
Morgan Stanley Research does not provide individually taitored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial
circumnstances and objectives of persons who recelve it, Morgan Stanley recommends that investors independently evaluate paricular investments and strategies, and
encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individuaf ircum-
stances and objeclives. The securities, instruments, or strategies discussed in Morgan Stanley Research may niet be suitable for alf investors, and certain investors may not
be eligible to purchase or participate in some or all of the.

Morgan Stanfey Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any securityfinstrument or to participate in any particular trading strategy.
The "Important US Regulatory Discdlosures on Subject Companies” section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or
more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment
offess than 1% in securiiesfinstruments or derivatives of securitiesfinstruments of companies and may frade them in ways different from those discussed in Margan Stanley
Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securitiesfinstruments or derivatives of
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secuifiesfinstrements of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by
Morgan Stanley or associaled persons

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort fo use refiable,
comprehensive information, but we make no representation that itis accurate of complete. We have no obligation to tell you when opinions or information in Morgan Stanley
Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have
not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

}\lﬁorgarlt1 Sga_rtﬂey Research personnel conduct site visits from time to time tut are prohibited from accepting payment or reimbursement by the company of travel expenses
or such visits.

The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securi-
fies/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other
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of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK)'s Hang Serg China Enferprise
Index; or any securitiesfinstruments issued by a company that is 30% ar more directly- or indirectly-owned by the governiment of or a company incorporated in the PRC and
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tributed only to Taiwan Securities investment Trust Enterprises ("SITE"). The reader should independertly evaluate the investment risks and is solely responsible for their
invesiment decisions. Morgan Stanley Research may not be distibuted to the public media or quoted or used by the pubfic media without the express written consent of
Morgan Stanley. Information on securitiesfinstruments that do not trade in Taiwan is for informational purposes anly and is nof to be constried as a recommendaticn or a
solicitation 1o frade in such securities/instruments, MSTL may not execute transactions for clients in these securitiesfinstruments.

To our readers in Hong Kong: information is distributed in Hong Kong by and on behalf of, and is aftributable to, Morgan Stantey Asia Limited as part of its regulated
activities in Hong Kong. If you have any queries concemning Morgan Stanley Research, please contact our Hong Kong sales representatives.

Morgan Stanley Research is disseminated in Japan by Morgan Stanley Ja&an Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepls respon-
sibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 1992062987) and/or Morgan Stanley Asia (Singapore) Securities Pte
Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia to "wholesale clients”

within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, helder of Australian financial senvces license No. 233742,
which accepts responsibility for its.contents; in Australia to "wholesale clients” and "retali clients” within the meaning of the Australian Corporations Act by Morgan Stanley
Sith Barney Australia Py Ltd (A.8.N. 19 609 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by
Morgan:Stanley & Co Intemational ple, Seoul Branch; in India by Morgan Stanlsg India Company Private Limited; in Ganada by Morgan Stanley Canada Limited, which has
approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main
and Morgan Stanley Prvate Weatth Management Limited, Niederlassung Deutschland, regulaled by Bundesanstalt fuer Finanzdienstieistungsaufsicht (BaFin), in Spain by
Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is sot‘erervised by the Spanish Securiies Markets Commission (GNMV) and states that Morgan Stanley
Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish n?ulations; in the United
States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents. Morgan Stanley & Co. International ple, authorized and regulated by the
Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets
Act 2000, research which has been prepared by any of its afffiates. Mor%an Stantey Private Wealth Management Limited, authorized and regulated bg the Financial
Services Authority, also disseminates Morgan Stanley Research in the UK. Private UK. investors should obtain the advice of thelr Morgan Stanley & Co. International plc
of Morgan Stanley Private Wealth Management representative about the investments concemned. RMB Morgan Stanley {Proprietary) Limited is a member of the JSE
Limited-and regulated by the Financial Services Board in South Afiica. RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley
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Fhe information in Morgan Stanley Research is being communicated by Morgan Stanley 8 Ce. International ple (DIFC Branch), regulated by the Dubal Financial Senvices
Autherity (the DFSA), and is directed at Prafessional Clients only, as defined by the DFSA. The financial Ipmclur:is or financial services to which this research refates will only
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The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. Intemational plc (QFC Branch), regulated by the Qatar Financial Centre
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As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scops of investment advisory
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio
management companies, non-deposit banks and dlients. Comments and recommendations siated here rely on the individual opinions of the ones providing these com-
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solely to this information stated here may not bring about cutcomes that fit your expectations.
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representations of any kind relafing to the accuracy, completeness, or imefiness of the data they provide and shall not have liability for any damages of any kind relating to
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U (12/08/2008) $7.7
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Rating Action: Moody's changes CenturyTel's outlook to negative; reviews Qwest's ratings for
upgrade

Global Credit Research - 22 Apr 2010
Approximately $23 billion of Debt Affected

New York, April 22, 2010 - Moody's Investors Service has affirmed the Baa3 long-term and Prime-3 short-term debt
ratings of CenturyTe!, Inc. ("CenturyTel” or the "Company") and changed the rating outiook to negative following the
announcement that CenturyTel plans to acquire Qwest in a stock-for-stock fransaction. in connection with the
anhnouncement, Moody's also placed the ratings of Qwest Communications International Inc. ("QCIF) and its
subsidiaries under review for upgrade.

Under the teyms of the agreement, Qwest shareholders will receive 0.1664 CenturyTel shares for each share of
Qwest common stock they own. The transaction reflects an enterprise value of approximately $25 billion, including
the planned assumption of about $14 billion of Qwest's debt. The companies anticipate closing this transaction in the
first half of 2011. CenturyTel expects that after a few years it will be able to generate significant expense savings from
the merger, Initially estimated at about $575 million annually. Non-recurring integration costs will likely be in the $1.0
billion range, spread aver several years. While broadband deployment is likely to remain a strategic priority of the new
* company, approximately $50 mm of capital spending synergies are also possible, bringing fotal annual synergles to

$625mm. The merger will produce a company with operations in 37 states, 17 million-access lines and 5 million
broadband customers. .

* The affirmation of CenturyTel's ratings reflects Moody's expectations that the combined company's pro forma
leverage will remain between 2.8 and 3.0 imes Debt to EBITDA (Moody's adjusted, before synergies) over the next
fwo to three years and that its dividend payout rafio will decline modestly, aithough the absolute level of dividends will
~ increase. Moody's Senior Vice President Dennis Saputo said "While the acquisition of Qwest significantly increases

. CenturyTel's exposure to more competitive urbanfsuburban markets {about 80% of Qwest's access lines are in five
metropolitan markets), the enhanced scale of the Company, combined with the addition of Qwest's national state-of-
the-art fiber optic network, is expected to generate meaningful expense and capital efficiencies, especially those
related to transport costs, network expansion and new product development.” He added, "The new company should
be able fo capitalize on growth in enterprise services revenues, especially as the economy rebounds and given
Qwest's selection as one of three carriers competing for the U.S. Government's Networx contract.” The combined
company is expected to generate significant free cash flow, especially after anticipated synergies. The rating
affirmation also reflects CenturyTel management's commitment to an investment grade rating and its historically
balanced use of free cash flow between debt reduction and shareholder returns. :

The negative rating outlook for CenturyTel reflects the considerable execution risks in integrating a sizeable company
50 soon after another large acquisition (Embarq in July 2009) while confronting the challenges of a secular decline in
the wireline industry. The negative outlook also considers the possibility that the Company may not realize planned
synergies in a imely manner, especially if com petitive intensity increases.

The affirmation of CenturyTel's Prime-3 short-term debf rating reflects its sizeable cash balance, ample committed
back-up facilities, manageable near-term debt maturities and our expectation that it will generate significant free cash
flow over the next 12 to 18 months. :

The review of Qwest's ratings will evaluate the ability of the company to improve its operating performance and
continue to reduce its leverage in light of the secular challenges confronting the sector and the potential distraction
caused by working toward closing the merger. Positive rating pressure could develop prior to the merger based on
improved fundamentals, specifically, if the company can sustain stable ERITDA over the foreseeable future. Qwest's
rating might also be upgraded further if the company is acquired by CenturyTel.

Before the fransaction can close, several regulatory approvals, including those of numerous state Public Utility
Commissions, are required and conditions may be imposed by some of these states' regulatory authorities, or the
FCC. Moody's affirmation of CenturyTel's ratings assumes that any condititions that may be imposed will not have a
material impact on the Company’s financial profile,

The Obama administration and Federal Communication Commission have proposed comprehensive reforms of inter-
carrier compensation and universal service rules as part of an effort to expand broadband deployment, especially to
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un-setved and under-served markets. "While the defails of the final regulatory overhaut are far from clear and could
change significantly over time, Moody's believes that the proposed merger of these two companies is likely to reduce
the combined company’s exposure to an adverse decision since the merger lowers the percentage of universal
service and access revenues in the new company”, added Saputo.
Moody's has taken the following rating actions:
On Review for Pessible Upgrade:
Issuer; Qwest Communications hternational Inc.
....Probability of Default Rating, Placed on Review for Possible Upgrade, currently Ba2
....Corporate Family Rating, Placed on Review for Possible Upgrade, currently Ba2
-...Muttiple Seniority Shelf, Placed on Review for Possible Upgrade, currently (P)Ba3
....Senior Unsecured Conv./Exch. Bond/Debenture, Placed on Review for Possible Upgrade, currently B1
B .genior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently a range of B2 to
a
Issuer: Qwest Corporation
...Senior Unsecured Bank Credit Facility, Placed on Review for Possible Upgrade, currently Ba

....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently a range of Bal to
Baal

.Jssuer: Qwest Services Corp.

...3enior Secured Bank Credit Facility, Placed on Review for Possible Upgrade, currenily Ba3
.Issuer: Mountain States Telephone and Telegraph Co.

....Senior Unsecured Regular Bondeebehture, Placed on Review for Possible Upgrade, currently Ba1
Jssuer: Northwestern Bell Telephone Company

....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently Bat
Issuer: Qwest Capital Funding, inc. _ : .
-...Senfor Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade. currently B1
Outlook Actions:

.Issuer: CenturyTel, Inc

...Qutlook, Changed To Negative From Stable

..Issuer; Embarq Corporation

....0utlook, Changed To Negative From Stable

.Issuer: Embarq Florida, Inc.

....Outlook, Changed To Negative From Stable

.Jssuer: Carolina Telephone & Telegraph Company

....0utlook, Changed To Negative From Stable

.Issuer: Centel Capital Corp. .

....0utlook, Changed To Negative From Stable
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.Issuer: United Telephane Ca. of Pennsylvania

...0utlook, Changed To Negative From Stable

Issuer: Qwest Communicafions intemational Inc.
....0utlook, Changed To Rating Under Review From Stable
.Issuer: Qwest Corporation

....Qutlook, Chanéed To Rating Under Review From Stable
..Issﬁer. Qwest Services Corp.

...0Outlock, Changed To Rating Under Review From Stable
.Issuer: Qwest Capital Funding, Inc.

....0utlook, Changed To Rating Under Review From Stable
.Issuer: Mountain States Telephone and Telegraph Co.
....Outlook, Changed To Rating Under Review From Stable
..Issuer: Northwestern Bell Telephone Company

‘ .....Ouﬂook, Changed To Rating Under Review From Stable
) Please refer to Moodys.com for addifional research.

-Moody's most recent rating action for CenturyTel was on September 14, 2009, at which time Noody‘s assigned a
. Baa3 rating to the company's Series P and Series Q note offerings.

Moody's most recent rating action for Qwest Communications International was on January 7, 2010, at which time

- Moody's assigned a Ba3 rating to the company’s new note issuance.

- The principal methodology used in rating CenturyTel and Qwest was Moody's Globa! Telecommunications industry

. rating methodology, which can be found at www.moodys.com in the Rating Méthodologies sub-directory under the

- Research and Ratings tab(December 2007, document #106465). Other methodologies and factors that may have
been considered in the process of rating these issuers can also be found in the Rating Methodologies sub-dlrectory

“on Moody's website.

CenturyTel, Inc., headquartered in Monroe, Louisiana is a regional communications company that served
approximately 7 O million total access lines in 33 states as of December 31, 2009.

Qwest , headquartered in Denver, CO. is a RBOC and nationwide inter-exchange carrier (IXC). it served about 103
million access lines in 14 western states as of December 31, 2009.

New York

Dennis Saputo

Senior Vice President
Corporate Finance Group
Moody's Investors Service
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

New York

Alexandra S. Parker .
Managing Direcior !
Corporate Finance Group

Moody's Investors Service

JOURNALISTS: 212-553-0376

SUBSCRIBERS: 212-553-1653 -
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Moobys
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© Copyright 2010, Moodys Investors Service, Inc. andfor its licensors tncludlng Moody’s Assurance Company, Inc.
(together, "MOQDY'S"). All rights reserved,

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MiS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MA NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFALILT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY, CREDIT RATINGS ARE
‘NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WTH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INGLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRCDUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, INANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSCON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All information contained herein is obtained by MOODY'S from sources believed by if fo be accurate and
reliable. Because of the possibility of hurnan or mechanical error as well as other factors, however, alt information
contained herein is provided "AS 18" without warranty of any kind. Under no circumstances shall MOODY'S have any
liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any errar {negligent or otherwise) or other circumstance er contingency within or outside the controt of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation,
analysis, interpretation, cornmunication, publication or delivery of any such information, or (b} any direct, indirect,
special, consequential, compensatory or incidental damages whatscever (including without fimitation, lost profits),
even if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to
use, any such information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting patt of the information contained herein are, and must be construed solely as, statements of opinion and
not statements of fact or recommendations o purchase, sell or hold any securifies. Each user of the infarmation
contained herein must make its own study and evaluation of each security it may consider purchasing, holding or
selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE QOF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S INANY FORM OR MANNER WHATSOEVER.

IS, a wholly-cwnad credit rating agency subsidiary of MOODY'S Corparation {"MCO™), hereby discloses that most
issuers of debt securities {including corporate and municipal bends, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures fo address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities whe hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations - Caorporate Governance - Director and Shareholder
Affiliation Policy.”

Any publication into Australia of this Document is by MOODY'S affiliste MOODY'S investors Service Pty Limited ABN
61 003 399 657_, which holds Australian Financial Services License no. 336969, This document is intended to be
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provided only to wholesale clients (within' the meaning of section 761G of the Corporations Act 2001). By continuing to
" access this Document from within Australia, you-represent fo MOODY'S and its affiliates that you are, or are

accessing the Document as a representative of, a wholesale client.and that neither you nor the entity you represent

will directly or indirectly disseminate this Document or fts contents to retail clients (within the meaning of section 761G

of the Corporations Act 2001).
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Research Update:

CenturyTel 'BBB-' Rating On Watch Negative
On Deal To Acquire Qwest Communications;
‘Qwest 'BB' Rating On Watch Positive

Overview

e U.S. ILECs'CenturyTel and Qwest Communications International Inc. have

_ signed a definitive agreement under which CenturyTel will acquire Qwest
in a tax-free, stock-for-stock transaction.

¢ We are placing our ratings on CenturyTel, including the 'BBB-' corporate
credit rating, on CreditWatch with negative implications.

¢ We are also placing our 'BB' corporate credit rating on Qwest on
CreditWatch with positive implications.

* We currently expect that if the transaction is completed as planned, the

- corporate credit rating of the combined entity is likely to be 'BB+' or
'BB'. '

Rating Action

On April 22, 2010, Standard & Poor's Ratings services placed its ratings on
Monroe, La.-based incumbent local exchange carrier (ILEC) CenturyTel Inc. on
CreditWatch with negative implicatioﬁs, including the 'BBB-' corporate credit,
1A commercial paper, and all other issue ratings. At the same time, we
pléced the 'BB' corporate credit rating on Denver-based ILEC Qwest
Communications International Inc. on CreditWatch with positive implications.

" The CreditWatch placements follow the announcement that CenturyTel and
Qwest have signed a definitive agreement under which CenturyTel will acquire
Qwest in a tax-free, stock-for-stock transaction. CenturyTel shareholders will
own approximately 50.5% and Qwest shareholders will own 49.5% of the combined
company . )

We alsc placed the senior secured and unsecured debt at Qwest
Communications International Inc. and Qwest Capital Funding Inc. on
CreditWatch with positive implications. Additionally, we placed the senior
unsecured debt at Qwest subsidiary Qwest Corp. on CreditWatch with developing
implications, meaning that we could raise or lower the ratings. Issue-level
ratings at the Qwest entities will depend on the outcome of the overall
corporate credit rating review, the ultimate capital structure of the combined
entity, and our recovery analysis.

The CreditWatch listings are based on our preliminary view that if the
merger is consummated under the proposed terms, we anticipate the corporate
credit rating of the merged entity to likely be either 'BB+' or 'BB'. The
transaction is subject to shareholder and regulatory approvals and we expect
it to close in the first half of 2011.
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Rationale

Based on preliminary information, we expect that CenturyTel's combined pro
forma 2009 leverage will be about 3.2x (including unfunded pension and other
postretirement obligations [OPEBs] and the present value of operating lease
payments), or about 3.0x including potential operating symergies. Total debt
to EBITDA would be significantly higher than CenturyTel's current leverage of
2.3x on a stand-alone basis, but lower than Qwest's 4.0x stand-alone leverage.
Still, the pro forma leverage is probably not suppertive of an-
investment-grade credit profile, despite prospects for potential deleveraging,
given the integration challenges and continuing access-1line losses across the
industry.

While the transaction improves CenturyTel's scale, making it the
third-largest wireline operator im the U.3., with about 17 million access
lines and 5 million broadband customers, it also increases the company's

~exposure to higher demsity markets, which have significant competition from
the cable providers. Access-line losses at legacy CenturyTel were about 8.8%
in the fourth gquarter of 2009 compared to 11.2% at Qwest. While estimated
operating cost synergies of about $575 million, which represent about 3% of
total revenue, appear achievable, integration efforts will be difficult given
the size of the combined company and CenturyTel's integration of previocusly
acquired Embarg will likely not be complete until the end of 2011.
Additionally, one-time integration costs of $800 million to $1 billion will
constrain the combined company's initial net free cash flow generation.

CreditWatch

.In resolving the CreditWatch, we will meet with management to review its
business and financial strategies, including evaluating the prospective
financial policy of the combined entity. We currently expect that if the
transaction is completed as planned, the corporate credit rating on the
combined entity is likely to be 'BB+' or 'BB'.

Related Criteria And Research

MKey Credit PFactors: Business And Financial Risks In The Global
Telecommunication, Cable, And Satellite Broadcast Industry," published Jan.
27, 2009, on RatingsDirect.

Ratings List

Rétings Placed On CreditWatch Negative

To ) From
CenturyTel Inc. '
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Complete ratings information is available to RatingsDirect on the Global
Credit Portal subscribers at www.globalcreditportal.com and RatingsDirect
suhgeribers at www.ratingsdirect.com. All ratings affected by thig rating
action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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