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1. INTRODUCTION

The Maine Office of the Public Advocate ("OPA") hereby submits these commits in

response (0 the Notice of Inquiry ("NOI") released by the Federal Communications Conunissioll

("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

bel ieves that none of proposals provide the FCC with a blueprint for modifying the non-rmal

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 alternative proposal includes a

reasonable urban benchmark, a designation of supported lines, a revised support model, two

prerequisites for SEpport 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 also recommends that the Cormnission obtain the information that it needs to

run the Synthesis model by using the best possible inputs available. Those inputs include geo­

coded customer locations, wire-center line counts including switched and special access line

counts, and cun-ent expense information. Such an immediate update of the model could occur in

time to determine support for the calendar year 2010. In addition, the OPA urges the

Commission to initiate a proceeding that would revise the Synthesis model so that the mOllel

would include a mininlUm 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 determination of support, rather than trying to understand and account for the factors that

may cause rates to appear to be comparable.



n. 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 Ia'h Circuit Court of Appeals remand decisions. Therefore, the

Maine OJ1ice of the Public Advocate ("OPA") submits an altemative proposal to tiJI!ill 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 alternative

proposal is needed because it is necessary to determine a reasonable urban benchmark £Inc!

designate the rural lines that will be supported. Second, it is necessary to develop a mechanism

sufficicnt to support the rurallincs. Third, in order to ensure that the funds are used to provide

revenue associating with rural lines, the carriers should be required to provide broadband service

to rural lines. This requirement would also complement an initiative contained in the FCC

broadband plan. f.Jurth, a revised ARMIS report system must be established. The rcvised 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

inaugurated. This program would survey the supported lines to detennine the service capabilities

of those lines. It is envisioned that this program will be tinanced, in part, by the federal fund

A. Urban Benchmark

TI,e Act and the Ialh Circuit Court decision I require the Commission to establish a

universal service fund based on the principle that rates for services in rural areas should be

reasonably comparable to the rates charged for similar services in urban areas. In ordcr to fulf,ll

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

, Q",esl Commun/CallO." In,·I. Inc v. FCC, 398 F.3d 1222 (10th Cir. 2005) (Qwest II).
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belween national average cost and state average cost. That mechanism has been criticized on

two levels. First, because it is bascd on "cost" rather than "rates," it is argued that tlK

mechanism has not been designed to fillfill its required task - to insure that the rates for

telephone service are affordable. Second, because it is based on the national avcrage rather thal1

an urban standard. the mechanism cannot ensure reasonable comparability between urban and

rural rates.

It is difficult to design a mechanism that is based on rate comparisons because of currClll

Slate rale-making principles. However, it is possible to change the existing mechanism so that

lhe mechanism would ensw'e mral/urban rate comparability by changing the current llatilmal

average cost benchmark to a benchmark that reflects the model cost in urban areas. OPA

proposes to usc the weighted average of cost for Unbundled Network Element (ONE) zone 1

wire ccnters. Carriers typically designate urban wire centers as being in UNE zone I. For

cxample, all Verizon DC wire centers are in that carrier's zone I; for Verizon PA, UNE zone 1 IS

limited to wire cerJers that are located in Philadelphia and Pittsburgh; [or Quest-MN, UNE zone

I includes Minneapolis wire centers; and for AT&T-IL, most·ofthe UNE Zone I wire ccnters

are located in the Chicago metropolitan area.

The weighted average of cost for Unbundled Network Element (UNE) zone I will bc

determined based on the filed switched access lines counts served in each wire center and thc

model cost for the wire center. Adopting the UNE Zone I weighted average cost is the Erst step

in correcting the Non-Rural mechanism so that it will ensure that there is urban and rural rale

comparability.
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B. Supported Lines

The current Non-Rural Cost mechanism provides support to many non'rurai lincs. This

occurs because, first, there is no restriction in the mechanism to 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 cities and

towns. The fact that some states may receive excessive support is based On the fact that the

mechanism is based on the total number of lines in high-cost states rather than on the number 01'

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 lower cost areas

such as suburban areas and cities and towns in ONE Zone 2. For example, in Mississippi ane!

Alabama, wire centers that are located in UNE Zone 2 receive support. In 2008, USAC

disbursed to Mississippi, $203.9 million out of a total of$350.5 million nationally, in high-cost

model support.

Providing support to non-mral wire centers contradicts the basic reason for the support

and results in providing an overall amount of support that is excessive because it is greater than

the amount of sUPl'ort sufficient to meet the requirements of the Act and Court decisions. To

correct this problem, the OPA recommends that the Commission limit the provision of high-cost

support only to rural wire centers.

C. SufJ1ciency of Support

Suppon is oufficient 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

pronouncement is essentially an empty statement unless concrete information is provided that

demonstrates that carriers are in fact able to maintain rate and service comparability. Moreover,
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this definition of sufftciency includes the requirement to maintain service comparability.

Previously. when devising universal service mechanisms, the Commission has neglectcd the

policy principles in the Act that state "Access to advanced telecommunications and infomwtion

services should be provided in all regions ofthe Nation; and in particular, rural and high cost

m'eas should have access to telecommunications and information services ...that arc rcasonably

comparable to thwe services provided in urban areas.,,2

A caITier's ability to maintain reasonably comparable rates is dependent on the cost of

scrvice in high-cost rural areas compared to the cost of service in urban areas, and on thc

carrier's ability to obtain other non-federal universal service tevenue to close the gap between

the revenue and the cost of service in high-cost rural areas. Hence, it teasonable to dctennine the

aInount of support by using a cost comparison rather than a comparison of cUITent rates.

However, it is also necessary to accolmt 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 Co]]er ID and

special access services including digital subscriber line (DSL) services.) Accounting for those

revenues, however, can be difficult because carners are, in general, selling services in bundles.

The customer is quoted a price for the bundle, rather than for each individual service. Ivloreover,

:;urne bundlcs may include data and video broadcasting services. Hcnce, it is difficult -- and !O 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 blmdle rcvenues

that should be considered in detelTnining the canier's need for universal service support. In the

'47 U.S.C. 254(bX2)&(3).
.> While llie FCC has unfortunately defined DSL services as information services, the FCC still allows the carriers ~o

count DSL revenue nnd cost as part oftbeir telecommunications revenue and cost.
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altemative, it is possible to devise a mechanism that recognizes and accounts [or that rcvenuc

without measuring that revenue directly.

The support algorithm contained in high-cost loop (HCLl mechanism as that algorithm

was applied to large carriers prior to January 1,2000, is a mechamsm that would accouut t·or not

only the cost differential but also for other revenue and thus, would be a satisfactory

mechanism.4 The HCL mechanism would be adjusted to include model results. That is, instead

of llsing the national average loop cost as the benchmark, the model mechanism would use the

national average model UNE Zone I 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,)st for wire centers located in the mral UNE zone of each carrier.

The HCL mechaillsm 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, bctwe~n 115 percent and 160 percent, between I 60 percent and 200 percent,

between 200 and 250 percent, and above 250 percent ofthe benchmark. No suppOli is providell

in the first bracket In the second bracket, support is equal to 10 percent of the cost assihrncd to

that bracket. In the third bracket, support increases to 30 percent. In the fourth bracket suppOli

is 60 percent. and '.n the fifth bracket, support is equal to 75 percent of the cost assigned to the

bracket.

The lower Nackets provide a small amount of support, reflecting the fact that revenue

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 recognized that revenues from other services

will not generate e,]ough money to fill the gap between revenue from supported services and

"17 Cf.R. § 36.631(d)
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network cost. The top support percent, 75 percent, recognizes that revenues from subscriber line

charges, the Interstate Common Line Support mechanism, and the Interstate Access Support

mechanism are responsible for approximately 25 percent of the carrier's cost.s

In Appendix A, OPA provides an analysis of the support that would be generated if the

Commission were to adopt our recommended non-rural model mechanism. The information on

wire-center cost and on line counts is taken ii'om the FCC's public model run6 Thc analysi; is

limited because re!.evant information was available for only 73 of the 86 non-rural carriers 7

lJnder the rccommended 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

required infonnati,)n. Under current mechanism, only 15 incumbent carriers receivc supporl.

Hence, this change wilfgo along way toward ensuring that the fund is sufficient and fairly

distributed among states that need such support. The increase in the number of caniers occurs

becausc low-eosl carriers serve some rural high-cost areas. For example, both AT&T Califomia

and AT&T Florida serve rural high-cost areas, but because their rural areas are not very high

cost, those eaniers would receive $0.089 and $0.084 per mrallinc. Also, carriers such ,"

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

5OPA acknowledges [le 75/25 allocation only applies to loop cost rather than total company ctJsls. However, In
very high cost areas, almost all ofthe addilional cost is related to loop cost, and, the current model supporl
mechanism nssume51bal the interstate jurisdiction is responsible for 24 percent and the state jurisdiClion:; are
responsible for 76 percent of the cost.
ij htro://v.'\vw, tcc.gov/wcb/tapdlhcpm/we1come.html wireccntcr support spreadsheet. These data flfC bnscd on I~9S
line counts and the ass?,gnment of Hnes to wire centers were estimated. As soon as the current lines counts bccomc
a'raibble to rhe OrA, we will re-file the support amounls based on those line counts. ObVIously the reduction in
lines since 1998 would reduce the snpport. The support would also vary ifa model run based on the updated linc
counts would provide a differenl relationship between urban and rural cost.
7 five study areas do l10Jt have lINE zones because they are rate-of-return study areas. A variety of other rC:l.'ioll's

limited the ani:llysis for 8 other -"rudy areas. For example, three Qwest carriers have nlUlriple zones witbin a wlr..::
l:l':lJtel'. Cost associated with the multiple zones Wi:lS not included in the wire-center support spreadsheet.
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low-cost carriers in their states that drove the Washington and Indiana state-wide average down

below the model benchmark.

OPA recognizes that the total support for ILECs would increase by approximately four

fold under its recommendation. However, OPA suggests that this increase will not only fulfill

the need to maintain comparable rates, but will also allow the carriers the opportunity to satisfy

the requiremcnt thlt they provide comparable services. Moreover, given that initial estimates of

model results were in six to ten billion dollar range, the cost of adopting the reconunended

mechanism is still relatively low.

D. Prerequisites for Obtaining Support

OPA reconullends that the Commission adopt two prerequisites for a carrier to obtain

model uni versal su.pport. First, the carrier must prove that the nlIal rates in its study area are

comparable to thc national average urban rate. Second, the carrier must develop a broadband

service plan under which the carrier agrces to make broadband service available to 98 pcrccnt of'

its customers within six years of the release of the order associated with this notice.

1. Rate Comparability

I'or one ratl~ 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 numbeE

me signiticantly different. Thus, where one rate is greater than two-standard-deviations away

li"um another rate, '.t suggests that the two examined rates are different. However, that test does

not infoml us as to whether a rate that is less than two standard deviations lrom the first rate is

close 10 the first rale. As the loth Circuit Court decision noted, the two-standard-dcviations les',

allows Cor the existence of large differences between urban and rural rates.
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111erefore, OPA recommends that the Commission adopt instead a '"one standard

deviation" difference between the national average rate and the rate for any supported rum! nrc" .

- in order to determine whether a carrier is maintaining rates at a comparable level and therelore

eligible 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 ofthc national

average urban bill'ln addition, the Commission has previously adopted -- in its collocation

docket9
-- the one-standard-deviation test for determining whether two numbers whcre relatively

dose to each other.

2. Service Comparability

Service comparability requires carriers to make available to its rural customers the some

serviccs that are available to its urban consumers. There is substantial evidence that servie"

comparability doe~: not exist today. In urban areas, carriers arc upgrading nctworks so that

networks can prov;de video services. In mral areas of non-rural companies, those upgrades "re

not occurring. 10 Although the cun'ent USF support mechanisms were not designed to subsidize

broadband investment, the mral 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 on the average urban uCS2j.62. Oae
srandard deviation is $.5.45 which is 21 percent of$25.62. The average bill is the swn ofrhe average local rate or
S 15.62, the 3verage SiC of$5.74 and the average tax and fee amounts of54.26. See Reference Book of Rates, Pr-ice'
Indices, and Household Expenditures for Telephone Services, Industry Analysis & Technology Division, fCC,
2008, Tables 1.2 & l. 13.
'J In (he Matter of Local Exchange Carriers' Rates, Tenns and Conditions for Expanded Interconnection Through
Phy5ica] Collection for Special Access and Switched Transport, CC Docket No. 93-162, Second Report and Order,
rCC 97-208, released June 13, 1997, ~ 68.

10 Filed reply testimony of Dr. Robert Laube on behalf of the Maryland Office of the People's Counsel, In the
L\'1alter of Appropriate .Fonns of Regulating Telephone Companies, Maryland Public Service Couunission, Cnse Nll,
9\33, August 28, 2008; Testimony of Dr. Robert Luube on behalf of the Maine Office of the Public Advocale III [ll~

Joint ;\pplication for Approvals Related to Verizon's Transfer of Property and Customer Relations [0 Compnny to
be i\ilcrgcd w[th and inlo Fairpoint Communications, Inc. Maine Public Utilities Commission Docket No. 2U07-07
on October 2. 2007
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the large discrepancy between broadband deployment results within the tcrritOlies ofrural verst"

non-rural companies.

The goal ofproviding video services is reasonable because those types of services :IrC

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

llsed to build the model nctwork is the constraint that the network not block the provision of

video services. [n the current model network, the technical constraint is merely that the network

should not "imped,~ the provision of advanced services",Il where advanccd services were defined

. ,. . d 12
111 a \·cry tffilte way.

As a remedy for this shortfall in ntral investment, OPA recommends that the Commisoillil

adopt the following plan. First, the Commission should require that all non-rural carriers submit

an "investment plm]" both to the Commission and to the respective state commission within six

months following the release o[the order associated with this notice. The investment plan

should document how the carrier will make video services available to rural consumers within

six years following the release of the order. For each year, the plan should also contain interiul

goals by wire centeL Those interim goals must, at minimum, provide specific details as to holY

the carrier will increase the availability of its video service by 20 percent each year.

Second, OPA reconunends that the model support should be reduced in any year

following the year:in which a carrier does not reach its interim goal. For example, in year two,

the interim goal would be that video service is available to 20 percent of the customers. If tb"l

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

11 In the Marter of the Federal-State Joint Board, CC Docket No. 96-45, Report alld Order, FCC 97-157, rele'sed
May 8, 1997, (Universal Service Order), ~ 250.
"In the Malter of the Federat-State Joint Board on Universal Service, Fifth Report and Order, FCC 98-279,
r..::least..:d October 28, E198, (Platfonn Order), ~~ 67-70,
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The amount that support is diminished should be proportional to the carrier's fail me to meet its

goal.

Such a link between the provision of service and support would provide the ineenlive to

invest that is not part ofthe current support mechanism. Currently, carriers receive flmds based

on the relationship between model average cost and state average cost. Presently, a carrier enn

srill receive slipport even if it never upgrades the level of service it is willing to provide, and

even if it allows it~; service quality for basic local exchange service to deteriorate. Right 1I0W

there exists only an unfocused requirement that the state commission verify that the support

IllIlds are used for the purposes for which the support was intended. That general, non-spec:;J!c

requirement allows 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 earners

have met the interim and final service goals of the plan. However, in order to establish and

maintain comparable service in nITal areas, the service goals must be explicit and reasonable.

K RevIsed ARMIS

OPA rceorrrrnends that the Corrrrnission design and implement a system of revised

ARMIS reporis that will enable the Corrnnission and the states to monitor and maintain the nOll­

rmal fund. First, the 43-01 ARMIS report should be revised to include a row for high-cost

lmivcrsal support revenue, and another row for low-income revenue. Those rOws \\'ill enable the

agencies to monitor specifically the impact of universal service on carrier revenue and earnings.

If high-cost univer"al support revenue leads to a carrier earning excessive retums, that evenl will

serve as an indicator that its amount of support may be more than sufficient for the intended

plll'pOSCS - i.e., excessive. If excessive earnings associated with support payments are recorded
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regularly, then it would be the task of the Commission to determine how to reduce the SUppl1rl

payments.

Second, each carrier should be required to file a model-inputs report. This reporl would

cOlltain all of the ARMIS type data that is used in the model. The filing of this report would

allow the Commission staff to update these inputs each year as the model is re-run. The lotal

number of ARMIS type inputs is unknown, but at a minimum it includes expense and invesnncul

data. In addition, current-to-book investment ratios should be included because those mtio, are

used to calculate f0rward-looking expenses. 13

Third, each carrier should be required to file an infrastmcturc report that will enahle the

Commission and tile states to monitor (a) whether a carrier is meeting its broadband servicc

provision plans, and (b) whether its provision of services is comparable in urban and rural UNE

zones. The rows could measure, for example, the number of lines where a particular down load

speed is avai lablemd the columns would show the UNE zones.!<

}'. Monitoring Plan

The high-cost support mechanism recommended by OPA contains an incenti ve that liEks

supporl1evels to service availability. Therefore, it will be necessary to verify any snbmissions

made by carriers regarding that availability. OPA recommends that state commissions conelllet

ticld surveys of rural wire centers in order to verify the technical capabilities of TIlral wire-cemer

lines. Such a ticld survey would be based on a reasonable sample of the lines in eae!r supporter!

wire centcr. OPA further recommends that the federal USF should provide partial compensatiotl

13 rntlle Marter of the Federnl-State Joint Board on Universal Service, Tenth Report and Order, FCC 99·JO-'t.
released November 2, 1999, (Inputs Order), Appendix D.
J.+ [I is obvious that other ARMIS reports are necessary for the Commission and the states to pt;:rfonn their wwk.
For eX<lmplc, the failure to retain the ,U-03 report and the 43-04 report has made it very difficult for the Feder;ll­
Sute JOill! Board on S'~parations to evaluate the impact of any stakeholder-recommended t.:hanges to the Cllnent
mles.
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to the state commissions for the perfonnance ofthat work in a manner similar to the way i.n

which the federal government provides funds to state commissions so that they can perform gas-

pipeline safety wcrk.

Ill. nm QWEST PROPOSAL

OPA recommends that the Commission reject the Qwest proposal because it is simple

and self-serving. That proposal is too simple because it does not contain any incentives tlUll

would lead recipient carriers to maintain comparable rates and to extend comparable services in

fural areas. Qwest also fails to support its proposed I25-pcrcent benchmark. That is, it do,'s 110;

provide an argum<:nt to explain why thel25% benchmark is sufficient and should replace the

"two-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 rccommcncls

that the Commissi·:>n declare Qwest a "smaller carrier," thus making Qwest eligible for mldiLilll1al

funding, while rccommending that Commission declare AT&T and Verizon too big to receive

mldilional funding. ls Qwest suggests that the Conunission should adopt its recommcndation even

though AT&T and Verizon serve more nlral customers than Qwest, and even though AT&Ts

and Verizon's rural customers are no less entitled to comparable rates and services l]wn Qwest's

n:r31 customers. l6

15 The suggestion is a direct inverse of the ''too-big-to-fail'' standard that has been applied to the banking seclor
16 Usillg the FCC's wire-center data file and USAC's UNE zone data, AT&T served approximately 9.6 million IU[";',!

CUStomers, Verizon selved approximately 9.8 million rural customers, and Qwest served approximately 2.1 million
rural customers. BecalJse of data problems, the Qwest estimate is the sum of rural lines in 10 study arcas r1us ~()

percent of total lines iL Colorado, Idaho, Montana and Wyoming. 20 percent is very high estimate of the percL'nl oj'
lolalllnes thal me rural lines because for the" 10 Qwest study areas with complete data, run~llines represcntt'd Dilly
I 1 percent of tota] line5.
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A. Review of the Qwest Proposal

Under the Qwest plan, the benchmark for high-cost wire centers is reduced [rom the

standard of "the national average forward-looking cost plus two standard deviations" to the

standard of"125 percent ofthe national average urban rate." Second, Qwest would target the

support directly to wire centers that have costs above the benclunark. Hence, the Qwest plan

would eliminate the state-wide averaging process contained in the current model mechanism.

QWfst estimates that these changes would increase the size of the fund to approximately $1.1\

billion. However, if AT&T and Verizon do not receive sUppOrt, then the amount ofmoclel

mfchanism suppOJi will be limited to $402 miJljon. The Qwest proposal would increase til,

:unount of model ~upport received by Qwest from approximately $26 million in 2008 to S:WiJ

million. f\t the same time, AT&T would lose $114 million and Verizon would lose $21 mi Ilion.

Qwest justifics the need for more support by stressing the fact that the cunent level of

relatlvely comparable rural and urban rates is no longer sustainable. It provides evidence that

rural and urban ratos are relatively comparable across its fourteen-state service tenitory. It

shows that I) four states have state-wide average rates; 2) the urban rate is higher than the rural

rate in tive states; :;) in four states, the mral rate is slightly greater than the urban; and 4) In only

one state, Wyoming, is the rural rate substantially higher than the urban rate. Moreover, in cae!l

statc Qwest's rural cost of service is substantially higher than rural rate, while the mban relk is

greater tl18n the urban cost of service, showing that there is a substantial flow of sUppOI1 from

urban residential customer to rural residential customers.17 Thus, it is clear that rate

ll\mparability is dependent on an urban-to-rural subsidy.

\7 [t is important to unc"erstand, first, that even if the rural network cost is greater than the ruralloc~1! exchange role,

that fact does not impl~' that the nrral rdte is being subsidized. That is because the incremental cost of providing
busk excbange service -- even in a nrral area -- is small, onee the network that provides basic, toll, access. nnd dC-I.]

services h3S been built. However, total revenue from the combination of services is generally not high cnoH~h \0

14



Next Qwest argues that support from urban customers is no longer sustainable becallse it

cleims that competition in the urban areas has finally arrived in full force. That competitio!! --

gencrally one rival, the local cable company -- has created a situation where urban customers '\Te

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 in certain of Qwes!' s

urban market areas. While the loss of market sh.'1fe may be due to a failure of Qwest to [Jrllvicle a

vicleo service olTcJing in thosc markets, that loss ofmarket share certainly rcduces Qwcsl',

ability to sLlstain all urban-Io-rural implicit subsidy. In short, Qwest has made a reasonable

argument for changing the current mechanism, even though it has not made a reasonable

argulllent for adopting its plan.

fl. Problems With the Qwest Proposal

The major problem with the Qwest plan is that there is no link required between a

carner's receiving support and its maintaining comparable rates and providing comparable

services. Under it,; plan, Qwest could choose whether to use the additional S200 million lO

provic\e upgraded services "to its urban customers, or to increase its dividend payments. To <lvojd

such problems, OPA's proposal contains comparability standards for reasonable service rales "ntl

service orferings. The OPA plan would also monitor carrier profits in order to detemlinc if Ihe

enhanced support payments lead to excessive profits. When compared to the Qwest plan, thC'

review of standard:; and profits proposed by thc 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 tile

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

allow for lh~ r~(;overy Dfthe total network cost in rural areas. Thus, it is the nIral network thuL receives tbe sub~;dy:

nN basic exchange senice. It is also important to noLe that urban residential customers help La provide the run!
subsidy. -TIle subsidy-l]ow from lhe mban residential customers has generally been ignored because 1he ~laJ1(hlfd

myth has been that the subsidy flows only from toll, access and business customers.
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Second, the Qwest plan does not recognize, or account for, revenue from other senlCeS

that use thc network. These other revenue streams should also support the nenvork and help fill

Ihe gap between blsic service revenue and the network cost. The OPA proposal recoguizcs

those Icvenue streams by providing modest support for wire centers in sihlations where the

model cost is only IS 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 ,"crage

cnst. In othcr words, becausc of its multi-support levels, the OPA recommendation provides

sufficient support ':0 all wire centers. On the other hand, the Qwest plan would provide excessive

support (0 those wire centers whcrc the model cost is greater than 115 percent of the benchmark

but less than 200 percent ofthe benchmark.

IV. THE EMBARQ PROPOSAL

01'A believes that the Embarq proposal contains several worthy components -- such ~, 11

requirement to improve rural service offerings and to maintain the urban/rural rate complwabihl).

Howcver, its standard for service comparability, 1.54 Mbps downstream, is backward looking.

Any carrier that uses industry standards for determining customer serving areas (CSAs). and I'or

the provision of DSL service, should be able to meet a standard of providing 1.54 Mbps

downstrcam to at kast 85 percent of its customers with only minor changes to its currenl

equipment and fac'ilities18 Thus, there is little need to provide additional support funding to

meet sLlch a low standard of achievement. The fact that some carriers cannot meet that st'Uldard

relleets on their failure to invest rather then a need for more support. For example, trom 199910

2007, AT&T's nct investment in its wire line carriers decreased by 9.6 percent annually.

IS ADSL service can piOvide 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 2007-67, tiled on August 22, 2007.
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Vorimn's net investment decreased by 7.5 percent annual!y and Qwest's net investment

decreased by 5.6 percent annuallyI9 Even more troubling is the fact that that several of the

caniers that have received model support are among the carriers with the highest decreases in net

investment. For example, for Verizon West Virginia, net investment decreased by 16.7 pcrcenl

C111l1L1nlly from 1999 to 2007, and for Qwest Wyoming, net investment decreased by 12.5 jJercell!

annually over the ~;ame time period.

A. Review of the Embarq Proposal

The Embarq proposal provides support to the study areas currently served by price-cC1f

ILEes. As such, ii. shifts many Embarq study areas out of the embedded high-coslloop

mechanism (HCL) and into the proposed broadband and carrier-of-last-resorl (BCS) mcehamsm.

lt would also shift a number of Citizens Frontier study areas out of the HCL mechanism and irto

the I1CS mechanism. A few rate-of-return study areas, such as Anchoragc and SurewesL would

revert to the HCL mechanism. Second, it eliminates state-wide averaging from the mechallisll1.

Instead, 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

esrablished when a particular amount of support dollars has been allocated among wire centers.

The total fund size is set at $1 billion. That anlOunt is the sum ofthe current model alld HCI"

funding received by ILEC price-cap caITiers, plus funding that will no longer be received by

CLEes. Hence, th0 Embarq proposal would transfer a substantial amount of support from

CLEes to I1ECs. Embarq considers this transfer reasonable because it asserts that the fund

sh,)uld focus on supporting the carrier-of-last-of-resort, which in most cases is the ILEC.

f'urthcrmorc, because that transfer keeps the size of the fund constant, the new mechanism \Vouid

not increase the btu:den of paying for universal service,

19 Source oftbese estimrltes 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 o[lhe

di fference 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 suppan \t'

equal Sl billion. After the initial support level is determined, it would remain in place for live

years, without concern about the number of lines served.

finally, the Embarq proposal includes two requirements that Embarq claims 1V0uid

ensure that its proposal would fulfill the Court's mandate that the mechanism provide sullicicI11

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. If the carrier's rate was below the lower end ofthc range, the carrier would fork;t

support equal to the difference between its rate and the lowest benchmark rate. Ifits local ""te

was above the high end of the range, the carrier would not be eligible for support. Second, each

carrier would have to pledge that within 5 years 85% of its customers in supported wire centc"s

would be served b:/ facilities that have the capacity to provide downstream data service 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

biickward looking and will not meet the requirement that mral conSlUners should be able to

oblain services comparable to the services available to urban consumers. The 1.5lvlbps ,tandem!

call be met by any carrier that is currently providing DSL service. In nreas served by digital lou:)

carriers (OLC) connected to wire centers by fiber cable, the 1.5Mbps standard can be achieved

by a minor upgrade to the DLC and related ceniral office equipment. Moreover, can'iers arc I1C)W

providing urban consumers with either fiber-to- the-home or flber-to-the-node facilities that
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provide significantly more bandwidth than 1.5Mbps and will allow consumers (0 purchases 011)"

number oI' 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 rurcl

consumers will still be in an underserved backwater, even if the carriers achieve Embarq's

'limited broadb,md goals. Any effort to improve the universal service progranl should involve

more than simply providing consumers with out-of-dale services. As the Court noted, the

universal service mechanism should be designed to enhance tmiversal service. To that end. 01'-·\

recommends that the broadband reqnirement should include the ability to receive h..igh-spccd

video services. Specifically, such a requirement would include the ability to receive IPTV

signals.

Second, the Embarq proposal does not address the Court's concern regarding Ihc

suHiciency ofthe 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 10 meel

any broadband requirement that is more advanced Ihan I.5Mps (see the Embraq whilcpaper,

page 33). In addition, the Embarq proposal does not compare the fund size to a requiremcnr thai

the fund be designed to' preserve comparable rates. To perfOlm that task, fimd 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 fimds for Embarq. Currently, only a tllree 01'23 Embarq study areas with

c1pproximately [om percent ofEmbarq's lines arc high-cost areas, as defined by !-leL
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mccl18nism. Yet, Embarq receives approximately $14 million in RCL support.>o Under

Embarq's proposal, Embarq would receive approximately $101 million.

V. COSTQUEST COMMENTS

The CostQuest comments contain a mix of recommended forward-looking model

improvements, together with an incantation of various ancient policy orthodoxies. Those

Clrthodoxies -- such as "cost models are objective" and "policy models arc subjectivc" --should

be ignored because it is well known that every cost model rests on a set of subjective policy

decisions, anel every policy model contains many objective functional relationships. Likc\VlSc.

rale-of-retllm regulation contains positive incentives to invest. Rate-of-retmI1 regulated en"iers

have a vastly superior record in providing broadband service in rural areas, comparcd to pricc"

cap regulated carriers. Also, evcn though price-cap regulation provides carriers with thc

II1ccntive to reduce waste and eliminate gold-plating, those same incentives can also lead to "

degradation of ser/ice and a failure to invest.

On the other hand OPA agrees with CostQuest's recommendation that the SYlltllcsis

ivlode! should be updated. While the need to upgrade is very important, OPA wishcs to warn tbe,

Commission that the process of upgrading the model should be conducted by the Cornm.ission

Stall That is, with its expertise, the Staff should evaluate the alternative models, seek input

fi-om othcr parties, and stitch together a new Synthesis Model. The new model COllld incorporate

pmts of other mod"ls in the way the current Synthesis Model incorporates part of the HAT model.

Or the Staff conld develop parts of the model internally. 1t should be remembered thar tlr~ Sutl

'0 Source NECA file US2008LC08.xls, http://www.fcc.gQv/wcbliatdlneca.htmI
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initiated the use of spanning trees prior to the use of that algorithm by any other carriers Or by

consult£.lnts working for carriers.

To facilitate a comparison of existing models, OPA agrees with Costquest that a conunon

set of inputs should be created. Those inputs should be used to generate outputs by the current

Synthesis 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 tu

run the models for the purposes ofparticipating in this proceeding. With this in!C)rmalioll "lid

the right to nm the alternative models, all parties would have the ability to provide the

(c'I11Ulissio" with useful comments regarding the best and worst aspects of each model. OT'!\

acknowledges thal comparing the existing models and creating a new Synthesis model me "

time-consuming y~t worthy undertakings. Nevertheless, the fact that those tasks will take some

time should not prevent the Commission from re-running the existed model with updated inputs.

therefore, OPA mges the Commission to update the inputs and to re-run the model. In ils

discussion (below:, oflhe other Costqoest model recommendations, OPA will point out hO\l it is

possible to update the model inputs.

A. Te<:hnology

Costquest notes that the technology tmderlying the Synthesis model is now out of dale

because the technological basis of the model was fonned arolmd the constraint that the mode]

sllOuld not block advanced services and implemented by using a loop design that didn't rely Oil

load coils. didn't ontain bridge taps, and limited the maximum copper loop to 18,000 reel. To

replace that teclmologicnl foundation, Costquest suggests that the model adopt at a minimum, "

Fiber-to-the-Node (rTTN) approach and compare wireline to \\~re1ess solutions. OPA agrees

that there is a need to change the technological foundation of the model. We stress that the nell'
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constraint should he 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 U'mlt;1

becanse the model is being used to provide support. The use of alternative templates may bin,

Ihc outcome, For example, if one carrier uses Fiber-to-the-Home (FTTI-I) loop architcct\!,.o and

another uses a FTTN loop architeclure, then the first carrier would appear to have higher cosl

than the second carrier and therefore, obtain more supp011.

In addition, given the huge increase in Special Access lines and because of the economlCS

of scope associated with the provision of Special Access and Switched Access, it is necc",,"y lU

review and improve the Synthesis model's assumptions concerning the conslluction of Speci:11

Access lines, In the cmTent Synthesis model, Special Access lines are either DS-I or DS-] lille"

and ill the distribution p011ion of the model, these lines are provided over copper. Obviouslv,

there is a need to incorporate a greater valiety of Special Access offerings into the model. 1V1,e,.e

"ppropriate, fiber cable rather than copper cable should be used in the distribution portion of the

model.

Finally, given the fact that many ofthe inputs required to constmct a wireless nelWlnk

have never been placed in public domain and reviewed in a proceeding, OPA is reluctant 10

suppOl1 the use of ··:he wireless altemative at this time, If the Commission were to organize and

release the data it receives LUlder its wireless ETC mles, OPA and other parties might gain a

minimum level of understanding oh,ireless cost, and perhaps would then be able to support lile

lise oftilc wireless altemative,

B. Minimum Spanning Road Tree

OPA agree:, with Costquest that a minimum spanning road tree should be used to

determine the routing of the wireline distribution, feeder and transport networks, That algoritillil
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will generatc a least-cost network that is possible to constmct. In the current Synthesis model,

the minimum spanning tree would generate a least-cost network, but it might not be ablc ro

construct such a model because of natural and man-madc obstacles. Moreover, the road tree

would recognize the variance in costs associated with the different road topologies that exist ill

the United States.

C. Modeling Inputs

OPA does not agree with Costquest's position that modeling inputs should 8CCOUl\l Ill!" all

of the lmique attributes of the service area. Such an assumption would require the model to

adopt too many of the embedded cost estimates that carriers enter into their proprietary models.

Instead, the model should reflect the least-cost method ofproviding service given any attribulcs

that arc beyond the control of the individual carrier. That is, if weather causes diffcrences in

acrial cable expenses, then weather-adjusted estimates of the aerial cable expense factor e'1I1 be

used. Howevcr, in the past, the Commission staff had a very difficult time attempting to cstll1wtc

such adjustments. Due to that difficulty, the Synthesis model contains many national average

inputs. OPA recommends that the Commission retain those national averages for the purpose' of

Ie-running the model in the immediate future. Also, OPA recommends that, as patt of a longer

term investigation, the Commission investigate ways to determine the least-cost estimate of th"5,'

expenses.

D. Linc Counts and Customcr Locations

fhe Commission cUlTently receives qllatierly switched access lines counts. Those Ii "e

cDunh arc uscd to determine support and can be used as inputs to the model. 21 With regard to

special access, total carrier voice-grade equivalent lines COlUlts (as reported in the ARMIS

reports) arc assigned to wire centers on the basis ofa 1998 data request.

21 It is our understanding that December 20002 line counts were used the last time the model ",las run.
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