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What are your name, title, and business address?

My name is Chad A. Duval. | aTn a Principal at Moss Adams LLP (Moss Adams), an
accounting and business commﬁéng firm. My business address is 3121 W. March Lane, Suite
|

100, Stockton, CA, 95219.
Please describe your educatioTal background and experience.

My educational background inc{udes a Bachelor of Science degree in Business
Administration, with an emphas%s in Statistics, from the University of Denver, in Denver,
Colorado. In 1995, I was hired Py GVNW Inc./Management to serve as a Consulting Analyst
in the Company’s Colorado Spr%ngs office. In 1998, I was promoted to Management
Consultant. In 1999, I accepted the position of Manager of Strategic Pricing with US WEST
Communications in Denver, Coiomdo. In January of 2000, I was promoted to Group
Manager of Strategic Pricing. In October of 2000, I accepted the position of Director of
Product Management with Vani%)n, Inc., a competitive local exchange carrier headquartered in
Colorado Springs, Colorado. Inl September of 2001, I accepted the position of Senior
Consultant with GVNW in Col }rado Springs, Colorado. In October of 2004, I accepted the
position of Senior Manager with Moss Adams in Stockton, California. In October of 2007, I

became a Principal at Moss Adams.

Can you please describe your ?uﬁw and responsibilities as a Principal at Moss Adams?
Moss Adams is a regional accou;nting and consulting firm with offices in the principle cities
of Arizona, California, New Me?(ico, Oregon, and Washington. I am a Principal in Moss
Adams’ Stockton, California oﬂ#ce, where one of our market niches is the
telecommunications industry. Moss Adams’ Telecommunications Industry Group provides
audit, tax, and financial and matragement consulting services to the telecommunications

industry, particularly to rural tel#phone companies. I am the firm-wide leader of our

telecommunications consulting f)ractice. In that role I provide technical and strategic
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guidance to a team of approximiately 20 consultants. In addition, I provide consulting services
|

to companies in several states, iﬁlcluding: cost separation studies, business plans, budgets,

depreciation studies, and management analysis on various regulatory and company actions.
|

For whom are you appearing ip this proceeding?

I am appearing on behalf of Missouri Valley Communications, Inc. (MVC or the Company).

Have you ever testified before %the North Dakota Public Service Commission
(Commission) or any other regulatory agency?

I have not previously testified be}fore the North Dakota Public Service Commission.
However, I have testified before; the California Public Utilities Commission, the Colorado
Public Utilities Commission, thel Public Utilities Commission of Nevada, the Public Service

1
Commission of Utah, and the Wyoming Public Service Commission.

What is the purpose of your tejstimony?

In this testimony, I will address éeveral of the unresolved issues between MVC and
Midcontinent Communications (;‘Midcontinent) in Midcontinent’s Petition for Arbitration
Statement of Issues. Speciﬁcall}y, I will focus on reciprocal compensation rates and the
associated billing methodology, the compensation for non-local traffic, and the transition from

current resale arrangements.

What are the positions of MVC and Midcontinent relative to the billing methodology for
the exchange of local traffic?
Midcontinent proposes that the fbarties adopt bill and keep for reciprocal compensation for

local traffic.' MVC has rejected Midcontinent’s proposal that a bill-and-keep methodology be

! Petition for Arbitration of Midcontinent Commumcattons In the Matter of Midcontinent Communications, a South
Dakota Partnership, Complainant, vs. Missouri Valley Communications, Inc., Respondent, Exhibit 1 (Pages 1-2).
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adopted to compensate for the exchange of traffic?, and instead is proposing that a reciprocal
|
compensation arrangement be e«jstablished in which each company pays the other for the

transport and termination of the others’ traffic.
|

Q. What is the appropriate blllmg methodology for the exchange of local traffic between

MVC and Midcontinent?
i

A. FCC Rules state that,
“A state commission may impose bill-and-keep arrangements if the state commission
determines that the mo@t of telecommunications traffic from one network to the
other is roughly balanced with the amount of telecommunications traffic flowing in
the opposite direction, aﬂld is expected to remain so, and no showing has been made
pursuant to § 51.711(b) [perrmttmg asymmetrical rates based on a cost study]*”.

Given that the two companies do not agree that the exchange of traffic is in balance, I believe

that a reciprocal compensation a‘rrangement is the most appropriate billing methodology

|
between MVC and Midcontinent. Doing so is the best way to protect either party in the event

that traffic is not in balance, as the carrier that terminates the majority of traffic will be

appropriately compensated for the utilization of its network. In the event that traffic is

roughly balanced, then a reciprch compensation arrangement will not penalize either
provider; compensation will be éipproximately equal and both companies will be kept whole.
At this point, no traffic studies have been completed, so it is difficult to determine if traffic is

roughly balanced or not. |

Q. What do the FCC rules say abjn)ut developing a rate for the transport and termination of

local traffic under a reciprocal compensation arrangement?

|

\

% Missouri Valley’s Response to Midcontinent’s Petition for Arbitration Statement of Issues, In the Matter of Midcontinent
Communications, a South Dakota Partnership, Petitioner, vs. Missouri Valley Communications, Inc., Respondent, (Page
3).

347 CF.R. §51.713(b)
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FCC Rules state, “(a) An incumbent LEC’s rates for transport and termination of
telecommunications traffic shalli be established, at the election of the state commission, on the
basis of:

(1) The forward-lookingieconomjc costs of such offerings, using a cost study pursuant

to §§ 51.505 and 51.511;

(2) Default proxies, as plj'ovided in § 51.707; or

(3) A bill-and-keep m@gemeng as provided in § 51.713.”
Because reciprocal compensatio?p rates are negotiated between the parties and arbitrated by
the Commission, there is latitudifa to establish a negotiated rate that is acceptable to all parties.
What do you believe is the apbropriate rate for the transport and termination of traffic
between MVC and Midcontinént under a reciprocal compensation arrangement?
Unless and until there is evidenge that traffic is roughly balanced, the option to establish a bill
and keep arrangement is not ap :ropn'ate. Proxy rates can be difficult to determine, given the
language in the FCC’s rules. Lo‘cal switching proxies range between $0.002 and $0.004 per
minute, at the discretion of the Smte Commission.” Transport proxies are established based on
the incumbent LEC’s tariffed inrerstate charges for comparable entrance facilities or direct-

trunked transport offerings.® Entrance facilities and direct-trunked transport charges are flat

rate, monthly charges that woulq;i be difficult to apply on a per-minute of use basis and change
at least annually. In order to calculate the appropriate proxy rate for entrance facilities and
direct-trunked transport charges+ a traffic study would first need to be prepared at the DS1

level to determine the numeratc%r in the calculation of the per-minute of use rate. Finally,

®47C.FR. §51.513(3) ;

447 CFR. §51.705

547 CF.R. § 51.513 (2)(i)

" Both parties have proposed to interconnect at the DS1 level, so it would be necessary to determine the average monthly
minutes of use per DS1 to calculate an average per-minute of use rate from a flat rate charge per DS1.

4
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forward-looking economic cost ;etudies can be very difficult and costly to prepare, and are
often subject to long and costly %‘itigation between the parties.

In lieu of a long and cosﬂy arbitration and litigation process to establish a forward-
looking economic cost based rate for transport and termination, I believe that a better
approach, and one that is in the i)est interest of both parties to this proceeding, is to use rates
that have already been approveqi by the Commission in similar situations. This is also in the
best interest of the public, who ?ventually bears the cost of such proceedings. MVC has
existing interconnection agreemjpnts in place with wireless carriers that have been filed with
and approved by the Connnjssi(;p. These agreements include consistent rates for reciprocal
compensation for the transport ahd termination of local interconnection traffic of $0.030249
per terminating minute of use.® ‘

This rate was initially negotiated with Verizon Wireless and includes an 80% wireline
to 20% wireless terminating Uaﬁﬁc factor. This means that Verizon Wireless is responsible
for net reciprocal compensation payments to MVC for 60% of the local interconnection traffic
between the carriers, which is svastantially greater than the traffic between MVC and

Midcontinent.

Q. Why is reciprocal compensati(rn the proper billing methodology in this situation?

A. As stated previously, MVC and Midcontinent disagree on whether the traffic between them is
roughly balanced. Unless and @ﬁl Midcontinent can produce a traffic study that shows that
its presumption that traffic is baljanced is correct, then reciprocal compensation is the
appropriate billing methodologj. MVC’s concern that traffic may be imbalanced is enough to
require that reciprocal compensétion be paid. If and when MVC and Midcontinent are able to

prepare a study that shows that traffic is roughly balanced, then the agreement could be
|

8 Case No. PU-08-521, Interconnection Agreement Between Missouri Valley Communications, Inc. and Verizon
Wireless, Inc.
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modified to a bill and keep methodology.

Do you agree that traffic betw@en MYVC and Midcontinent is imbalanced?

Neither party has produced a study that proves their position, but based on the customer mix
served by each company, I believe that there is good reason to believe that the traffic is not in
balance. As of February 29, 2012, MVC serves a total of 7,267 lines, made up of 3,353
residential and 3,914 business lipes. Midcontinent serves 1,751 residential lines and 334
business lines for a total of 2,0815 lines’. Itis generally understood that business lines
originate and terminate more c#ling than residential lines. Because MVC serves the majority
of the business lines in the Willizston exchange, it can be inferred that MVC would also
terminate more traffic from Midpontinent than Midcontinent would terminate MVC traffic.

I have prepared a simplei analysis'® that assumes that calling patterns for all residential
lines are the same and that calling patterns for all business lines are the same in the Williston
exchange. In this analysis I assf}med that each residential access line terminates 100 local
minutes of use and that each busiiness line terminates 300 local minutes of use each month.
Because MVC serves 78% of all lines, it is assumed that 78% of all traffic terminates on
MVC’s network, including callipg from both MVC and Midcontinent lines. As a result, MVC
would terminate 1,172,962 minqltes of use from MVC lines and 336,538 minutes of use from
Midcontinent lines. Midcontinefnt serves approximately 22% of all lines, so it is also assumed
that 22% of all traffic would terminate on Midcontinent’s network, including calling from
both MVC and Midcontinent liqes. As a result, Midcontinent would terminate 61,377
minutes of use from Midcontine?tnt lines and 213,923 minutes of use from MVC lines. The
minutes of use to which reciproéal compensation applies are the minutes of use terminated
from the other carrier. In this egample, MVC would terminate 336,538 minutes of use from

Midcontinent lines, and Midcontinent would terminate 213,923 minutes of use from MVC

® See Attachment 4 to the Direct Testimony of IT/ﬁchael Kilgore.

12 See Attachment 1 to the Direct Testimony of Chad A. Duval.
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lines. This is a termination ratio of approximately 61% MVC and 39% Midcontinent, or a net
payment of 22% to MVC. |

In this simple analysis, lising the reciprocal compensation rate proposed above,
Midcontinent would owe MVC %a net payment of approximately $3,709 on a monthly basis.
While this is hardly an amount worth arbitrating and potentially litigating a forward looking
economic cost based cost study over, given the revenue losses that MVC is likely to
experience as a result of the diréjct interconnection with Midcontinent, it is revenue that will
prove important to MVC in conﬁndng to provide service to customers throughout the

Williston exchange. If the disparity of minutes of use between business and residential lines is

varies from the 3 to 1 assumed, ﬁ1en the net payment to MVC would vary as well.

Q. Has anything recently changql in the FCC’s rules that requires bill and keep for local
interconnection? ‘

A. No. While the FCC recently re\}ised many of its rules relating to the interconnection of
telecommunications networks, iPcluding the interconnection of wireline and wireless
networks, it did not make any s#bstantive changes to its rules relating to the interconnection
of two wireline networks. In ltS‘ recent USF and Intercarrier Compensation Reform Order'’,
and a subsequent Order on Recqnsiderationlz, the FCC modified its rules to require that local

interconnection between a wireline carrier and a wireless carrier utilizes a bill and keep

methodology effective July 1, 2012. However, the FCC maintained the ability to utilize

Y In the Matter of Connect America Fund, WC Docket No. 10-90, 4 National Broadband Plan for Our Future, GN
Docket No. 09-51, Establishing Just and Reasonable Rates for Local Exchange Carriers, WC Docket No. 07-135, High-
Cost Universal Service Support, WC Docket No. 05-337, Developing an Unified Intercarrier Compensation Regime, CC
Docket No. 01-92, Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Lifeline and Link-Up, WC
Docket No. 03-109, Universal Service Reform + Mobility Fund, WT Docket No. 10-208, Report and Order and Further
Notice of Proposed Rulemaking and Further Notice of Proposed Rulemaking, FCC 11-161 (Released November 18,
2011)

12 In the Matter of Connect America Fund, WC Docket No. 10-90, 4 National Broadband Plan for Our Future, GN
Docket No. 09-51, Establishing Just and Reasonable Rates for Local Exchange Carriers, WC Docket No. 07-135, High-
Cost Universal Service Support, WC Docket No. 05-337, Developing an Unified Intercarrier Compensation Regime, CC
Docket No. 01-92, Federal-State Joint Board on Universal Service, CC Docket No. 9645, Lifeline and Link-Up, WC
Docket No. 03-109, Universal Service Reform — Mobility Fund, WT Docket No. 10-208, Order on Reconsideration, FCC
11-189 (Released December 23, 2011) ;

7
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reciprocal compensation for local interconnection between wireline carriers, such as MVC
and Midcontinent, when the traffic between the two carriers is not in balance. Nothing has
changed that would preclude MV C and Midcontinent from establishing a reciprocal

compensation arrangement for the transport and termination of local traffic.

What are the positions of MVC and Midcontinent relative to the exchange of non-local
calling?

Midcontinent proposes that arrarilgements for non-local traffic exchanged by the parties
remain the same as today, to the extent those arrangements are consistent with the
requirements of the FCC and the Commission.”> MVC rejects Midcontinent’s proposed
arrangement for the exchange of non-local traffic and believes that Midcontinent should

transport its own non-local mfﬁc.l4

What is the current arrangement between MVC and Midcontinent for the exchange of
non-local traffic?

It is my understanding that, as aireseller of MVC’s service, there is no exchange of non-local
(or local) traffic between the tw? carriers today. All traffic to and from Midcontinent resale
customers stays on MVC’s network until it is handed off to or from an interexchange carrier
for the transport of toll calling o;r another non-Midcontinent interconnecting carrier (i.e. —
wireless carriers or carriers w1th Extended Area Service (EAS) arrangements with MVC) for
other types of calling. Asa resu}t, MVC bills, collects and retains access charges from
interexchange carriers for toll cajlling to and from both MVC and Midcontinent customers. In

addition, MVC also passes trafﬁ}c to and from wireless and EAS carriers pursuant to existing

13 Petition for Arbitration of Midcontinent Communications, In the Matter of Midcontinent Communications, a South
Dakota Partnership, Complainant, vs. Missouri Valley Communications, Inc., Respondent, Exhibit 1 (Page 2).

' Missouri Valley’s Response to Midcontinent ’s Petition Jfor Arbitration Statement of Issues, In the Matter of
Midcontinent Communications, a South Dakota Partnership, Petitioner, vs. Missouri Valley Communications, Inc.,
Respondent, (Page 3).
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arrangements with those carriers, including the payment and or receipt of compensation in

accordance with those arrangements.

Should Midcontinent be allowed to utilize the existing agreements that MVC has in
place with other carriers for wireless and EAS traffic?

No. These agreements have costs associated with them that are born by MVC and the
connecting carriers. Midcontinent should not be allowed to piggy back on these agreements
and benefit from the costs that MVC incurs. Not only was MVC required to negotiate
agreements with these carriers, but also it has provisioned trunks for the mutual transport of
traffic and in some cases compénsates the other carrier for traffic that MVC passes to it. If
MVC were to carry Midcontinexilt traffic across these facilities, MVC would bear the
additional costs of doing so, but would not receive compensation from Midcontinent. If
Midcontinent desires to intercorﬁ;nect with these carriers, it can go through the same

negotiation processes and incur the same costs as MVC.

Should EAS calling be considgred local traffic or non-local traffic?

EAS is calling between neighbojring exchanges that was once subject to access charges but,
through the mutual agreement of the ILECs or requirement of the Commission, is no longer
subject to access charges. Whem; EAS arrangements are established, each ILEC determines the
cost of providing this transport Qnd develops either incremental EAS end user charges or
increases the local rate to recove%r the cost of EAS calling. Incremental EAS charges can
either be flat rate or per-minute of use, but either way are assessed on the end user customer.
Regardless of whether EAS is d@termined to be local or non-local traffic, MVC should not be
required to carry Midcontinent traffic over its EAS trunks to neighboring ILECs utilizing
existing EAS agreements. Theré are costs associated with the provision of EAS service that
are currently paid by MVC and MVC’s end user customers. Once the Midcontinent

customers migrate off of the existing resale arrangement, they will no longer be paying for the
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cost of EAS via the resale rate. jherefore, it is not appropriate that Midcontinent and their

customers be allowed to benefit %from the EAS agreements arranged for by MVC, and the cost

recovery provided by MVC end user customers.

Is MVC required to transit traffic from Midcontinent to wireless carriers, pursuant to

its interconnection agreementsj, with those wireless carriers?

No. MVC’s interconnection agfeements with wireless carriers allow for the transiting of

traffic from third parties, but do ‘not require it. For example, MVC’s interconnection

agreement with Verizon Wireless states that,
“The Parties acknowledge and agree that this Agreement is intended to govern the
exchange of traffic to anq from the Parties’ respective networks only. Traffic that is
originated on a network jof a non-party Telecommunications Carrier (“Non-Party
Carrier”) and routed to a Party may be delivered to the other Party’s network...The
Party performing such transiting function will bill the originating carrier (other Party
or a Non-Party Carrier) ’ﬂjhe transiting charge, as specified in Section 5 below. In order
for the other Party or a nbn—Party Carrier to bill the originating carrier (a Non-Party or
other Party) for charges it is obligated to pay, the Party performing the transiting
function will provide, subject to availability, total minutes of transiting traffic
terminating to the terminating carrier (Non-Party Carrier or the other Party). VZW
shall not perform a transiting function pursuant to this Agreement.”

The agreement states that either Party may provide the transiting service to a Non-Party

Carrier. Much like Verizon has, MVC is electing not to provide transiting services.

How should non-local traffic be defined in the context of the interconnection agreement
between MVC and Midcontin?nt?
Non-local traffic should be defined as all traffic originated by MVC or Midcontinent

customers that does not ternlinate to another MVC or Midcontinent customer in the Williston

10
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exchange. This will ensure that neither MVC nor Midcontinent inappropriately benefits from
agreements entered into by the other with a third party carrier, especially when doing so

would generate additional costs j;for the party with the agreement.

What do you propose as the ai'rangement for the exchange of non-local calling?
Midcontinent should switch and transport its own non-local traffic to and from other carriers
using its own facilities, or facilities leased from another provider, pursuant to interconnection
agreements between Midcontinent and those carriers or tariffs filed with the appropriate
regulatory agency. To the exteﬁt that Midcontinent utilizes a switch that routes traffic from
customers outside of the Williston exchange, it must route all non-local calling to MVC
customers in accordance with Telcordia’s Traffic Routing Administration instructions'”.
Generally this would require that Midcontinent route non-local calling to an interexchange
carrier and the payment of access charges by that interexchange carrier to terminate traffic on
MVC’s network.

In addition, it may be necessary to establish a non-local calling factor that is applied to
all traffic terminated to MVC by Midcontinent over the direct interconnection trunks, to
which access charges will applyj, This non-local calling factor is designed to ensure that

carriers with a centralized switch, such as Midcontinent, do not utilize the local

interconnection trunks to terminate non-local traffic at reciprocal compensation rates.

15 Also referred to as the Local Exchange Routing Guide (LERG).

11
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' Missouri Valley’s Response to Midcontinent’s Petition Jor Arbitration Statement of Issues, In the Matter of
Midcontinent Communications, a South Dakota Partnership, Petitioner, vs. Missouri Valley Communications, Inc.,
Respondent, (Page 4).

17 Petition Jor Arbitration of Midcontinent Communications, In the Matter of Midcontinent Communications, a South
Dakota Partnership, Complainant, vs. Missouri Valley Communications, Inc., Respondent, Exhibit 1 (Pages 2-3).
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'8 In the Matter of Connect America Fund, WC Docket No. 10-90, A National Broadband Plan for Our Future, GN
Docket No. 09-51, Establishing Just and Reasonable Rates for Local Exchange Carriers, WC Docket No. 07-135, High-
Cost Universal Service Support, WC Docket No. 05-337, Developing an Unified Intercarrier Compensation Regime, CC
Docket No. 01-92, Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Lifeline and Link-Up, WC
Docket No. 03-109, Universal Service Reform — Mobility Fund, WT Docket No. 10-208, Report and Order and Further
Notice of Proposed Rulemaking and Further Notice of Proposed Rulemaking, FCC 11-161 (Released November 18,
2011)

' MVC provided an analysis of the impacts of the FCC’s Order and FNPRM on its Nemont North Dakota in response to
Midcontinent’s Interrogatory #18. This analysis was prepared at the study area level, which includes the Nemont
Telephone Cooperative customers in North Dakota, because costs and support are typically calculated at this level. The
vast majority of the costs and revenues generated in the Nemont North Dakota study area are associated with MVC.

13




14

17

18

19

20

21

22

23

24

25

26

27

28




15

N on <

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

27

28




vw O I~ o O

10

19

20

21

22

23

24

25

26

27

28




17




% The revenue requirement is calculated in a cost separations study using a model that applies FCC separations and

access charge rules to a company’s cost data. The end result is the company’s revenue requirement split by jurisdiction
(interstate and intrastate) and services (access, special access and local).
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Q.
A.

Does this conclude your testimony?

Yes.

19




Attachment 1 to Direct Testimony of Chad A. Duval

Company Lines Percent MOU ~ Monthly MVC MOU Midco MOU Total
MVC - Res 3,353 35.85% 100 | 335,300 260,546 . 74,754 335,300
MVC - Bus 3,914 41.85% 300 | 1,174,200 912,416 261,784 1,174,200
Midco - Res 1,751 18.72% 100 175,100 136,062 39,038 175,100
Midco - Bus 334 3.57% 300 | 100,200 77,861 22,339 100,200
Total 9,352 100.00% 1,784,800 1,386,884 397,916 1,784,800
MVC Terminated ‘ 336,538 61.14%
Midco Terminated 213,923 38.86%
Reciprocal Compensation S 0.030249 122,616 $ 3,709

EXHIBIT




