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I INTRODUCTION

The Maine Office of the Public Advocate (“OPA”) hereby submits these commits in
responsc lo the Notice of Inquiry (“NOI™) released by the Federal Communications Comumnission
(*Commission” or “FCC™) on April 8, 2009. The NOI requested that parties comment on four
proposals, and on a number of additional issues. Upon reviewing the four proposals, OPA
believes that none of proposals provide the FCC with a blueprint for modifying the non-rural
mechanism in a way that mechanism would generate sufficient support, and maintain
comparable rural/urban rates and services. Therefore, OPA is recommending that the
Commission adopt an alternative proposal. The OPA’s altemative proposal includes a
rcasonable urban benchmark, a designation of supported lines, a revised support model, two
prerequisites for support eligibility, and a monitoring and reporting system. This comprehensive
alternative proposal will provide sufficient support for rural lines, and will maintain comparable
rural/urban rates and services.

The OPA aiso recommends that the Commission obtain the information that it nceds to
run the Synthesis niodel by using the best possible inputs available. Those inputs iuclude geo-
coded customer locations, wire-center line counts including switched and special access line
counts, and current expense information. Such an immediate update of the model could occur in
tirne to determiine support for the calendar year 2010. In addition, the OPA urges the
Cormmission to imtiate a proceeding that would revise the Synthesis model so that the model
would include a minimum spanning tree based on existing roads, and would be based on the
current network architectures. Finally, OPA recommends that the Commission maintain its cost-
based deterinination of support, rather than trying to understand and account for the factors that

may cause rates to appear to be comparable.



. AN ALTERNATIVE PROPOSAL FOR NON-RURAL USF SUPPORT

MECHANISM

None of the altemative proposals for a Non-Rural USF support mechanisms submitted to
the FCC for consideration meet the requirements of the Telecommunications Act of 1996 (“the
Act™), or the mandates of the 10™ Circuit Court of Appeals remand decisions. Therefore, the
Maine Office of the Public Advocate (“OPA’™) submits an alternative proposal to tfulfill the
FCC’s request to'comment on the issues involved in this proceeding.

We are submitting this alternative proposal for a number of reasons. First, an altemative
proposal is needed because it is necessary to determine a reasonable urban benchmark and
designate the rural lines that will be supported. Second, it is necessary to develop a mechanism
sufficicnt to support the rural lincs. Third, in order to ensure that the funds are used to provide
revenue associaiing with rural lines, the carriers should be required to provide broadband service
lo rural lines. This requirement would also complemnent an initiative contained in the FCC
broadband plan. Fourth, a revised ARMIS report system must be established. The revised plan
will allow the FCC and the state commissions to monitor and maintain the Non-Rural
mechanism in a timely fashion. Fifth, a joint federal-state line inspection program should be
maugurated. This program would survey the supported lines to determine the service capabilitics
of those lines. It is envisioned that this program will be financed, in part, by the federal fund.

A. Urban Benchmark

The Act and the 10™ Circuit Court decision' require the Commission to establish a
universal service fund based on the principle that rates for services in rural areas should be
reasonably coinparable to the rates charged for similar services in urban areas. In order to fulfill

that mandate, the FCC has established the Non-Rural mechanism that 1s based on the relationship

' Owest Communicarions Int’l, Inc v. FCC, 398 F.3d 1222 (10th Cir. 2005) (Qwest 1),



between national average cost and state average cost. That mechanism has been criticized on
lwo Jevels. First, because it is based on “cost” rather than “rates,” it is argued that the
mechanism has not been designed to fulfill its required task — to insure that the rates for
telephone service are affordable. Second, because it is based on the national avcrage rather (han
an urban standard, the mechamsm cannot ensure reasonable comparability between urban and
rural rates.

It is difficult to design a mechanism that is based on rate comparisons because of current
slate rale-making principles. However, it is possible to change the existing mechanism so that
the mechanism would ensure rural/urban rate comparability by changing the current national
average cost benchmark to a benchmark that reflects the model cost in urban areas. OPA
proposes to use the weighted average of cost for Unbundled Netwark Element (UNE) zone |
wite centers. Carriers iypically designate urban wire centers as being in UNE zone 1. For
example, all Verizon DC wire centers are in that carriet’s zone 1; for Verizon PA, UNE zone | is
limited to wire certers that are located in Philadelphia and Pittsburgh; for Quest-MN, UNE zone
1 includes Minneapolis wire centers; and for AT&T-IL, most-of the UNE Zone 1 wire centers
are located in the Chicago metropolitan area.

The weighied average of cost for Unbundled Network Element (UNE) zone | will be
detenmined based on the filed switched access lines counts served in each wire center and the
model cost for the wire center. Adopting the UNE Zone 1 weighted average cost is the first slep
in correcting the Non-Rural mechanism so that it will ensure that there is urban and rural rate

comparability.



B. Supported Lines

The current Non-Rural Cost mechanism provides support to many non-rurai lincs. This
oceurs because, first, there is no restriction in the mechanism té prevent support from flowing to
non-rural lines, and, second, if a state reeeives a substantial amount of support, it is possible for
that support to be associated with lines in suburban areas and small- and medium-sized citics and
rowns. The fact that some states may receive excessive support is based on the fact that the
mechanism js based on the total number of lines in high-cost states rather than on the number of
lines in rural areas and high-cost areas. While the support is first directed at high-cost areas,
once that task has been fulfilled, any remaining support can be directed towards Jower cost areas
such as suburban areas and cities and towns in UNE Zone 2. For example, in Mississippi and
Alabama, wire centers that are located in UNE Zone 2 receive support. In 2008, USAC
disbursed Lo Mississippi, $203.9 million out of a total of $350.5 million nationally, in high-cost
modcl support.

Providing support to non-rural wire centers contradicts the basic reason for the support
and results in providing an overall amount of support that is excessive becausc it is greater than
the amount of suprort sufficient to meet the requirements of the Act and Court decisions. To
correct this problern, the OPA recommends that the Commission limit the provision of high-cost
support only to rural wire centers.

C. Sufficiency of Support

Support is sufficient if upon receipt of that support the carrier is able to maintain rate and
service comparability among urban and rural carriers. Simply stated, making such a
pronounceinent is essentially an empty statement unless concrete information is provided that

demonstratcs that carriers are in fact able to maintain rate and service comparability. Morcover,



this definition of sufficiency includes the requirement to maintain service comparability,
Previously, when devising universal service mechanisms, the Commission has neglected the
policy principles in the Act that state “Access to advanced telecommunications and information
services should be provided in all regions of the Nation; and in particular, rural and high cost
areas shonld have access to telecommunications and information services .. . that arc reasonably
comparable to those services provided in urban areas.”™

A carrier’s ab.ility to maintain reasonably comparable rates is dependent on the cost of
service in high-cost rural areas compared to the cost of service in urban areas, and on the
carrier’s ability to obtain other non-federal universal service revenue to close the gap between
the revenue and the cost of service in high-cost rural areas, Hence, it reasonable to dctermine the
amount of support by using a cost comparison rather th.an a comparison of current rates.
However, it is also necessary to account for other revenue opportunities. The requirement to
account for other revenue is based on the fact that network used to provide the supported services
also provides a large number of other services, including vertical services such as Caller 1D and
special access services including digital subscriber line (DSL) services.” Accounting for those
revenues, however, can be difficult because carriers are, in general, selling services in bundles.
The customer is quoted a price for the bundle, rather than for each individual service. Moreover,
some bundles may include data and video broadcasting services. Hence, it is difficull -- and w0 a
certain extent, arbitrary -- to assign the bundled-generated revenue to individual services, and
therefore, it is administratively difficult to directly measure the portion of the bundle revenues

that should be considered in determining the carrier’s need for universal service support. In the

147 U.S.C. 254(bX2)&(3).
 While the FCC has unfortunately defined DSL services as information services, the FCC still allows the carriers 1o
count DSL revenue and cost as part of their telecommunications revenue and cost.



alternative, it is possible to devise a mechanism that recognizes and accounts for that revenue
without measuring that revenue directly.

The support algorithin contained in high-cost loop (HCL) mechanism as that algorithm
was applied 1o large carriers prior to January 1, 2000, is a mechanism that would account for not
only the cost differential but also for other revenue and thus, would be a satisfactory
mechanism.* The HCL mechanism would be adjusted to include model results. That is, instead
of nsing the national average loop cost as the benchmark, the model mechanism would use the
national average model UNE Zone 1 wire center cost. Also, instead of calculating a study-area
loop cost, the model support mechanism would compare the benchmark to the wire-center
forward-looking c¢ost for wire centers located in the rural UNE zone of each carrier,

The HCL mechanism contains five cost brackets and provides support to the top four
brackets with support increasing as cost increases. The brackets are below 115 percent of the
benchmark, betwesn 115 percent and 160 percent, between 160 percent and 200 percent,
between 200 and 250 percent, and above 250 percent of the benchmark. No support is provided
in the first bracket. In the second bracket, support is equal to 10 percent of the cost assigned o
that bracket. In the third bracket, support increases to 30 percent. 1n the fourth bracket support
is 60 percent, and in the fifth bracket, support is equal to 75 percent of the cost assigned to the
bracket.

‘The lower brackets provide a small amount of support, reflecting the fact that revenuc
from other services can fill the gap between the revenue from supported services and the network
cost. As cost increases substantially, support increases to 60 and 75 percent in the high cost
brackets. That is, in the very high cost areas, it is recognizéd that revenues from other services

will not generate eaough money to fill the gap between revenue from supported services and

47 CFR. §36.631(d)



network cost. The top support percent, 75 percent, recognizes that revenues from subseriber linc
charges, the Interstate Commeon Line Support mechanism, and the Interstate Access Support
mechanism are responsible for approximately 25 percent of the carrier’s cost.

In Appendix A, OPA provides an analysis of the support that would be generated if the
Commission were 1o adopt our recommended non-rural model mechanism. The information on
wire-center cost and on line counts is taken from the FCC’s public model run.® The analysis is
limited because retevant information was available for only 73 of the 86 non-rural carriers.’
Under the recommended mechanism, 70 of 73 analyzed carriers would receive support, and
probably a majority of the 13 other carriers would be eligible for support upon supplying the
cequired information. Under current mechanism, only 15 incumbent carriers receive support.
Hence, this change will 'go along way toward ensuring that the fund is sufficient and fairly
distributed among states that need such support. The increase in the number of carrers ocenrs
becausc low-cost carriers serve some rural high-cost areas. For example, both AT&T Califormnia
and AT&'T Florida serve rural high-cost areas, but because their rural areas are not very high
cost, those carriers would receive $0.089 and $0.084 per rural line. Also, carriers such as
Verizon-Washington and Verizon-Indiana would be eligible for support. Previously, even

though they are high cost, these carriers were not support recipients, due to the existence of large

* OPA acknowledges (ae 75/2S allocation only applies to loop cost rather than total company cosls. However, [
very high cost areas, almaost all of the additional cost is relaled to loop cost, and, the current mode! supporl
mechanisin assumes that the interstate jurisdiction is responsiblie for 24 percent and the state jurisdictions are
cesponsible for 76 percent of the cost.

 utpwww. fec soviwebtapd/hepm/welcome himt  wirecenter support spreadsheet. These data arc bascd on 1993
line counts and the assignment of lines to wire centers were estimated. As soon as the current lines counts become
available to the OP'A, we will re-file the support amounts based on those line counts, Obviously the reduction in
lines since 1998 would reduce the snpport. The support would also vary if a model run based on the updaled line
counis would provide a different relationship between urban and rural cost.

’ Five study areas do not have UNE zones because they are rate-of-retrm study areas. A variety of other reasons
limited the analysis for 8 other study areas. For example, three Qwest carriers have mulriple zones within a wire
venter. Cost associated with the multiple zones was not included in the wire-center support spreadsheet.




low-cost carriers in their states that drove the Washington and Indiana state-wide average down
below Lthe model benchmark.

OPA recognizes that the total support for ILECs would increase by approximately four
fold under its.recommendat-ion. However, OPA suggests that fhjs increase will not only fulfil}
the need to maintain comparable rates, but will also allow the carriers the opportunity to satis(y
the requirement that they provide comparable services. Moreover, given that initial estmates of
medel results were int six to ten billion dollar range, the cost of adopting the 1'§:commended
mechanisimn 1s still relatively low.

D. Prerequisites for Obtaining Support

OPA reconunends that the Commission adopt two prerequisites for a carrier to oblain
mode] universal support. First, the carrier must prove that the rural rates in its study arca are
comparable to the national average urban rate. Second, the carrier must develop a broadband
service plan under which the carrier agrees 1o make broadband service available to 98 pereent of
its customers within six years of the rclease of the order associated with this notice.

1. Rate Comparability

For one rate to be comparable to another rate, the two rates should be relatively close
together, or similar. The “two standard deviations™ test is a test to determine when two numbcrs
ave significantly ditferent. Thus, where one rate is greater than two-standard-deviations away
{rom another rate, it suggests that the two examined rates are different. However, that test does
not infornm1 us as to whether a rate that is less than two standard deviations from the frst rate is
close to the first rate. As the 10™ Circuit Court decision noted, the two-standard-deviations test

allows [or the existence of large differences between urban and rural rates.



Therefore, OPA recommends that the Commission adopt instead a “one standard
deviation™ difference between the national average rate and the rate for any supported rural arca -
- in order (o deterrnine whether a carrier is maintaining rates at a comparable level and therefore
chgible for model high cost support. According to the FCC’s most recent Reference Book, «
one-standard-deviation standard would allow a monthly bill to be 121 percent of the national
average urban bill.® In addition, the Commission has previously adopted -- in its collocation
docket’ - the one-standard-deviation test for determining whether two numbers where relutively
close to each other.

2, Service Comparability

Service cornparability requires carriers to make available to its rural customers the same
services that are available to its urban consumers. There is substantial evidence that service
comparability does not exist today. In urban areas, carriers are upgrading nctworks so that
networks can prov:de video services. Inrural areas of non-rural companies, those upgrades are
not occurring,'” Although the current USF support mechanisms were not designed to subsidize
broadband investment, the rural USF support mechanisms have operated as de facto broadband

support mechanisms. In contrast, the non-rural mechanisms have not, which, in part, explains

¥ The standard deviaticn analysis provided in the Reference book is based an the average urban of $25.62. One
standard deviation is $3.45 which is 21 percent of $23.62. The average bill is the swn of the average local rate of
%15.62, the average S1L.C of $5.74 and the average tax and fee amounts of $4.26. See Reference Book of Rates, Prive
Indices, and Household Expenditures for Telephone Services, Industry Analysis & Technology Divisien, TCC,
2008, Tables 1.2 & 1.13.

? In the Matter of Local Exchange Carriers’ Rates, Terms and Conditions for Expanded Interconnection Through
Physical Collection for Special Access and Switched Transport, CC Docket No. 93-162, Second Repart and Oider,
FCC 97-208, released fune 13, 1997, { 68.

" Filed reply testimony of Dr. Robert Loube on behalf of the Maryland Office of the People’s Counsel, In the
Matter ol Appropriate Forms of Regulating Telephone Companies, Maryland Public Service Commission, Case Nu,
8133, August 28, 2008; Testimony of Dr. Robert Loube on behall of the Maine Office of'the Public Advocate i the
Joint Application for Approvals Related to Verizon’s Transfer of Property and Customer Relations to Company o
be Mcrgcd with and into Fajrpoint Communicatiens, Inc. Maine Public Utilities Commission Docket No. 2007-07
on October 2, 2007



the large discrepancy between broadband deployment results within the territories of rural versus
non-rural companies.

The goal of providing video services is reasonable because those types of serviecs arc
provided to urban consumers. In addition, as discussed in greater detail below, OPA
recommends that the forward-looking model should be modified so that the technical constraint
used to build the model network is the constraint that the network not block the provision ol
video services. [n the current model network, the technical constraint is merely that the network
should not “impede the provision of advanced services”,!! where advanced services were defined
in a very limited way. 2

As a remedy for this shortfall in rural investment, OPA recommends that the Commission
adopt the following plan. First, the Commissien should require that all non-rural carricrs submit
an “Iinvestment plan™ both to the Commission and to the respective state cornmission within six
months following the release of the order associated with this notice. The investment plan
should document how the carrier will make video services available to rural consumers withis
six years following the release of the order. For each year, the plan should also contain interimn
goals by wire center. Those interim goals must, at mirmimum, provide specific details as (o how
the carrier will increase the availability of its video service by 20 percent each year,

Second, OPA recommends that the model support should be reduced in any year
{ollowing the year in which a carrier does not reach its interim goal. For example, in vear two,
the interim goal weuld be that video service is available to 20 percent of the customers. If tha!

goal s not met, then in year three, the support to be awarded to that carrier would be diminished.

' In the Matter of the Federal-State Joint Board, CC Docket No. 96-45, Report and Order, FCC 97-137, released
May 8, 1997, (Universal Service Order), §250.

**In the Matter of the Federal-State Joint Board on Universal Service, Fifth Report and Order, FCC 98-279,
releused October 28, 1998, (Platform Order), 11 67-70.
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‘The amount that support is diminished should be proportional to the carrier’s failure to mect its
goal.

Such a link between the provision of scrvice and support would provide the incentive to
invest that is not part of the current support mechanism. Currently, carriers receive tunds based
on (he relationship between model average cost and state average cost. Presently, a carricr can
still receive support even if it never upgrades the level of service it is willing to provide, and
even if it allows its service quality for basic local exchange service to deteriorate. Right nnow
there exists only an unfocused requirement that the state commission verify that the suppori
[unds are used for the purposes for which the support was intended. That general, non-specific
requirenient aliows extensive room for interpretation and abuse. In its place, the Commission
must establish direct links between a carrier’s provision of broadband services and the support
that it will receive. States can and should play an important part in verifying that the carriers
tave met the interim and final scrvice goals of the plan. However, in order to establish and
maintain comparable service in rural areas, the service goals must be explicit and reasonable.

E. Revised ARMIS

OPA recommends that the Commission design and impleinent a system of revised
ARMIS reports that will enable the Commission and the states to monitor and maintain the nou-
rural fund. First, the 43-01 ARMIS report should be revised to include a row for high-cost
universal support revenue, and another row for low-income revenue. Those rows will enable the
agencies to monitor specifically the impact of universal service on carrier revenue and earnings.
If high-cost universal support revenue leads to a carrier earning excessive returmns, that event will
serve as an indicator that its amount of support may be more than sufficient for the intended

purpeses — i.e., excessive. 1f excessive earnings assoclated with support payments are recorded



reoularly, then it woﬁ]d be the task of the Commission to determine how to reduce the support
pavments.

Second, each carrier should be required to file a model-inputs report. This report would
contain all of thc ARMIS type data that is used in the model. The filing of this report wounld
allow the Commission staff to update these inputs each year as the model is re-run. The (otal
number of ARMIS type inputs is unknown, but at a minimum it includes expense and investment
data. Inaddition, current-to.-book investment ratios should be included because those ratios are
uscd to calcuiate forward-looking e;-.;pf:nses.l3

Third, cach carrier should be required to file an infrastructure report that will enable the
Commission and the states to monitor (a) whethe.r a carrier 1 meeting its broadband service
provision plans, and (b) whether its provision of services is comparable in urban and rural UNIZ
zones. The rows could measure, for example, the number of lines where a particular download
speed is available and the columns would show the UNE zones.'*

F. Monitoring Plan

The high-cost support mechanism recommended by OPA contains an incentive that links
support levels to service availability. Therefore, it will be necessary to verify any submissions
made by carriers regarding that availability. OPA recommends that state commissions condnct
i1eld surveys of rural wire centérs in order to verify the technical capabilities of rural wire-center
ibes. Such a field survey would be based on a reasonable sample of the lines in cach supported

wire center, OPA further recommends that the federal USF should provide partial compensation

" In the Matter of the Federal-State Joint Board on Universal Service, Tenth Report and Order, FCC 99-304.
released November 2, 1999, (Inputs Order), Appendix D.

" (t is vbvious that other ARMIS reports are necessary for the Corunission and the states t¢ perform their wurh.
[For example, the fatlure to retain the 43-03 report and the 43-04 repert has made it very diffieult for the lederal-
State Joint Board on Szparations to evaluate the impact of any stakeholder-recorminended changes to the current
mjes.




to the state commissions for the performance of that work in a manner similar to the way in
which the federal governmment provides funds to state commissions so that they can perform gas-

pipeline safety werk.

11, THE QWEST PROPOSAL

OPA recornmends that the Commission reject the Qwest proposal becausc it is simple
and self-serving. That proposal is too simple because it does not contain any incentives that
would lead recipient carriers to main_tain comparable rates and to extend conmparable services in
rural arcas. Qwest also fails to support its proposed 1235-percent benchmark, That s, it does not
provide an argument to explain why the125% benchmark is sufficient and should replace the
*wo-standard-deviations™ test -- other than the fact that Qwest will receive substantially more
{funding with a 125% benchmark. Qwest’s proposal is also self-serving because it recommencs
that the Commission declare Qwest a “smaller carrier,” thus making Qwest eligible for addilional
funding, while rceommending that Commission declare AT&T and Verizon too big to receive
additional funding."® Qwest suggests that the Commission should adopt its recommendation even
though AT&T and Verizon serve more rural customers than Qwest, and even though AT&T's
and Verizon’s rural customers are no less entitled to comparable rates and scrvices than Gwest’s

cural customers. '

¥ The suggestion is a direct inverse of the “too-big-to-fail” standard that has been applied to the banking secter.

"% sing the FCC's wire-center data file and USAC's UNE zone data, AT&T served approximately 9.6 mnillios rural
cusiomers, Verizon served approximately 9.8 million rural custorners, and Qwest served approximately 2.1 nuilion
rural customers. Because of data problems, the Qwest estimate is the sum of rural lines in 10 study areas plus 20
percent of total lines i Colorado, [daha, Montana and Wyoming. 20 percent is very high estimate of the percent of
total lines that are rural lines because for the 10 Qwest study areas with complete data, rural lines represented ouly
11 percent of rotal lines.
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Al Review of the Qwest Proposal

Under the Qwest plan, the benchmark for high-cost wire centers is reduced [ron: the
standard of “the national average forward-looking cost plus two standard deviations” to the
standard of “125 percent of the national average urban rate.” Second, Qwest would target the
support directly to wire centers that have costs above the benchmark. Hence, the Qwest plan
would ¢lininate the state-wide averaging process contained in the current model mechanism.
Quvest estimates that these changes would increase the size of the fund to approximately $1.6
hillion. However, if AT&T and Verizon do not receive support, then the amount of model
mechantsm support will be limited to $402 million. The Qwest proposal would increase the
amount of maodel support received by Qwest from approximately $26 million in 2008 to $200
million. At the same time, AT&T would lose $114 million and Verizon would lose $21 million.

Qwest justifics the need for more support by stressing the fact that the current level of
relatively comparable rural and urban rates 1s no longer sustainabie. It provides evidence that
rural and urban ratzs are relatively compafable across its fourteen-state scrvice temtory, [t
shows that 1) four states have state-wide average rates; 2) the urban rate is higher than the rural
rate in tive states; 3) in four states, the rural rate is slightly greater than the wban; and 4} in only
one state, Wyoming, s the rural rate substantially higher than the urban rate. Morcover, in ¢ach
state Qwest’s rural cost of service 1s substantially higher than rural rate, while the urban rate is
greater than the urban cost of service, showing that there is a substantial flow of support from
urban residential customer to rural residential customers.!” Thus, it is clear that rate

comparability is dependent on an urban-to-rural subsidy.

"7 [t is important to uncerstand, first, that even if the rural network cost is greater than the rural local exchange rale,
that fact does not imply that the miral rate is being subsidized. That is because the incremental cost of providing
hasic exchange service -- even in a nral area -- is small, onee the network that provides basic, toll, access. and data
services has been built, However, total revenue from the combination of services is generally not high enough 10
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Next Qwest argues that support from urban customers is no longer sustainable because it
claims that competition in the urban areas has finally arrived in full force. That competition --
aenerally one rival, the local cable company -- has created a situation where urban customers wre
switching in dramatic numbers to the cable company. While OPA might not describe a duopoly
as a competitive market, it is clear that the ILEC is losing market sharc int certain of Qwest’s
urban market areas. While the loss of market share may be due to a failure of Qwest to provide a
video scrvice offering in those markets, that loss of market share certainly reduces Qwesl’s
abilily to sustain an urban-to-rural implicit subsidy. In short, Qwest has made a reasonable
argument for changing the current mechanism, even though it has not made a reasonable
argument for adopting its plan.

B. Problems With the Qwest Proposal

The major problem with the Qwest plan is that there is no link required betwsen o
carrier’s receiving support and its maintaining comparable rates and providing comparable
services. Under its plan, Qwest could choose whether to use the additional $200 million 1o
provide upgraded services to its urban customers, or to increase its dividend payments. To avaid
such problems, OPA’s proposal contains comparability standards for reasonable service rates and
scrvice offerings. The OPA plan would also monitor carrier profits in order to detemniine it the
enhanced support payments lead to excessive profits. When compared to the Qwest plan, the
review of standards and profits proposed by the OPA plan is more likely to lead to the intended
result — comparable rates and services. In short, under the OPA plan, it is more likely that the

high-cost support would be used for its intended purposes.

allow for the recovery of the total network cost in rural areas. Thus, it is the rural network thut receives the subsidy,
not busic exchange service. It is also Important to note that urban residential custorrers help Lo provide the rural
subsidy. The subsidy-flow from the urban residential customers has generally been ignored because the standard
myth ha: been that the subsidy flows only from toll, access and business custamers.
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Second, thz Qwest plan does not recognize, or account for, revenue from other services
that use the network. These other revenue streams should also support the network and help fill
the gap between basic service revenue and the network cost. The OPA proposal recognizes
those 1evenue streams by providing modest support for wire centers in situations where the
model cost is only 15 percent higher than national urban average cost, and by providing
substantial support when wire-center cost is more than 200 percent of the national urban average
cost. In other words, because of its multi-support levels, the OPA recommendation provides
sufficient support o all wire centers. On the other hand, the Qwest plan would provide excessive
support to those wire centers where the model cost is greater than 115 percent of the benchmark

but Tess than 200 percent of the benchmark.

[V. THE EMEARQ PROIOSAL

OPA believes that the Embarq proposal contains several worthy components -- such as &
requirement to improve rural service offerings and to maintain the urban/rural rate comparability.
Fowever, its standard for service comparability, 1.54 Mbps downstream, 1s backward lookiny.
Any carrier that uses industry standards for determining customer serving areas (CSAs), and lor
the provision of DSL service, should be able to meet a standard of providing 1.54 Mbps
downstrean to at lzast 85 percent of its customers with only minor changes to its current
equipment and facilities."® Thus, there is little need to provide additional support funding to
meel such a low standard of achievement. The fact that some carriers cannot meet that standurd
reflects on their failure to invest rather then a need for more support. For example, from 1999 10

2007, AT&T s net investment in its wire line carriers decreased by 9.6 percent annually,

' ADSL service can provide up to 6.0 Mbps downstream for distances up to 12,000 feet. See the Testimony of
Douglas C. Sicker, Ph.D. on behalf of Fairpoint Communications, Inc., Maine Public Utilities Commission Docket
No. 2007-07, filed on August 22, 2007,
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Verizon’s net investment decreased by 7.5 percent annually and Qwest’s net investment
decreased by 5.6 percent annually.[g Even more troubling 1s the fact that that several of the
carriers that have received model support are among the carriers with the highest decreases in n«t
nvestrnent. For example, for Verizon West Virginia, net investment decreased by 16.7 percent
annually from 1999 to 2007, and for Qwest Wyoming, net investment decreased by 12,3 percent
annually over the same time period.

Al Review of the Embarg Proposal

The Embarq proposal provides support to the study arcas currently served by price-cap
ILECs. As such, 1. shifts maﬁy Embarq study areas out of the embeddcd high-cost loop
mechanism (HCL) and into the proposed broadband and carrier-of-last-resort (BCS) mechanism.
It would also shift a number of Citizens Frontier study areas out of the HCL mecchanism and into
the BCS mechanisim. A few rate-of-return study areas, such as Anchorage and Surewest, would
revert 1o the HCL mechanism. Second, it eliminates state-wide averaging from the mechanism.
[nstead, support is determined based on the relationship between the wire-center cost and the
benchmark. Remarkably, the benchmark is not defined or pre-set. Instead, the benchmark is
established when a particular amount of support dollars has been allocated among wire centers.
‘T'he tolal fund size is set at $1 billion. That amount is the sum of the current model and HCLL
tunding received by-ILEC price-cap carriers, plus funding that will no longer be received by
CLECs. Hence, the Embarg proposal would transfer a substantial amount of support from
CLECs to ILECs. Embarg considers this transfer reasonable because it asserts that the fund
should focus on supporting the carrier-of-last-of-resort, which in most cases is the ILEC.
T'urthermore, because that transfer keeps the size of the fund constant, the new mechanisny would

not increase the burden of paying for universal service.

' Source of these estimates is the 43-01 Reports, row 1910, net average investment
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Initially, each supported wire center would receive an amount equal to 75 percent of the
diffevence between its forward-looking loop cost and the benchmark, times the number of lines
served. The benchmark would be the number which causes the sum of the wire-center suppoit to
equal S1 billion.  After the initial support level is determined, it would remain in place for five
years, without concern about the number of lines served.

Finally, the Embarq proposal includes two requirements that Embarg claims would
ensure that its proposal would fulfill the Court’s mandate that the mechanism provide sullicient
support so that carriers could provide comparable services at comparable rates. First, a carrier
would have to maintain its rate for basic local exchange within a range specified by the
Commission. Ifthe carrier’s rate was below the lower end of the range, the carrier would forlcit
support equal to the difference between its rate‘ and the lowest benchmark rate. Ifits local rate
was above the high end of the range, the carrier would not be ehigible for support. Second, each
carrier would have to pledge that within 5 years 85% of its customers in supported wire centers
would be served by facilities that have the capacity to provide downstream data scryvice at a rale
of 1.5Mbps.

B. Problems with the Embarq Proposal

The major problem with the Embarq proposal is that its broadband requirement is
backward looking and will not meet the requirement that rural consumers should be able to
oblain services comparable to the services available to urban consumers. The 1.5Mbps standard
can be met by any carrier that is currently providing DSL service. In areas served by digiral loup
carricrs (DLC) connected to wire centers by fiber cable, the 1.5Mbps standard can be achicved
by & minor upgrade to the DLC and related central office equipment. Morcover, carriers are now

providing urban consumers with either fiber-to- the-home or fiber-to-the-node facilities that
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provide significantly more bandwidth than 1.5Mbps and will allow consumers o purchuses any
number of video services. In five years, it is anticipated that most urban consumers will be
served by those new facilities. Thus, according to the Embarq proposal, in five years rural
consumers will still be in an underserved backwater, even if the carriers achieve Embarq’s
limited broadband goals. Any effort to improve the universal service program should involve
more than simply providing cousumers with out-of-date services. As the Court noted, the
universal service mechanism should be designed to enhance universal service. To that end. OPA
rccorunends that the broadband requirement should inchide the ability to receive high-speed
video services. Specifically, such a requirement would include the ability to receive IPTV
signals.

Sccond, the Embarqg proposal does not address the Court’s concern regarding the
sulficiency of the fund. The proposal merely sops up whatever existing funding might be
available. It does not compare the available funds to the cost of meeting its broadband
requirement. Instead, it acknowledges that the available funds are completely inadequate 1o meel
any broadband reguirement that is more advanced than 1.5Mps (see the Embraq whilepaper,
page 33). In addition, the Embarq proposal does not compare the fund size to a requirement thal
the fund be designed to'preserve comparable rates. To perform that task, fund must be large
enough to fill the gap between revenues -- including revenues from all services that use the
network -- and the urban cost benchmark.

Third, it should be noted that the Embarq proposal generates an enormous increase in
universal service funds for Embarq. Currently, only a three of 23 Embarq study arcas with

approximately four percent of Embarg’s lines arc high-cost arcas, as defined by HCL.
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mechanism. Yet, Embarq receives approximately $14 million in HCL support.®® Under

Finbarq’s proposal, Embarq would receive approximately $101 million.

V. COSTQULEST COMMENTS
'I‘hc CostQuest comments contain a mix of recommended forward-looking modcl
improvements, together with an incantation of various ancient policy orthodoxies. Those
orthodoxies -- such as “cost models are objeetive” and “policy models arc subjective” --should
be ignored because it is well known that every cost model rests on a set of subjective policy
decisions, and every policy model contains many objective functional relationships. Likewise,
rale-of -return regulation contains positive incentives to invest, Rate-of-return regulated carriers
have a vastly superior record in providing broadband service in rural areas, comparcd to price-
cap regulated carriers. Also, even though price-cap regulation provides carriers with the
incentive to reduce waste and eliminate gold-plating, those same incentives can also lead to s
degradation of service and a failure to invest.
On the other hand OPA agrees with CostQuest’s recommendation that the Synthesis
Model should be updated. While the need to upgrade is very important, OPA wishes to warn the
Commission that the process of upgrading the model should be conducted by the Commission
Staft. That is, with its expertise, the Statt should evaluate the alternative models, seek input
from other parties, and stitch together a new Synthesis Model. The new model could incorporate
parts of other modzls in the way the curent Synthesis Model incorporates part of the HAT moclcl.

Or the Staff could develop parts of the model internally. It should be retnembered that the Statl’

* Source: NECA file 1JS2008LC08.xls, http://www. fec.goviweb/iatd/neca html
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initiated the use of spanning trees prior to the use of that algorithin by any other carriers ¢r by
conspltants working for carrers.

To facilitate a comparison of existing models, OPA agrees with Costquest that a commaon
set of inputs should be created. Those inputs should be used to generate outputs by the current
Svathesis and all alternative models. It is also important to place the source code of all
alternative models in the public domain, so that all interested parties can be granted the option o
run the niodels for the purposes of participating in this proceeding. With this information and
the right to run the alternative mod(-;:ls, all partics would have the ability to provide the
Connission with uscful comments regarding the best and worst aspects of each model. OT'A
acknowledges that comparing the existing models and creating a new Synthesis model are a
time-consuming yat worthy undertakings. Nevertheless, the fact that those tasks will take some
time shou!d not prevent the Comimission from re-running the existed model with updated inpuis.
therefore, OPA urges the Commission to update the inputs and to re-run the model. [n its
discussion (below) of the other Costquest model recommendations, OPA will point oul how it is
possible o update the model inputs.

Al Technology

Costquest notes that the technology underlying the Synthesis model 15 now out of dale
because the technological basis of the model was formed around the constraint that thic model
should not block advanced services and implemented by using a loop design that didn’t rely on
load coils. didn’t contain bridge taps, and limited the maximum copper loop to 18,000 (zel. To
replace that technological foundation, Costquest suggests that the model adopt at 2 minimum, a
Fiber-to-the-Node (FTTN) approach and compare wireline to wireless solutnons. OPA agrees

that there is o need to change the technological foundation of the model. We stress that the new
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constraint should be built around a decision that the model should not block video services,
OPA also recommends that only one wireline technology should be incorporated into the modzl
because the mode! is being used to provide support. The use of alternative templates may biws
the outcome. For example, if one carrier vses Fiber-to-the-Home (FTTH) loop architccture and
another vses a FTTN loop architecture, then the first carrier would appear (o have higher cost
than the second carrier and therefore, obtain more support.

In addition, given the huge increase in Special Access lines aﬁd because of the economics
of scope associated with the provision of Special Access and Switched Access, it is necessary 1o
review and improve the Synthesis model’s assumptions concerning the construction of Special
Access lines. In the current Synthesis model, Special Access lines are either DS-1 or DS-3 lines,
and in the distribution portion of the mode!, these lines are provided over copper. Obviously,
there i3 4 need to incorporate a greater variety of Special Access offerings into the model. Where
appropriate, fiber cable rather than copper cable should be used n the distribution portion of the
model,

Finally, given the fact that many of the inputs required to construct a wireless nclwork
Lave neverbeen placed in public domain and reviewed in a proceeding, OPA is reluctant to
support the use of the wireless alternative at this time. If the Commission were to organize and
release the data it receives under its wireless ETC rules, OPA and other parties might gain a
minimum leve!l of understanding of wireless cost, and perhaps would then be able to support the
use of the wireless alternative.

B. Minimum Spanning Road Tree

OPA agrees with Costquest that a2 minimum Spanm'ng.road tree should be used to

determine the routing of the wireline distribution, feeder and transport networks. That algorithin
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will generate a lcast-cost network that is possiblc to construct. In the current Synthesis model,
the minimum sparning tree would generate a least-cost network, but it might not be able to
construct such a model because of natural and man-madc obstacles. Moreover, the road wee
would recognize the variance in costs associated with the different road topoliogies that exist in
the United States.

C. Modeling Inputs

OPA does not agree with Costquest’s position that modeling inputs should account For ull
of the unique attributes of the service area. Such an assumption would require the model to
adopt too many of the einbedded cost estimates that carriers enter into their proprietary models.
instead, the model should retlect the least-cost method of providing service given any attributes
that arc beyond the control of the individual carrier. That is, if weather causes differences in
acrial cable expenses, then weather-adjusted estimates of the aerial cable expensc factor can be
used. However, in the past, the Commission staff had a very difficult time attermnpling lo estimate
stch adjustments. Due to that difficulty, the Synthesis model contains many national average
inputs. OPA recommends that the Commission retain those national averages for the purposes of
re-running the model in the immediate future. Also, OPA recommends that, as part of a lenger
term investigation, the Commission investigate ways 1o determine the least-cost estiniate ol those
CxXpenses.

D. Line Counts and Customer Locations

[he Commission currently receives quarterly switched access lines counts. Thosc line
counts are used to determine support and can be used as inputs to the model.”' With regard (o
special access, total carrier voice-grade equivalent lines counts (as reported in the ARMIS

reports) are assigned to wire centers on the basis of a 1998 data request.

It is our understanding that December 20002 line counts were used the last time the modcl was yua,



