
109 Bluffton Road ● Bluffton, South Carolina 29910 ● (843) 686-1275 ● Fax: (843) 341-0994

David H. Armistead 
General Counsel & Secretary 

July 1, 2015 

By Electronic Transmission 

Ms. Marlene H. Dortch 
Secretary 
Federal Communications Commission 
445 Twelfth Street, SW 
Washington, D.C. 20554

RE:  Connect America Fund, WC Docket No. 10-90; Universal Service Contribution 
Methodology, WC Docket No. 06-122 

Dear Ms. Dortch: 

On June 29, 2015, Andrew Rein, Interim Chief Financial Officer and Vice President, Strategic 
Planning and Development; Trey Judy, Director of Regulatory; and the undersigned, General 
Counsel and Secretary, all of Hargray Communications Group, Inc. (“Hargray”), met with Carol 
Mattey, Steven Rosenberg, Suzanne Yelen and Alexander Minard of the Wireline Competition 
Bureau and then held a separate meeting with Rebekah Goodheart, Legal Advisor to 
Commissioner Mignon Clyburn, and Amy Bender, Legal Advisor to Commissioner Michael 
O’Rielly, to discuss issues pending in the above-cited proceedings relating to the reform of the 
FCC’s system for providing support to high-cost, rate-of-return local exchange carriers.   

In the course of that discussion, the Hargray representatives noted their support for a forward-
looking cost model option for rate of return carriers, discussed problematic results that were 
generated by the version of the forward-looking cost model initially released by the FCC, and 
offered a number of potential changes to improve the cost model (as presented in the chart set 
forth in Attachment A).   They also discussed the need for a transition plan that included a 5% 
glide path.  

The Hargray representatives also discussed several concerns regarding potential rules that would 
limit support to a carrier of last resort in the event unsubsidized competition exists in a portion of 
the carrier’s study area.  These concerns include erroneous National Broadband Map data 
regarding unsubsidized competition and the fact that any methodology to reduce support based 
on unsubsidized competition must recognize that the highest cost areas for a carrier of last resort, 
which require the most support, will be in areas where unsubsidized competition does not exist.  
The Hargray representatives provided the deck (Attachment B) to the meeting participants as a 
guide for the discussion.   
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If you have any questions, please contact the undersigned. 

Respectfully submitted, 

/s/ David Armistead 
David Armistead 

cc: Carol Mattey 
Alexander Minard 
Steven Rosenberg
Suzanne Yelen
Rebekah Goodheart
Amy Bender 
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Attachment A 
Model Change Considerations  
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re

as
 w

ou
ld

 b
e 

sli
gh

tly
 

hi
gh

er
 th

an
 th

e 
50

%
 c

os
t f

ig
ur

e 
be

ca
us

e 
en

d 
us

er
 re

ve
nu

e 
w

ou
ld

 b
e 

le
ss

 in
 th

os
e 

ar
ea

s.
  W

e 
pr

op
os

e 
th

e 
fo

llo
w

in
g 

sli
di

ng
 

sc
al

e 
fo

r d
et

er
m

in
in

g 
re

du
ct

io
n 

in
 su

pp
or

t: 
 

 

U
ns

ub
sid

ize
d 

co
m

pe
tit

or
s c

he
rr

y-
pi

ck
.  

Th
e 

m
os

t e
xp

en
siv

e 
ne

tw
or

k 
in

ve
st

m
en

ts
 se

rv
e 

th
e 

ou
tly

in
g 

ar
ea

s w
he

re
 th

er
e 

ar
e 

fe
w

er
, a

nd
 

of
te

n 
lo

w
er

-c
re

di
t, 

cu
st

om
er

s t
ha

t b
uy

 fe
w

er
 se

rv
ic

es
.  

Si
m

pl
y 

el
im

in
at

in
g 

su
pp

or
t b

as
ed

 o
n 

a 
pe

rc
en

ta
ge

 o
f c

ov
er

ag
e 

by
 a

 
co

m
pe

tit
or

 a
nd

 ig
no

rin
g 

th
e 

re
la

tiv
e 

co
st

s o
f c

ar
rie

rs
 o

f l
as

t r
es

or
t 

th
at

 a
re

 th
e 

on
ly

 p
ro

vi
de

rs
 se

rv
in

g 
th

e 
hi

gh
es

t c
os

t a
re

as
 

sig
ni

fic
an

tly
 th

re
at

en
s t

he
 a

bi
lit

y 
of

 th
e 

co
m

pa
ni

es
 o

f l
as

t r
es

or
t t

o 
se

rv
e 

th
e 

hi
gh

es
t c

os
t a

re
as

.  
Co

m
pa

ni
es

 o
f l

as
t r

es
or

t r
eq

ui
re

 lo
w

er
-

co
st

 a
re

as
 (i

nc
lu

di
ng

 th
os

e 
w

ith
 c

om
pe

tit
io

n)
 to

 su
bs

id
ize

 h
ig

h-
co

st
 

ar
ea

s.
  O

ur
 d

ef
in

iti
on

 th
er

ef
or

e 
ca

rv
es

 o
ut

 c
he

rr
y-

pi
ck

in
g 

co
m

pe
tit

or
s w

hi
le

 k
ee

pi
ng

 th
e 

pr
in

ci
pl

e 
in

 p
la

ce
 fo

r t
ho

se
 a

re
as

 
w

he
re

 th
er

e 
tr

ul
y 

is 
m

at
er

ia
l, 

st
ud

y-
ar

ea
-w

id
e 

un
su

bs
id

ize
d 

co
m

pe
tit

io
n.

 A
nd

 to
 th

e 
ex

te
nt

 su
pp

or
t i

s r
ed

uc
ed

 in
 si

tu
at

io
ns

 
w

he
re

 th
er

e 
is 

m
at

er
ia

l u
ns

ub
sid

ize
d 

co
m

pe
tit

io
n,

 su
pp

or
t d

oe
s n

ot
 

dr
op

 in
 a

 li
ne

ar
 fa

sh
io

n 
in

 re
co

gn
iti

on
 o

f t
he

 fa
ct

 th
at

 th
e 

un
se

rv
ed

 
lo

ca
tio

ns
 a

nd
 g

eo
gr

ap
hi

es
 a

re
 a

lm
os

t c
er

ta
in

ly
 th

e 
hi

gh
es

t c
os

t 
lo

ca
tio

ns
. 



4 
 Th

e 
m

od
el

 a
ss

um
es

 b
ro

ad
ba

nd
 

ta
ke

 ra
te

 o
f 8

0%
 o

f l
oc

at
io

ns
 a

nd
 

vo
ic

e 
ta

ke
 ra

te
 o

f 1
00

%
 o

f t
ho

se
 

ta
ki

ng
 b

ro
ad

ba
nd

. 

U
se

 a
ve

ra
ge

s o
f v

oi
ce

 p
en

et
ra

tio
n 

fo
r 

re
sid

en
tia

l a
nd

 b
us

in
es

s a
nd

 u
pd

at
e 

th
es

e 
ea

ch
 y

ea
r t

o 
de

te
rm

in
e 

th
e 

av
er

ag
e 

re
ve

nu
e 

th
e 

ca
rr

ie
r r

ec
ei

ve
s f

ro
m

 th
e 

cu
st

om
er

 a
s a

n 
of

fs
et

 to
 th

e 
su

pp
or

t 
ca

lc
ul

at
io

n.
 

Re
sid

en
tia

l v
oi

ce
 ta

ke
 ra

te
s a

re
 a

pp
ro

xi
m

at
el

y 
60

%
 c

ur
re

nt
ly

, w
ith

 
an

nu
al

 d
ec

lin
es

 o
f t

w
o 

to
 th

re
e 

pe
rc

en
ta

ge
 p

oi
nt

s.
  A

lth
ou

gh
 

co
m

m
er

ci
al

 v
oi

ce
 p

en
et

ra
tio

n 
ra

te
s a

re
 h

ig
he

r, 
th

os
e 

ra
te

s a
re

 a
lso

 
de

cl
in

in
g.

   
In

te
re

st
in

gl
y,

 th
os

e 
co

m
pa

ni
es

 w
ho

 h
av

e 
m

ad
e 

th
e 

ve
ry

 
br

oa
db

an
d 

in
ve

st
m

en
ts

 so
ug

ht
 b

y 
th

e 
FC

C 
m

ak
e 

it 
ea

sie
r f

or
 

co
m

m
er

ci
al

 e
nt

iti
es

 to
 m

ak
e 

us
e 

of
 v

oi
ce

 in
 th

e 
cl

ou
d,

 w
hi

ch
 e

ro
de

s 
pe

ne
tr

at
io

n 
of

 tr
ad

iti
on

al
 v

oi
ce

 se
rv

ic
es

.  
Th

is 
w

ill
 h

av
e 

th
e 

ef
fe

ct
 o

f 
ha

vi
ng

 m
or

e 
lo

ca
tio

ns
 to

 q
ua

lif
y 

fo
r s

up
po

rt
 a

nd
 a

lso
 p

us
h 

m
or

e 
lo

ca
tio

ns
 o

ve
r t

he
 p

er
-lo

ca
tio

n 
co

st
 th

re
sh

ol
d 

fo
r s

up
po

rt
 e

lig
ib

ili
ty

.  
Th

e 
m

od
el

 p
ro

vi
de

s f
or

 e
qu

al
 

re
co

ve
ry

 o
f c

os
t o

f c
ap

ita
l 

de
sp

ite
 th

e 
fa

ct
 th

e 
fu

ll 
in

ve
st

m
en

t i
s m

ad
e 

in
 y

ea
r 1

 a
nd

 
de

pr
ec

ia
te

d 
ov

er
 2

5 
ye

ar
s. 

Ad
ju

st
 th

e 
co

st
 o

f m
on

ey
 c

al
cu

la
tio

n 
to

 
re

fle
ct

 h
ig

he
r c

ap
ita

l i
nv

es
tm

en
t b

ef
or

e 
th

e 
ne

tw
or

k 
ha

s b
ee

n 
de

pr
ec

ia
te

d.
 

 

Th
e 

cu
rr

en
t s

tr
uc

tu
re

 p
ro

du
ce

s a
 n

eg
at

iv
e 

ra
te

 o
f r

et
ur

n 
ov

er
 th

e 
lif

e 
of

 th
e 

pl
an

.  
Fo

r e
xa

m
pl

e,
 H

ar
gr

ay
’s

 p
ro

je
ct

ed
 in

ve
st

m
en

t o
f o

ve
r 

$8
3M

 w
ill

 y
ie

ld
 n

eg
at

iv
e 

ca
sh

 fl
ow

 o
f $

8M
 in

cl
ud

in
g 

al
l e

nd
 u

se
r 

re
ve

nu
es

. 

Th
e 

m
od

el
 c

al
cu

la
te

s t
he

 c
os

t o
f 

bu
ild

in
g 

th
e 

en
ti r

e 
ne

tw
or

k.
  

Th
en

, i
t a

ss
um

es
 th

at
 th

e 
ca

rr
ie

r 
ha

s s
pe

ci
al

 a
cc

es
s o

r n
on

-
re

gu
la

te
d 

se
rv

ic
es

 u
sin

g 
th

e 
ne

tw
or

k 
an

d 
de

du
ct

s s
om

e 
un

kn
ow

n 
(to

 u
s)

 le
ve

l o
f c

os
ts

 fo
r 

pr
ov

id
in

g 
th

os
e 

se
rv

ic
es

 b
ef

or
e 

it 
ca

lc
ul

at
es

 su
pp

or
t f

or
 e

nd
 u

se
r 

br
oa

db
an

d.
 

M
ak

e 
pu

bl
ic

 w
ha

t t
ho

se
 re

du
ct

io
ns

 a
re

 a
nd

 
en

su
re

 th
ey

 c
om

pl
y 

w
ith

 e
xi

st
in

g 
FC

C 
ru

le
s 

(6
4/

36
/6

9)
. T

he
 F

CC
 h

as
 a

lre
ad

y 
ad

dr
es

se
d 

th
is 

iss
ue

 in
 th

is 
se

ct
io

n 
of

 it
s r

ul
es

. 
 Co

m
pa

ni
es

 sh
ou

ld
 se

lf-
re

po
rt

 re
ve

nu
es

 
re

ce
iv

ed
 fr

om
 sp

ec
ia

l a
cc

es
s o

r o
th

er
 n

on
-

re
gu

la
te

d 
op

er
at

io
ns

 a
nd

 F
CC

 sh
ou

ld
 u

se
 it

s 
ex

ist
in

g 
pa

rt
 6

9 
ru

le
s t

o 
de

te
rm

in
e 

an
 

ap
pr

op
ria

te
 m

ar
gi

n 
fo

r t
ho

se
 se

rv
ic

es
.  

 

W
e 

ag
re

e 
w

ith
 th

e 
pr

in
ci

pl
e 

th
at

 c
om

pa
ni

es
 sh

ou
ld

 lo
se

 a
 c

er
ta

in
 

am
ou

nt
 o

f s
up

po
rt

 if
 it

 is
 le

ve
ra

gi
ng

 it
s n

et
w

or
k 

fo
r o

th
er

 so
ur

ce
s o

f 
re

ve
nu

e.
  H

ow
ev

er
, t

he
 b

es
t w

ay
 to

 k
no

w
 h

ow
 m

uc
h 

th
ey

 a
re

 a
bl

e 
to

 
le

ve
ra

ge
 th

at
 n

et
w

or
k 

is 
to

 h
av

e 
co

m
pa

ni
es

 re
po

rt
 o

n 
th

e 
re

ve
nu

e 
th

ey
 re

ce
iv

e 
fr

om
 th

es
e 

so
ur

ce
s.

  A
nd

 th
en

, o
nc

e 
th

at
 is

 k
no

w
n,

 ju
st

 
us

e 
th

e 
ex

ist
in

g 
ru

le
s t

o 
de

te
rm

in
e 

m
ar

gi
n 

on
 th

at
 re

ve
nu

e.
 

  

M
od

el
 a

ss
um

es
 th

e 
ex

ist
en

ce
 o

f 
co

nd
ui

t a
nd

 p
ol

es
 a

s w
el

l a
s 

sh
ar

in
g 

of
 tr

en
ch

in
g 

co
st

s 

U
se

 p
la

nt
 m

ix
 d

at
a 

re
po

rt
ed

 b
y 

co
m

pa
ni

es
 

(s
ee

 a
bo

ve
) t

o 
de

te
rm

in
e 

le
ve

l o
f s

ha
re

d 
in

fr
as

tr
uc

tu
re

.  
In

 a
dd

iti
on

, j
oi

nt
 tr

en
ch

in
g 

sh
ou

ld
 n

ev
er

 b
e 

as
su

m
ed

 to
 b

e 
av

ai
la

bl
e.

 

In
 se

rv
ic

e 
ar

ea
s t

ha
t a

re
 p

re
do

m
in

an
tly

 b
ur

ie
d,

 th
er

e 
is 

ra
re

ly
 

co
nd

ui
t o

r o
th

er
 sh

ar
ed

 in
fr

as
tr

uc
tu

re
 a

va
ila

bl
e.

  J
oi

nt
 tr

en
ch

in
g 

is 
us

ed
, b

ut
 m

os
tly

 fo
r n

ew
, p

la
nn

ed
 c

om
m

un
ity

 d
ev

el
op

m
en

ts
 a

nd
 

no
t i

n 
hi

gh
er

 c
os

t a
re

as
.  

In
 a

dd
iti

on
, j

oi
nt

 tr
en

ch
in

g 
sh

ou
ld

 n
ot

 b
e 

an
 a

ss
um

pt
io

n 
be

ca
us

e 
th

is 
m

od
el

 im
pl

ic
itl

y 
as

su
m

es
 fi

be
r b

ui
ld

s w
ill

 
be

 o
ve

rb
ui

ld
s w

he
re

 e
xi

st
in

g 
ut

ili
ty

 in
fr

as
tr

uc
tu

re
 is

 a
lre

ad
y 

in
 p

la
ce

.  
It  

is 
un

lik
el

y 
th

at
 a

no
th

er
 e

nt
ity

 w
ill

 b
e 

tr
en

ch
in

g 
at

 th
e 

tim
e 

an
d 

pl
ac

e 
a 

ca
rr

ie
r n

ee
ds

 to
 d

ep
lo

y 
fib

er
 in

 a
n 

ov
er

bu
ild

 si
tu

at
io

n.
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CH
AN

GE
S 

IN
 M

O
DE

L 
DE

SI
GN

 

Cu
rr

en
t M

od
el

 
Pr

op
os

ed
 C

ha
ng

e 
Ra

tio
na

le
 fo

r C
ha

ng
e 

Th
e 

m
od

el
 a

ss
um

es
 a

 F
TT

H 
ne

tw
or

k 
w

ith
 th

e 
st

at
ed

 g
oa

l o
f 

pr
ov

id
in

g 
10

 M
bp

s.
   

 

Th
e 

m
od

el
 sh

ou
ld

 a
ss

um
e 

a 
DS

L 
ne

tw
or

k 
us

in
g 

DS
LA

M
s,

 sh
or

te
ne

d 
lo

op
s, 

an
d 

bo
nd

ed
 m

od
em

s.
   

 Al
te

rn
at

iv
el

y,
 th

e 
m

od
el

 sh
ou

ld
 

ca
lc

ul
at

e 
op

er
at

in
g 

ex
pe

ns
es

 b
as

ed
 

on
 a

 h
yb

rid
 n

et
w

or
k  

ev
ol

vi
ng

 
to

w
ar

d 
fib

er
 a

nd
 a

w
ay

 fr
om

 c
op

pe
r 

as
 e

co
no

m
ic

s d
ic

ta
te

. 

Th
is 

ch
an

ge
 w

ou
ld

 re
du

ce
 a

 c
om

pa
ny

’s 
m

od
el

ed
 c

os
t a

nd
 th

us
 re

du
ce

 
su

pp
or

t. 
Ho

w
ev

er
, w

e 
be

lie
ve

 th
er

e 
is 

no
 c

om
pe

lli
ng

 re
as

on
 to

 b
ui

ld
 th

e 
m

od
el

 b
as

ed
 o

n 
a 

th
eo

re
tic

al
 F

TT
H 

ov
er

bu
ild

 if
 1

0/
1 

M
bp

s c
ou

ld
 b

e 
ac

hi
ev

ed
 o

ve
r a

n 
up

gr
ad

ed
 c

op
pe

r n
et

w
or

k.
 

 W
e 

an
d 

ot
he

r c
om

pa
ni

es
 h

av
e 

do
ne

 th
is 

be
ca

us
e 

it 
is 

th
e 

m
os

t 
ec

on
om

ic
al

ly
 e

ffi
ci

en
t a

pp
ro

ac
h.

  W
hi

le
 th

e 
FT

TH
 n

et
w

or
k 

co
nf

ig
ur

at
io

n 
m

ay
 “

fu
tu

re
-p

ro
of

” 
th

e 
ne

tw
or

k,
 th

at
 is

 n
ot

 a
 st

at
ed

 g
oa

l o
f t

he
 F

CC
, n

or
 

sh
ou

ld
 it

 b
e.

 2
5x

3 
M

bp
s c

an
 b

e 
pr

ov
id

ed
 a

t 8
,0

00
 fe

et
 a

nd
 1

0x
1 

M
bp

s a
t 

12
,0

00
 fe

et
 o

n 
a 

bo
nd

ed
 m

od
em

.  
W

e 
ar

e 
ab

le
 to

 p
ro

vi
de

 5
0 

M
bp

s o
n 

ou
r 

co
pp

er
 n

et
w

or
k 

to
 a

 m
aj

or
ity

 o
f o

ur
 c

us
to

m
er

s a
nd

 e
xp

ec
t t

o 
pr

ov
id

e 
10

0 
M

bp
s a

cr
os

s c
op

pe
r w

ith
in

 th
e 

ne
xt

 1
2-

24
 m

on
th

s.
   

 Be
fo

re
 a

dd
in

g 
DS

LA
M

s t
o 

ou
r n

et
w

or
k 

to
 im

pr
ov

e 
th

e 
ba

nd
w

id
th

 
ca

pa
bi

lit
ie

s o
f o

ur
 c

op
pe

r p
la

nt
, w

e 
di

d 
a 

st
ud

y 
on

 th
e 

co
st

 o
f a

dd
in

g 
DS

LA
M

s v
s.

 th
e 

co
st

 o
f F

TT
H 

w
ith

 a
 g

oa
l o

f e
na

bl
in

g 
10

0 
M

bp
s s

pe
ed

s.
  T

he
 

co
st

 fo
r F

TT
H 

w
as

 3
.5

x 
th

at
 o

f D
SL

AM
s a

nd
 2

x 
w

ha
t t

he
 c

ur
re

nt
 m

od
el

 sa
ys

 
ou

r F
TT

H 
co

st
s s

ho
ul

d 
be

 in
 a

 g
re

en
fie

ld
 sc

en
ar

io
.  

W
e 

w
ise

ly
 c

ho
se

 
DS

LA
M

s b
as

ed
 o

n 
ou

r c
or

re
ct

 p
re

di
ct

io
n 

th
at

 1
00

 M
bp

s w
ou

ld
 b

e 
ad

eq
ua

te
 

to
 m

ee
t c

us
to

m
er

 n
ee

ds
.  

Th
er

e 
is 

no
 n

ee
d 

to
 c

on
st

ru
ct

 a
 F

TT
H 

ne
tw

or
k 

w
he

n 
a 

ch
ea

pe
r a

nd
 sp

ee
di

er
 n

et
w

or
k 

de
sig

n 
ca

n 
de

liv
er

 m
uc

h 
m

or
e 

th
an

 
th

e 
de

sir
ed

 se
rv

ic
e 

st
an

da
rd

.  
   

 
 Su

ch
 a

 d
ec

isi
on

 h
as

 m
aj

or
 c

on
se

qu
en

ce
s u

nd
er

 th
e 

cu
rr

en
t m

od
el

.  
Re

pa
irs

/m
ai

nt
en

an
ce

 e
xp

en
se

 is
 h

ig
he

r o
n 

a 
co

pp
er

 n
et

w
or

k 
(e

.g
., 

m
or

e 
el

ec
tr

ic
ity

 a
nd

 m
or

e 
el

em
en

ts
 c

an
 fa

il)
, b

ut
 th

at
 h

ig
he

r c
os

t w
as

 ju
st

ifi
ed

 b
y 

th
e 

sa
vi

ng
s o

f i
m

m
en

se
 c

ap
ita

l a
ch

ie
ve

d 
by

 p
ru

de
nt

ly
 in

ve
st

in
g 

co
m

pa
ni

es
.  

T h
e 

m
od

el
 e

nc
ou

ra
ge

s b
ig

 c
ap

ex
 a

nd
 d

isc
ou

ra
ge

s a
 m

or
e 

ec
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