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Reply Comments of TCA  

I. Introduction  

TCA, along with more than 150 other parties, filed comments with the Federal 

Communications Commission (FCC or the Commission) on April 18 in response to Notice of 

Proposed Rulemaking and Further Notice of Proposed Rulemaking (NPRM) addressing the issues 

in the dockets referenced above.1  Many parties expressed concerns regarding several of the FCC’s 

proposed reforms and recommended that the FCC adopt alternative measures to achieve its goal of 

                                                 

1 Connect America Fund, WC Docket No. 10-90, A National Broadband Plan for Our Future, GN Docket No. 09-51, 
Establishing Just and Reasonable Rates for Local Exchange Carriers, WC Docket No. 07-135, High-Cost Universal 
Service Support, WC Docket No. 05-337, Developing an Unified Intercarrier Compensation Regime, CC Docket No. 
01-92, Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Lifeline and Link-Up, WC Docket No. 
03-109, Notice of Proposed Rulemaking and Further Notice of Proposed Rulemaking, FCC 11-13 (rel. Feb. 9, 2011) 
(NPRM). 
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ubiquitous broadband service.  Specifically, the FCC should: 1) adopt the RLEC Plan as proposed 

in the comments of the Rural Associations;2 2) work with state commissions to achieve 

Intercarrier Compensation (ICC) and Universal Service Fund (USF) reform; and 3) abandon 

reverse auctions as a distribution method for Connect America Fund (CAF) support. 

TCA is a national consulting firm that performs financial, regulatory and marketing services 

for over one-hundred rural local exchange carriers (RLECs) and their affiliates.  The vast majority 

of TCA clients are subject to rate of return (RoR) regulation in the interstate jurisdiction and 

successfully offer traditional voice and broadband services under this regulatory regime.  Because 

of their sparsely-populated, high-cost service areas, TCA clients are heavily dependent upon 

federal and state high-cost support and access revenues. 

 

II. The FCC should adopt the RLEC Plan for USF reform 

TCA strongly supports the RLEC Plan presented in initial comments by the Rural 

Associations as it will successfully achieve the FCC’s stated goals for reform to: 1) modernize 

USF and ICC for broadband; 2) achieve fiscal responsibility, 3) ensure accountability; and 4) 

implement market-driven policies.3  The RLEC Plan will utilize simple, straightforward and 

gradual reforms while avoiding the pitfalls and unintended consequences that will arise from the 

draconian measures proposed in the NPRM.   

                                                 

2 Comments of the National Exchange Carrier Association, Inc.; National Telecommunications Cooperative 
Association; Organization for the Promotion and Advancement of Small Telecommunications companies; and 
Western Telecommunications Alliance with 32 concurring state and regional associations. (Rural Associations). 

3 NPRM at para. 10. 
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The record is replete with examples showing that the USF reforms proposed in the NPRM 

will harm RLECs and cause them to default on existing loans.4  RLECs borrowed these dollars to 

make investments to bring broadband to their customers with the reasonable expectation of 

continued federal support under the RoR regime which provides an opportunity to earn a 

reasonable return and repay loans.5  More importantly, it is the rural consumers who will be forced 

to pay the price for insufficient support mechanisms, causing local rates to skyrocket to 

unaffordable levels and/or for quality of service to decline to unacceptable levels as companies are 

forced to find ways to compensate for vast revenue reductions.  The State Members of the Joint 

Board showed that reducing intrastate access, eliminating corporate operations expense and 

reducing HCLS percentages would require RLECs to increase local rates by at least $20 in 32 

states and $50 in 15 states.6 

The structure of the RLEC Plan generally avoids these problems by ensuring RLECs have 

sufficient support to maintain voice services and expand broadband service offerings, while 

incenting prudent and efficient operations and investment practices.  It accomplishes this in the 

near term by: 

1. Utilizing an operations expense cap formula for Interstate Common Line Support 

(ICLS) and Local Switching Support (LSS) similar to the current algorithm used for 

                                                 

4 Warinner, Gesinger & Associates at p. 14-19; John Staurulakis, Inc. at p. 6-8. 

5 Utah Public Service Commission and Utah Division of Public Utilities at p. 2 (Utah PSC) state, “Infrastructure 
investments are not generally made from cash on hand, but in reliance on financing. The repayment timelines for 
financed projects supported under existing Commission rules extends in many cases far beyond the transition period 
the Commission identifies. Thus, loans relying on federal payments will burden companies long after the Commission 
ceases those payments.” 

6 State Members of the Federal State Board on Universal Service at p. 117 (State Members of the Joint Board). 
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High Cost Loop Support (HCLS), rather than eliminating operations expenses as 

proposed in the NPRM.7 

2. Limiting recovery on capital expenditures rather than reducing HCLS recovery 

percentages for all LECs to address the FCC’s stated concern that the current rules 

for HCLS calculations create a “race to the top” where LECs may have incentives to 

invest more than is prudent to increase their support dollars. 

TCA reiterates its support for these reforms, which it also proposed in initial comments.8  In the 

long term the RLEC Plan calls for a mechanism within the CAF for RLECs utilizing a modified 

RoR regime, to directly support deployment of broadband infrastructure.9  This long term CAF 

support would be phased in as customers migrate from voice to broadband services, ensuring a 

natural, gradual transition with no flash cuts.  Due to these provisions, the majority of RLECs that 

would likely experience a default on existing loan obligations within five years under the NPRM 

proposals would, under the RLEC Plan, likely maintain sufficient free cash flow and times interest 

earned ratio (TIER) levels to remain in good standing with the Rural Utility Service (RUS) or 

other lending institutions.10  These companies would also likely retain sufficient incentives to 

continue prudent investments in their service areas, ensuring that rural consumers have access to 

modern broadband networks at speeds comparable to those enjoyed in urban areas. 

 

                                                 

7 NPRM at para. 194. 

8 TCA at pp. 4- 7. 

9 Rural Associations at p. 27. 

10 Based on a survey of 37 TCA Clients that responded the NECA data requests.  
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III. The FCC should work with State Commissions to address ICC and USF 

reform 

Many commenters encouraged the FCC to work with state commissions to implement ICC 

reform.11  TCA strongly supports the concept that federal and state funds should share the funding 

responsibility for universal service.12  This includes a shared responsibility for removing implicit 

subsidies from access rates and creating a uniform, cost-based termination rate for rural LECs.  

Accordingly, the Commission should enact ICC reform policies that would reward states that have 

already taken steps to unify access rates and incent states to take action if they have not already 

done so.13  The Rural Carriers Supporting State Universal Service Funds (Rural Carriers) 

recommend that the FCC “[p]rovide positive guidance to states to address intrastate access rates, 

and more specifically provide positive federal funding incentives to states that have undertaken 

state universal service fund programs [or will implement funds] in the future as the Commission 

evolves federal universal service funding to support broadband services.”14  TCA supports this or 

other similar approaches to federal and state sharing of the costs of universal broadband.15  

 

                                                 

11 State Members of the Joint Board at p. 143-145; National Associations of State Utility Consumer Advocates at p. 
94 (NASUCA); National Association of Regulatory Utility Commissioners p. 9-11; Rural Carriers Supporting State 
Universal Service Funds at p. 3 (Rural Carriers). 

12 Utah PSC at p. 2; Rural Carriers at p. 3; State Members of the Joint Board at. p. 60. 

13 State Members of the Joint Board at. p. 60. Provides an example of how the FCC could incent states to create funds 
by reducing federal support in states that have not taken steps to support broadband deployment. 

14 Rural Carriers at p. 3. 

15 The Nebraska Rural Independent Companies at pp. 34-35 Provides alternative approaches to achieving state 
cooperation that the Commission could consider. 
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IV. The FCC should abandon the proposal to utilize reverse auctions to 

distribute CAF support 

Many commenters voiced concern over the FCC’s proposal to utilize reverse auctions to 

distribute CAF funding.16  Notably, the State Members of the Federal State Joint Board on 

Universal Service (State Joint Board Members) “do not support proceeding further with universal 

service auctions.”17  TCA agrees with the State Joint Board Members argument that reverse 

auctions are unlikely to achieve a level playing field due to the disparate sizes and technologies of 

potential bidders.18  Further, auctions, as proposed in the NPRM, are likely to lead to a decline in 

service quality as “an ILEC has no financial incentive to add capital to its outside plant.”19  

Additionally, reverse auctions are untested in the context of distributing support and would create 

uncertainty in the industry.20  Further, the irreversible damage associated with diverting funding 

away from existing networks would be devastating to rural communities.21  TCA reiterates its 

position that reverse auctions will create a “race to the bottom” in which RLECs will be at a 

disadvantage and will relegate Americans living in high-cost areas to inferior broadband service, 

                                                 

16 Rural Associations at pp. 75-78; NASUCA at pp. 57-59; the Rural Cellular Association at p. 18; United States 
Cellular Corporation at p. 30; Texas Statewide Telephone Cooperative, Inc. at pp. 11-13; Rural Independent 
Competitive Alliance at p. 9; National Tribal Telecommunications Association at pp. 8-9; Small Company Committee 
of the Louisiana Telecommunications Association at pp. 7-10. 

17 State Members of the Joint Board at p. 78. 

18 Id at p. 82. 

19 Id at p. 91. 

20 Rural Associations at p. 76. 

21 Independent Telephone and Telecommunications Alliance at p. 16. 
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contrary to the 1996 Telecommunications Act.22  Therefore TCA strongly urges the Commission 

to abandon its proposal to utilize reverse auctions to distribute CAF support. 

 

V. Conclusion 

TCA continues to support the Commission’s goal for universal broadband and encourages 

the Commission to adopt policies that will achieve its goals utilizing the best and most efficient 

methods and policies.  The Commission will achieve success by adopting the RLEC plan for rural 

RoR companies, cooperating with states to achieve ICC and USF reform and abandoning reverse 

auctions as a distribution method for CAF funding. 

 

 

      [electronically filed]  

      TCA, Inc. 
      526 Chapel Hills Drive, Suite 100 
      Colorado Springs, CO  80920 

     (719) 266-4334  
May 23, 2011 

                                                 

22 47 U.S.C. 254(b)(3) which requires that all consumers in rural, insular, and high cost areas, should have access to 
advanced telecommunications and information services, that are reasonably comparable to those services provided in 
urban areas. 


