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Summary

The reform plan submitted by rural local exchange carriers in April 2011 (the “RLEC
Plan”), as modified by the Consensus Framework described in the Joint Letter submitted in this
proceeding on July 29, 2011, advances the Commission’s articulated objectives for reform in this
proceeding while also adhering to the principles for universal service mandated by the
Telecommunications Act of 1996.

The Consensus Framework reflects extensive discussions and development efforts among
representatives of the nation’s largest and smallest telecommunications service providers.
Participants sought to balance many competing objectives, including contributors’ desire to keep
the overall Universal Service Fund (USF) at targeted levels, unify and reduce Intercarrier
compensation (ICC) rates to the extent possible, transition existing USF mechanisms to support
broadband, ensure reasonable opportunities for recovery of costs through predictable and
sufficient support mechanisms, and resolve various “access avoidance” issues while also
avoiding unreasonable rate increases and service disruptions for rural consumers and businesses.

The updated RLEC Plan achieves all these objectives. If implemented as proposed,
consumers and businesses in the rural areas served by rural rate-of-return local exchange carriers
(RLECs) will see continued access to high-quality, affordable broadband services, without loss
of access to quality voice services or unreasonable increases in rates. Yet, the Consensus
Framework is both robust and fragile. Modifications to the RLEC Plan as captured within that
framework, even seemingly minor ones such as those that might “blend” aspects of the RLEC
Plan and the ABC Plan designed for price cap carriers, could easily undermine carefully-
constructed industry solutions. Accordingly, the Rural Associations urge the Commission to

adopt the proposed RLEC Plan as modified within the Consensus Framework.



In these comments, the Rural Associations also address specific issues and questions
raised in the Public Notice, particularly insofar as they relate to the RLEC Plan component of the
Consensus Framework. The Rural Associations detail how the Consensus Framework correctly
recognizes key differences in the marketplace roles played by fixed and mobile broadband
services, as well as differences in regulatory status between price cap and RoR ILECs. The
comments also explain why it would be reasonable for the Commission to waive application of
its Part 65 rules to permit prescription of the 10.0 percent rate of return agreed to under the
Consensus Framework, but that such a waiver would not be justified in the event the
Commission wishes to prescribe a different rate independent of the Consensus Framework.

The Rural Associations also show herein that the Commission should adopt the limitation
on recovery of corporate operations expenses set forth in the RLEC Plan rather than the
alternative formula set forth in the Public Notice. The Commission should not, however,
attempt to limit recovery of switch-related investment via the Local Switching Support (LSS)
mechanism, as doing so would impede continued conversion of analog networks to more
efficient IP-based digital technology and increase funding requirements for the proposed access
Restructure Mechanism (RM).

Furthermore, the Commission should examine further any mechanism that seeks to
reduce support in “competitive” portions of RLEC study areas. The practical and legal
difficulties associated with implementing a “donut and hole” mechanism in RLEC areas would
undermine USF reform efforts, and may in fact prevent the achievement of the funding targets
outlined in the Consensus Framework. Instead, at most, the Commission should consider
specifically how such a mechanism might be adapted for RLEC service areas in the future as part

of a Further Notice of Proposed Rulemaking.
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The Commission also should not consider proposals to include total company earnings as
part of a new CAF support calculation. These approaches are legally unsound, administratively
unworkable, and directly contrary to long-standing Commission precedent regarding the
separation of regulated and non-regulated accounts (as well as more recent decisions where the
Commission has been careful not to venture into regulation of non-regulated activities and
services). Similarly, the Commission should not adopt a proposal to reduce legacy USF support
for voice services on a dollar-for-dollar basis depending on local rate levels at a time when it is
also undertaking massive transitions in USF and ICC support mechanism. As explained herein,
the Consensus Framework incorporates a more reasonable approach to promoting and assuring
rate equity between consumers in states at differing stages of rate rebalancing.

With respect to ICC reform, the Rural Associations illustrate that the proposals included
in the Consensus Framework establish a reasonable transition path for reforming RLEC
terminating ICC rates and should be adopted as proposed. However, the proposed RM
calculation incorporated in the RLEC Plan is essential to successful ICC reform. Also, the
RLEC Plan’s use of a $25 rate benchmark for residential voice service is appropriate for rural
consumers in areas served by these companies, and also mitigates any potential impact on
consumers in states that have undertaken ICC reform.

Finally, the Commission should promptly address (and then enforce) the various issues
impeding collection of access charges. Resolution of current disputes over the treatment of VoIP
calls, “phantom traffic,” and access stimulation can reasonably be expected to slow the current
downward trend in billable switched minutes of use. This trend appears to be in danger of
worsening as providers invent new ways to disguise ordinary long-distance calls as “enhanced

service” or “local” traffic, and claim exemption from access charges on that basis. Allowing
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these problems to fester will only increase pressure on the RM, likely causing it to rise beyond
estimated levels. This, in turn, will undermine chances of accomplishing USF and ICC reform
within targeted levels.

For all the above reasons, the Rural Associations strongly urge the Commission to adopt
the USF and ICC reforms described in the RLEC Plan, as modified by the Consensus

Framework, without any further modification or delay.
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By Public Notice issued August 3, 2011, the Commission has requested comment on
Universal Service Fund (USF) and Intercarrier Compensation (ICC) reform proposals submitted
by several parties in the above-captioned proceedings. These proposals include the “RLEC

Plan” submitted by the above-named Rural Associations in their April 18, 2011 comments and

modified by the “Consensus Framework” submitted on July 29, 2011; * the “ABC Plan”

! Further Inquiry Into Certain Issues in the Universal Service-Intercarrier Compensation
Transformation Proceeding, WC Docket Nos. 10-90, 07-135, 05-337, 03-109; CC Docket No.
01-92, 96-45 GN Docket No. 09-51, Public Notice, DA 11-1348 (rel. Aug. 3, 2011) (Public
Notice).

% See Comments of NECA, NTCA, OPASTCO, and WTA, WC Docket No. 10-90, et al. (filed
April 18, 2011) (Rural Association April 18 Comments). The RLEC Plan is intended to apply to
incumbent local exchange carriers (ILECs) operating under rate of return (RoR) regulation.
Modifications to the RLEC Plan were developed based on discussions between RLEC
representatives and price cap carriers. See Letter from Walter B. McCormick, Jr., United States
Telecom Association, Robert W. Quinn, Jr., AT&T, Melissa Newman, CenturyLink, Michael T.
Skrivan, FairPoint, Kathleen Q. Abernathy, Frontier, Kathleen Grillo, Verizon, Michael D.
Rhoda, Windstream, Shirley Bloomfield, NTCA, John Rose, OPASTCO, and Kelly
Worthington, WTA, to Chairman Julius Genachowski, Commissioner Michael J. Copps,
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submitted by a group of large and mid-size price cap ILECs on July 29, 2011;* and a Plan
submitted by the State Members of the Federal-State Universal Service Joint Board in May 2011
(State Members’ Plan).*

The Rural Associations” support the Consensus Framework discussed in the Joint Letter,
and urge the Commission to adopt the amended RLEC Plan described therein “as filed.” As
extensively discussed in the Joint Letter and subsequent ex partes,’® the Consensus Framework
reflects a delicate balance of compromises made among a number of industry participants with
diverging interests, a balance which will likely not survive if individual portions are modified in

any significant respects.

Commissioner Robert M. McDowell, Commissioner Mignon Clyburn, FCC, WC Docket No. 10-
90 et al. (filed July 29, 2011) (Joint Letter).

3 See Letter from Robert W. Quinn, Jr., AT&T, Steve Davis, CenturyLink, Michael T. Skrivan,
FairPoint, Kathleen Q. Abernathy, Frontier, Kathleen Grillo, Verizon, and Michael D. Rhoda,
Windstream, to Marlene H. Dortch, FCC, WC Docket No. 10-90, et al. (filed July 29, 2011)
(ABC Plan).

* See Comments by the State Members of the Federal-State Joint Board on Universal Service,
WC Docket No. 10-90, et al. (filed May 2, 2011).

> The National Exchange Carrier Association, Inc. (NECA) is responsible for preparation of
interstate access tariffs and administration of related revenue pools, and collection of certain
high-cost loop data. See generally, 47 C.F.R. §§ 69.600 et seq.; MTS and WATS Market
Structure, CC Docket No.78-72, Phase I, Third Report and Order, 93 FCC 2d 241 (1983). The
National Telecommunications Cooperative Association (NTCA) is a national trade association
representing more than 580 rural RoR regulated telecommunications providers. The
Organization for the Promotion and Advancement of Small Telecommunications Companies
(OPASTCO) is a national trade association representing approximately 460 small ILECs serving
rural areas of the United States. The Western Telecommunications Alliance (WTA) is a trade
association that represents over 250 small rural telecommunications companies operating in the
24 states west of the Mississippi River.

6 E.g., Letter from Joshua Seidemann, NTCA, to Marlene H. Dortch, FCC, WC Docket No. 10-
90, et al. (filed Aug. 15, 2011); Letter from Jill Canfield, NTCA, to Marlene H. Dortch, FCC,
WC Docket No. 10-90, et al. (filed Aug. 9, 2011); Letter from Glen Post, CenturyLink, et al. to
Chairman Genachowski, FCC, WC Docket No. 10-90, et al. (filed Aug. 10, 2011).
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In these comments the Rural Associations respond to specific questions raised in the
Public Notice relating to the RLEC Plan.” Overall, these comments demonstrate that the RLEC
Plan as amended by the Joint Letter advances the Commission’s articulated objectives in this
proceeding and is consistent with the Telecommunications Act of 1996. The Commission should
accordingly adopt the amended RLEC Plan as part of implementing the overall Consensus
Framework.

l. THE RLEC PLAN, AS MODIFIED WITHIN THE CONSENSUS FRAMEWORK,
REPRESENTS A CAREFULLY-CONSIDERED COMPROMISE AMONG A
WIDE VARIETY OF INDUSTRY PARTICIPANTS AND SHOULD BE
ADOPTED EXPEDITIOUSLY AS FILED.

The Consensus Framework represents a landmark agreement among parties whose
individual views of USF and ICC reform diverge greatly. Difficult and meaningful compromises
were made in the negotiating process, as parties sought to promote broadband deployment and
support network maintenance in a way that would meet Commission goals and restore regulatory
certainty. Adopting the Consensus Framework will restore investor confidence in the
telecommunications industry and better enable carriers to deploy and provision broadband. ®

From the perspective of consumers and the industry, the seminal achievement of the

Consensus Framework is to find a carefully balanced path toward predictability and stability for

universal service across rural America after years of delay and uncertainty. The amended RLEC

7 The Rural Associations do not take positions on particular aspects of the separate ABC Plan
that it also part of the Consensus Framework, except to observe that the record does not support
applying reforms developed for larger price cap companies as part of the ABC Plan, such as the
“CQBAT” model, to RLECs. Furthermore, any application of such reforms to RLECs would
seriously jeopardize the provision of universal service in RLEC service areas.

® The importance of restoring certainty and confidence cannot be overstated. See, e.g., Comments
of CoBank, WC Docket No. 10-90, et al. (filed Apr. 18, 2011); Letter from Jonathan Adelstein,
Rural Utilities Service, to Marlene Dortch, FCC, WC Docket No. 10-90, et al. (July 29, 2011),
Attachment (RUS Letter); Letter from C. Douglas Jarrett, Rural Telephone Finance Cooperative,
to Marlene H. Dortch, FCC, CC Docket No. 01-92, et al. (Aug. 10, 2011).
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Plan, in particular, will provide RLECs with greater clarity how their investments in and costs of
operating broadband-capable networks will be recovered. ° It will also provide a clearer
roadmap with respect to ICC restructuring and the proper ICC treatment of traffic terminating on
RLEC networks. From the perspective of the Commission and other policymakers, the
additional benefit of the Consensus Framework is its adherence to the Commission's oft-stated
interest in constraining growth in the size of the USF High Cost program. The funding targets
indicated by the Commission were based upon current High Cost program funding levels, '
though not necessarily related to actual projected costs of achieving sustainable broadband
availability throughout the Nation, much less rural broadband networks and services that are
reasonably comparable to those available in urban areas. ' Nevertheless, the Rural Associations
committed to stringent funding targets that endeavor to achieve the greatest level of quality,
affordable broadband possible in RLEC service areas within the limits articulated by the
Commission.

The RLEC Plan submitted in April 2011 already included significant departures from the
status quo in the way that high-cost support would be distributed to rural carriers. Still, the Rural

Associations offered additional adjustments in the Joint Letter that aim to achieve the

? For purposes of supporting networks under the RLEC Plan, “broadband” is defined as those
services that are at least equal in capability to the DSL services set forth in [NECA Tariff No. 5].

10 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, Notice of Proposed Rulemaking and Further Notice of Proposed Rulemaking, 26 FCC
Recd 4554 (2011) 413 (NPRM), citing Connecting America: The National Broadband Plan,
FCC (rel. Mar. 16, 2010) at inter alia 149-150 (NBP).

" NBP at Section 8.1, Exhibit 8-B, estimating present value of "broadband availability gap" is
$24 billion (2010 dollars).



Commission’s desired funding targets while also helping to ensure that USF mechanisms remain
predictable and stable for the companies that rely upon them to deliver affordable, high-quality
services. Those modifications yield a path forward for the Commission that is supported by the
industry and promotes broadband availability while helping to sustain current service levels. 2

In attempting to meet the funding target identified by the Commission, the Consensus
Framework establishes a budget period of 2012-2017 during which high-cost support would be
targeted to meet an annual $4.5 billion target. This is to include:

Mobility: The framework contemplates an annual funding target of $300 million for
mobile broadband services;

RoR carriers: The framework proposes an annual funding target of $2 billion for areas
served by RoR carriers. To the extent necessary to enable access restructuring, promote
further broadband build-out (to the extent supported by increases in universal
service/Connect America Fund (CAF) funding above current levels), and provide a
reasonable opportunity to recover the costs associated with existing investments in
broadband-capable plant, this amount is projected to increase by $50 million per year for
six years (i.e., increasing by $300 million, or a total annual funding target of $2.3 billion,
in the sixth year). This potential incremental funding for rate-of-return carriers would not
be available to other providers. In addition, rate-of-return carriers would be subject to a
10 percent authorized interstate rate-of-return, an annual intrastate regulated earnings test,

and other parameters as set forth in the RLEC Plan.

Price-cap carriers: The framework proposes an annual funding target of $2.2 billion for
areas served by price cap carriers.

To be clear, these funding targets should not be considered “caps” to be adopted and
implemented by rule. Rather, the Commission can and should evaluate the proposed

mechanisms to ensure they are calibrated to meet the desired funding targets during the budget

12 The Commission may want to consider some additional short-term transition process to help in
sustaining maintenance of current service levels and ensuring a reasonable opportunity to repay
loans taken out in reliance upon existing support mechanisms. This could take the form of a
“hold harmless” support mechanism or some other vehicle that could, for a defined and limited
period of time, “smooth out” any funding shortfalls resulting from the recalibration of the
prescribed interstate rate of return or other aspects of the reforms that may be adopted by the
Commission.



period — but it should not and cannot adopt a rule that treats these funding targets as absolute
caps that artificially constrain whatever funding is necessary under the support mechanisms that
are adopted. Moreover, the individual funding targets described above may be modified by the
Consensus Framework's recognition that sufficient funding must be available for, inter alia,
access restructuring mechanisms. Accordingly, under the Consensus Framework, the
Commission would defer funding of the CAF for the study areas of AT&T and Verizon for up to
two years if necessary and redirect those amounts for other funding needs, including those of
RoR carriers, which would enable adherence to the overall annual $4.5 billion funding target. If,
however, sufficient funding is not expected for any reason to be available to provide the
necessary levels of high-cost support and/or ICC restructuring for carriers in any given year,
reductions in RLEC ICC rates would be deferred until sufficient funding is confirmed to be
available. Put another way, ICC rates would not be reduced at each step under the Consensus
Framework unless and until explicit support is available for those who act as carriers of last
resort for the areas they serve.

The Consensus Framework proposes to reduce certain terminating switched access and
reciprocal compensation rate elements to $0.0007 per minute.”> To avoid rate shock, these
reductions would be phased in over a period of eight years for areas served by RoR carriers.'*
However, during the fifth year, the Commission would conduct a proceeding to determine
whether the remainder of the transition should be slower or faster.

Finally, the Consensus Framework would require Commission action on the appropriate

compensation for Voice over Internet Protocol (VoIP) traffic that originates or terminates on the

" Intercarrier compensation rate reductions for RoR companies are described in detail in section
I11, infra.

'* As noted above, each step of the rate transition for RoR carriers would be subject to available
funding.



Public Switched Telephone Network (PSTN), phantom traffic, and access stimulation. Indeed,
any possibility of achieving the aforementioned funding targets will depend on positive action by
the Commission in these areas as well as in all other aspects of the Consensus Framework. In
particular, with respect to VoIP, the Consensus Framework signatories urge the Commission to
order that traffic exchanged over PSTN facilities that originates and/or terminates in IP format
will be subject to access charges at interstate rates if non-local "> or reciprocal compensation if
local. ICC determinations will be based on the origination and termination points of a call as
determined by true, unaltered call detail information associated with the actual telephone
numbers of the calling and called parties, on an “end to end” basis.

The Consensus Framework does not envision any automatic extension of specified
targeted funding limits beyond the budget period ending in 2017, but assumes the Commission’s
statutory obligation to ensure sufficient, predictable, and specific funding for universal service
will need to be fulfilled irrespective of any desired budget number. Indeed, those mandates exist
independently of the Consensus Framework agreement, and upon expiration of the budget
period, the Commission would simply fund universal service obligations as necessary to meet
those obligations. To the extent the Commission comes to believe that any funding target
limitations are necessary in the future, it would be required prior to the end of the current budget
period to make an affirmative determination of the new level of high cost funding needed to
satisfy in all respects the objectives and requirements of universal service after 2017. This would

provide greater assurance that the Commission’s reform initiatives are consistent with

' In this context, “non-local” traffic includes all interexchange calls other than those required to
be rated as local pursuant to state or federal regulatory requirements (e.g., Extended Area Service
(EAS) offerings).



Congressional mandates, and that no carrier will be placed in the position of complying with
unfunded mandates to deliver universal service.

The Consensus Framework reflects the parties’ recognition that a unified industry voice
would facilitate and speed conclusion of the instant proceedings, leading to conditions that will
encourage and facilitate greater investment in broadband networks. All parties made difficult
compromises to achieve this objective — compromises they would not necessarily have agreed to
outside the Consensus Framework. For example, the Rural Associations and their members
would be unlikely to support in other contexts any reductions to the authorized interstate RoR or
the ICC rate reductions included in the framework. Similarly, price cap carriers would be
unlikely to support certain constraints on the use of the forward-looking cost model described in
the ABC Plan.

These concessions, made in the interest of achieving regulatory certainty and promoting
sustainable broadband networks, were crafted carefully and in concert with the concerns and
concessions of other parties. Material changes to individual components of this framework
would likely cause parties to withdraw their support for other components, negating the
Consensus Framework as a whole and returning the industry and the Commission to a state of
regulatory gridlock. In particular, the Commission should recognize that solutions suitable to
one sector are unlikely to be acceptable or applicable to another, and therefore it should not seek
to impose (for example) the CQBAT model or other aspects of the ABC Plan on RLECs.
Experience gained with prior modeling efforts, such as through the Rural Task Force proceeding,
has repeatedly demonstrated that forward-looking cost models do not work for RLECs. This is
due to a variety of factors, including sparsely populated service areas that do not have an urban

or metropolitan “core,” significant variations in study area sizes, construction costs, customer



densities, substantially fewer customers from which to recover high fixed network costs, and
high plant-specific and operations costs. ¢

In short, the Consensus Framework hangs on a delicate balance. It seeks to preserve and
promote the core tenets of universal service, but it also compels RLECs to adjust further their
operations for a broadband-based environment and to accommodate challenges arising out of the
current economic climate. Any changes to the RLEC Plan or the Consensus Framework may
very well upset this delicate balance, and leave some RLECs unable to pay for investments made
in good faith under existing rules. As a useful point of reference, the Rural Utilities Service
(RUS) of the U.S. Department of Agriculture recently filed data showing the impacts on
borrowers in its loan portfolio based upon specified reductions in USF and/or ICC revenues.'’
The data filed by RUS confirm the need to proceed with caution in reforming these important
mechanisms, and to avoid either flash-cuts or substantial longer-term changes that lead to
dramatic reductions in support for individual companies. The RLEC Plan, as modified in the
Consensus Framework, represents a good faith attempt to avoid tipping points such as those
defined by RUS-provided data, while also seeking to achieve the Commission’s budgetary
objectives for the high-cost fund over the next several years. But any further changes to the
RLEC Plan that deviate from those in the Consensus Framework would render the plan
unworkable, and could leave rural consumers and the carriers committed to serve them without

the revenues needed to deliver service in those markets.

'°See Federal-State Board on Universal Service, CC Docket No. 96-45, Rural Task Force
Recommendation to the Federal-State Joint Board on Universal Service, (Sept. 29, 2000). The
CQBAT model cannot be evaluated in any event for application to RLECs because it remains
licensed only to a select group of carriers.

7 RUS Letter, Attachment (filed July 29, 2011).



1. THE RLEC PLAN AS MODIFIED BY THE CONSENSUS FRAMEWORK
ACCOMPLISHES THE COMMISSION’S GOALS FOR UNIVERSAL SERVICE
REFORM.

A. The Consensus Framework Correctly Recognizes the Complementary
Nature of Fixed and Mobile Broadband Services.

The Public Notice initially requests comment on providing separate funding for fixed
(wired or wireless) and mobile broadband services, including how relative funding levels should
be set and revised over time.'® The universal service principle of “reasonable comparability” in
section 254(b)(3) of the Communications act of 1934, as amended, requires high-cost support
for both fixed and mobile broadband services because they are complements, not substitutes. To
the greatest extent possible within the confines of the Consensus Framework and associated
funding targets, consumers in high-cost rural areas should have access to both fixed and mobile
broadband services that are reasonably comparable to the fixed and mobile broadband services
provided in urban areas at reasonably comparable rates.

Businesses and households in rural high-cost areas have the same needs for higher-
capacity, larger-screen fixed broadband services and lower-capacity, smaller-screen mobile
broadband services as their urban counterparts. Fixed and mobile broadband services utilize
different equipment and technologies, and are used by consumers for different purposes at
different times and places. For example, a business person may need to use higher-capacity and
larger-screen fixed broadband services at work and at home, but be satisfied with lower-capacity,
smaller-screen mobile broadband services while traveling, commuting or attending the activities
of his or her children on the weekend. Users make trade-offs regarding speed, capacity, file size,

screen size and mobility as their needs and circumstances change, sometimes many times within

¥ public Notice at 2.
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a given day. In both urban and rural areas, fixed and mobile broadband facilities and services
play separate but complementary roles now and will likely continue to do so in the future.

In addition to providing essential service flexibility for consumers, the complementary
nature of fixed and mobile services allows wireline and wireless carriers to construct and operate
more reasonable and efficient networks. High-capacity wireline special access services provide
essential interconnection and backhaul functions for wireless carriers. In addition, wireline
networks offload much of the high-volume data and video traffic that can cripple wireless
networks if they were required to carry it.'"> The Commission is well aware of the congestion
and call completion problems caused by emerging devices on wireless networks, as well as the
similar problems arising when events or emergencies cause congestion in the limited network
capacity shared by wireless users. By carrying substantial amounts of high-volume and high-
bandwidth traffic, fixed wireline networks prevent mobile wireless carriers from having to
construct and maintain thousands of additional towers and transmission facilities (if they could
acquire and obtain easements and environmental approval for the sites). The Commission should
not rely solely or even primarily on wireless technologies that are normally only as good as the
wireline networks to which they connect. If wireline networks are not adequately supported and

maintained, wireless network capabilities, especially those in rural areas, will also deteriorate.

1% «“Wireless networks inherently have far lower capacity than wireline networks. One fiber optic
cable has greater data capacity than the entire RF spectrum. A shared, inherently unreliable
medium like radio simply cannot match what wire can bring. . . . . The point is not that the
wireless network cannot deliver extremely useful and valuable services, since it can, but rather
that wireless capacity is inherently limited compared to wireline capacity.” Mobile Broadband
Constraints and the Need for Optimization, Rysavy Research (Feb. 24, 2010) at 4, 11 (available
at

http://www.rysavy.com/Articles/2010_02 Rysavy Mobile Broadband Capacity Constraints.pd
f(Rysvay). See also Rural Association April 18 Comments at 85, note 158 (quoting similar
public statement by CTIA President & CEO Steve Largent).
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Accordingly, the Rural Associations support the Consensus Framework proposal for a
separate high-cost support mechanism and funding target for mobility objectives. A separate
support mechanism and funding target is necessary because of the substantial differences in
network design, investment requirements, equipment and bandwidth needs, congestion and
maintenance issues, and service quality expectations between fixed and mobile networks and
services. It will be far more efficient and effective for the Commission to adopt separate fixed
and mobile support mechanisms than to seek a “one-size-fits-all” mechanism that is likely to be
too unwieldy to address successfully the needs of either rural wireline or wireless carriers, or
their customers.

The Rural Associations further agree that the separate mobile broadband support
mechanism should have an initial funding target of $300 million per year. This is consistent with
(and is in fact superior to) the $100 million to $300 million Mobility Fund under consideration
by the Commission for one-time support for the construction of 3G or better mobile networks in
unserved areas.”’ The Rural Associations have focused upon the upper $300 million bound of the
Commission’s proposed target range because the mobile broadband mechanism proposed in the
Consensus Framework contemplates continuing operational support in addition to initial
construction support. At the same time, continuing expansion of wireless 3G/4G networks such
as those operated by AT&T, Verizon Wireless and Sprint, as well as the voluntary, merger-
related commitments made by Verizon Wireless and Sprint to phase out their wireless universal

service support”' (and the likely similar commitment made by AT&T as it seeks approval of its

2% See Universal Service Reform; Mobility Fund, WT Docket No. 10-208, Notice of Proposed
Rulemaking, 25 FCC Red 14716 (2010) 9 13.

21 Applications of Cellco Partnership d/b/a Verizon Wireless and Atlantis Holdings LLC, WT
Docket No. 08-95, Memorandum Opinion and Order and Declaratory Ruling, 23 FCC Red
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proposed merger with T-Mobile), mandate a cautious approach to conserve limited public
funding until the nature, extent and needs of the areas remaining “unserved” by mobile
2

broadband become more clear.

B. The Consensus Framework Addresses Key Differences Between Price Cap
and RoR Carriers.

The Public Notice correctly notes that the Consensus Framework (as well as the State
Members’ Plan) proposes a hybrid system in which support would be determined using a
forward-looking cost model and competitive bidding for areas served by price cap companies,
while RoR carriers would continue to receive support based on embedded costs, albeit with

greater accountability and cost controls.”

17444 (2008) 94 196-97; Sprint Nextel Corporation and Clearwire Corporation, WT Docket No.
08-94, Memorandum Opinion and Order, 23 FCC Rcd 17570 (2008) 99 107-08.

*2 Along these lines, the Commission should not at this point use any of the funding dedicated for
mobility objectives to support satellite operations until it has examined the need for such
funding. As an initial matter, it is highly questionable whether satellite services are capable of
delivering affordable voice and broadband services of a quality comparable to either fixed
terrestrial or mobile wireless services. See, e.g., USF Reform- Their Two Cents: Satellite
Broadband Providers, JSI Capital Advisors (June 13, 2011) (available at
http://www.jsicapitaladvisors.com/the-ilec-advisor/2011/6/13/usf-reform-their-two-cents-
satellite-broadband-providers.html). Second, scarce USF resources should not be reserved or
advanced toward any marketing promises from satellite providers as to what they might be able
to do with “just one more satellite.” Instead, these USF dollars should go toward proven,
affordable technologies that can deliver both voice and broadband to customers today. Third, it
is also unclear why — even if these promises are true — additional high-cost funding is needed
when it would seem the cost of providing satellite service in even the most remote rural locations
may not differ all that much from the cost of providing the same service in Manhattan. If the
Commission wants to investigate further to what extent USF resources should be put toward
support of satellite services, it can and should do so in a Further Notice of Proposed Rulemaking
where it can more fully consider the true and complete nature of the need and capabilities of such
offerings and consumer demand for them. In such a Further Notice, the Commission could and
should also consider any additional funding needs (beyond the initial $300 million per year) for
wireless carriers who offer service in high-cost, rural areas, particularly to the extent that their
existing support may phase down over the next several years.

23 Public Notice at 3.
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In this regard, the Consensus Framework reasonably and accurately recognizes the
substantial and extensive differences between price cap and RoR carriers. These two classes of
ILECs vary substantially in most significant respects, including: (1) the numbers of exchanges
and customers they serve; (2) the nature, density, geography and size of their service areas; (3)
the dollar amounts and sources of their revenues, profits and liquid assets; (4) the nature and
amounts of their investments in plant and equipment; (5) the local versus regional, national and
international scopes of their operations; (6) their access to regional, national and international
banks, stock exchanges and bond markets; (7) the sizes and compositions of their work forces;
(8) their ability to generate and take advantage of economies of scope and scale; and (9)
demographics of their customers, including average income and the size and quantity of
businesses served. The resulting critical variations in financial resources, investment incentives,
cost structures and operating conditions mandate the continued use of separate mechanisms for
the distribution of high-cost support.

The primary change that will occur from moving from the current “rural carrier /non-
rural carrier” delineation for high-cost support purposes to the proposed price cap carrier /RoR
carrier delineation 1is that rural price cap carriers presently receiving high-cost loop support
(HCLS) will no longer receive high-cost support based on embedded costs. Instead, they will
receive their high-cost support from the model-based price cap mechanism proposed as part of
the ABC Plan.

RoR carriers include over 1,100 RLECs that serve nearly 40 percent of the land area of
the United States. These service areas are generally more rugged, more remote, more sparsely

populated and/or more expensive to serve than the rural portions of many price cap carriers’
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service areas.”* RoR carriers are typically small companies that have only a fraction of the
revenues, assets, profits, cash flows and economies of scale of most price cap carriers. Most
RoR carriers are not able to list and trade their stock and bonds on the New York Stock
Exchange or other international, national or regional stock exchanges, borrow from Wall Street
and other large banks, or otherwise access the resources of international, national and regional
capital markets. Rather, RoR carrier options for the financing of significant infrastructure
investments are generally limited to loans from the RUS, the Cooperative Bank (CoBank), the
Rural Telephone Finance Cooperative (RTFC) and small local banks (which more often than not
merely provide revolving lines of credit rather than network development financing).

In light of their challenging operating conditions and limited financial resources, RLECs
have long and successfully relied upon RoR regulation for the opportunity to recover their
regulated embedded investment and operating costs, repay their outstanding infrastructure loans,
and provide potential lenders and investors with the assurances of repayment necessary to obtain
additional financing and make further investments. They still rely upon RoR regulation for these
same purposes today, and this business model — although perhaps “antiquated” or “outdated” to
some — is the only proven framework to date for encouraging deployment of 