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Silver Star Telephone Company, Inc. (Silver Star), by its attorneys and pursuant to
Section 1.115 of the Commission's rules, submits this Application for Review of the Wireline
Competition Bureau's (WCB) Regression Order! adopting a quantile regression model for
establishing limits or "benchmarks" for high cost loop support. In the Report and Order and
Further Notice of Proposed Rulemaking, FCC 11-161, released November 18, 2011 (USF/ICC
Order),” the Commission directed the WCB to implement a methodology for "setting the
benchmark levels to estimate appropriate levels of capital expenses and operating expenses for

n3

each incumbent rate-of-return study area, using publicly available data" based on the framework

adopted by the Commission. The Commission found that the framework will "create structural

' In the Matter of Connect America Fund; High-Cost Universal Service Support, Order, WC
Dockets No. 10-90 and 05-337, DA 12-646, released April 25, 2012.

2 Connect America Fund; A National Broadband Plan for Our Future; Establishing Just and
Reasonable Rates for Local Exchange Carriers;, High-Cost Universal Service Support;
Developing a Unified Intercarrier Compensation Regime, Federal-State Joint Board on
Universal Service; Lifeline and Link Up,; Universal Service Reform — Mobility Fund, Report and
Order and Further Notice of Proposed Rulemaking, WC Dockets No. 10-90, 07-135, 05-337, 03-
109; CC Dockets No. 01-92, 96-45; GN Docket No. 09-51; WT Docket No. 10-208, released
November 18, 2011.
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incentives for rate-of-return companies to operate more efficiently and make prudent
expenditures."*

Silver Star is a small incumbent local exchange carrier operating in rural areas of
Wyoming and Idaho.” It serves 6,493 customer lines in approximately 2,860 square miles, or
approximately 2.3 customers per square mile. Silver Star's service territory is geographically
isolated by two mountain ranges, Bridger Teton and Caribou, and US forest service land. Most
of the terrain of Silver Star's service territory is very rocky and, because of city, county, and
federal regulations, Silver Star is required to install buried facilities for a large part of its service
territory. Silver Star is the only carrier providing voice service throughout its service territory.
Although wireless service is available in Silver Star’s service territory, due to the extreme
terrain, it is limited and sporadic. In addition, Silver Star provides necessary transport services to

and from the service area for all wireless carriers operating in this area, except one,

Silver Star has 4,753 broadband customers, which represents a broadband penetration
rate of 73 percent. Of these customers, 4516 have access to broadband speeds of less than
4M/IM. Accordingly, Silver Star is in the process of deploying additional high speed broadband
service and upgrading existing broadband facilities over the next few years. Substantial

investment will be required to upgrade the broadband speed of these customers.

Silver Star was awarded $5,043,298 in BTOP grants to complete two key portions of its
broadband network: The Expanding Greater Yellowstone Area Broadband Opportunities project
will close an 89-mile gap in Silver Star's existing Wyoming fiber network between the

continental divide at Togwotee Pass and Jackson, bringing comprehensive broadband services to
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* Silver Star operates in Wyoming and Idaho in two study areas. For purposes of this

Application for Review, the impact of the regression model on Silver Star reflects the impact on

both study areas combined.



11 counties in the western part of the state; and The Delivering Opportunities: Investing in Rural
Wyoming Broadband project will close a 38-mile network gap in northwest Wyoming over the
Teton Pass to southeast Idaho, bringing broadband to five additional counties. Pursuant to the
terms of the BTOP program, Silver Star is responsible for the remaining cost of this program,
totaling $2.4 million, as well as the operational and maintenance cost of the facilities. These
funds must be generated from Silver Star’s general fund, which includes federal revenue streams,
including intercarrier compensation and universal service. As of the end of 2011, 80% of this
project was completed. Silver Star also has outstanding loans with RUS and RTFC totaling

approximately $8 million.

In the comments and reply comments submitted on the model, the parties identified a
number of issues and problems with the Commission's proposed model, inputs and data. In the
Regression Order, the WCB adopts certain changes to the model to resolve some of the
identified issues. However, the WCB failed to consider evidence concerning flaws in the model,
failed to correct inaccurate data for Silver Star and other carriers, and adopted inaccurate and
non-plausible methodologies. As a result, the regression model adopted by the WCB has a
greater negative impact on Silver Star than the model proposed by the Commission; it does not
accurately reflect Silver Star's circumstance; and it does not reflect reality.

As shown herein, Silver Star will be directly and substantially affected by the
Commission’s benchmarking methodology and the model adopted by the WCB. Accordingly,
and as demonstrated below, Silver Star asks the Commission to review the WCB's Regression
Order, revise it as shown herein, and stay implementation of a regression model until the
demonstrated flaws can be resolved.

I The Model is Fatally Flawed Because it Relies on Inaccurate Data




In the USF/ICC Order, the Commission directed the WCB to compare companies' costs
to those of similarly situated companies. The Commission also directed the WCB to consider
certain variables in determining companies that are similarly situated, including geographic
measures such as land area.® The Commission relied on TeleAtlas data to determine study area
boundaries for rural rate-of-return carriers.

Although a number of parties provided evidence that the TeleAtlas data is inaccurate for
many companies and, in some cases, significantly so,’ the WCB refused to modify the study area
boundaries before implenienting the regression methodology. Based on its review of the model
and inputs used by the WCB, Silver Star has found that the geographic data for Silver Star also is
wildly inaccurate such that it paints an entirely false picture of Silver Star, its facilities, its cost
structure, and its service territory. For example, the WCB data fails to include two of Silver
Star's exchanges and excludes fully 15 percent of Silver Star's service area. In addition, the data
used by the WCB shows a large portion of Silver Star's service area as undeveloped, with little or
no telecommunications facilities, when it contains over 100 residential and commercial
subdivisions that have been entirely built out by Silver Star. These errors are then compounded
through the model formulas and assumptions. For example, the model assumes that buried plant
largely follows roadways and further assumes certain facility costs based on road crossings and

intersections. By excluding two exchanges, 15 percent of Silver Star's service area and over 100

8 USF/ICC Order at § 217.

7 Penasco Valley Telephone Cooperative, Inc. demonstrated that the Commission showed its
service area to be 2,331 square miles and its actual service area is 4,651 square miles.
(Comments of Penasco Valley Telephone Cooperative, Inc., WC Docket 10-90, et al., filed
January 18, 2012, at 2.) The National Exchange Carrier Association demonstrated that there are
errors in the geographical mapping data used by the Commission in more than 90 percent of
study areas and that an analysis of 357 study areas in the TeleAtlas Database showed that over
22 percent of the study area boundaries are not accurate within 20 percent. (Comments of
NECA, et al, WC Docket 10-90, et al., filed January 18, 2012, at App. D, 2-7.)

4



residential subdivisions, the road miles, intersections and road crossing assumptions and the
related cost assumptions in the model also are entirely wrong.

The WCB's attempt to justify its refusal to correct the inaccurate geographic data used in
the model on the basis that it is the only available data and there is Commission precedent for its
use fails in this case. According to the WCB, the TeleAtlas data was used in the Commission's
hybrid cost proxy model and to create maps showing certain high cost support areas and areas
with competitive carriers in response to requests for the U.S. House of Representatives.® The
maps provided to Congress, however, were of illustrative value and did not result in direct
impacts to carriers. Further, the Commission's hybrid cost proxy model is not applied to rural
rate-of return carriers, in part because of the Commission's finding that imprecision in the model
would have a greater impact on such small carriers.” Accordingly, the fact that the Commission
has used the TeleAtlas data in these contexts does not justify its use in this case, where it is an
important variable in a model that skews the results of the model for Silver Star and, most likely,
other carriers, and that will have real, and significant, financial impacts on Silver Star and other
small, rural carriers.

The WCB's provision of a streamlined, expedited waiver process for carriers affected by
the benchmarks to correct errors in their study area boundaries also does not save the flawed
model. The boundary data is an important variable in a model that seeks to compare similarly

situated companies. There can be no confidence that the model results are accurate or that

similarly situated companies have, in fact, been compared to each other, if the geographic data

for all companies is not accurate. It is quite possible that if the correct data was used for all

8 Order at 25 and fn. 73.
® In the Matter of Federal-State Joint Board on Universal Service, 12 FCC Red 8776, 8934, 9291
(1997).



companies, there could be differences in the companies that exceed the 90th percentile, such that
Silver Star would have no need for the WCB's expedited waiver.

Further, the WCB acknowledges that the data should be and can be corrected and, in fact,
the WCB sets forth a process to correct the data prior to 2014. The WCB provides no
explanation as to why implementation of the model cannot be delayed until accurate data is
available for all companies, except to say that the Commission anticipated that the high cost loop
support benchmarks would be implemented for support calculations beginning July 2012.'°
This, however, is an unreasonable and improper justification for relying on faulty data. On the
other hand, there will be little or no negative impact to the Commission's goals caused by delay.
On the contrary, Silver Star and other rural rate-of-return carriers cannot rely on the accuracy of
the model results when faulty data is used. Therefore, the use of an inaccurate model is contrary
to the Commission's stated goal of applying regression analysis in the first place, namely, to
provide incentives to carriers to reduce excessive investment and spending.

Rather than implement a faulty model and waste the time and money of carriers and the
Commission with possibly unnecessary waivers, the WCB should correct the geographic data for
all carriers before adopting a regression model. Accordingly, implementation of the model
should be delayed until accurate geographic data is obtained for all carriers.

II. Flaws in the Model Must be Corrected

The WCB model lacks transparency, it is not plausible, and it does not reflect reality.
Therefore, the model should not be adopted. When considering the adoption of the hybrid cost
proxy model, the Commission established a number of parameters for consideration of a model,

including all underlying data should be verifiable and outputs plausible and the model must

19 Regression Order at 128.



include the capability to examine and modify the critical assumptions.'" Further, a model must
reflect reality.12

Based on Silver Star's analysis of the model, none of these criteria are met. A number of
examples of the model's counter-intuitive results are identified as follows. The model assumes
that when the cost of burying plant exceeds a certain level, an "efficient” carrier must use aerial
plant. Accordingly, the model penalizes carriers, like Silver Star, that bury plant in this
circumstance. However, much of Silver Star's facilities are along the scenic byways of the
Bridger-Teton and Caribou national forest land and the cities, counties and federal government,
by regulation, prohibit Silver Star from placing aerial plant in these areas. These severe
regulations also require Silver Star to bury any existing aerial plant it may have.

Although the model assumes aerial plant should be install in certain circumstances and
acknowledges that aerial plant is more expensive to maintain than buried plant, the model applies
a negative factor to operations expense for aerial plant, which reduces the reimbursement for this
expense. Applying a negative factor here is contrary to reality.

The model assumes that buried plant largely follows roadways. However, by relying on
inaccurate data, which does not accurately show fully 15 percent of Silver Star's service territory,
many miles of buried plant is excluded from the model for Silver Star. Further, because the
number of intersections and road crossings also are considered in the model and are based on the
number of road miles, this error is compounded in the model results for Silver Star.

The model considers the number of frost-free days experienced by a company has a
factor in the cost of installing and maintaining plant. However, the model rewards carriers with

more frost-free days by applying a positive factor in this circumstance, which punishes carriers,

" In the Matter of Federal-State Joint Board on Universal Service, 12 FCC Rcd 8776, 8913,
1250 (1997).
2 American Iron & Steel Inst. v. EPA, 115 F.3d 979, 1005 (D.C. Cir. 1997).
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like Silver Star, with more frost days. This does not reflect reality for Silver Star because it must
undergo a finite amount of construction in a shorter period of time, often incurring greater costs
as a result of overtime and engaging a greater number of construction crew.

Silver Star is continuing to review the model to evaluate whether it reflects reality. As
Silver Star finds more errors, like those identified above, it will supplement this Application.

The Commission has acknowledged that an imprecise model applied to rural rate-of-
return carriers could have a serious, harmful effect.'®> As shown in Issues I and II, to say that the
WCB's model is imprecise is a gross understatement. Accordingly, more work and analysis
needs to be done before a regression model can be adopted and applied to Silver Star.

III. The WCB's Model Will Not Achieve the Commission's Stated Objectives and Will
Seriously Harm Silver Star and Its Customers

Commenters on the regression model demonstrated that by applying the regression model
year after year, the model will create a "race to the bottom" in terms of carriers' ability and
incentive to invest in modern, broadband capable networks'* and that the consecutive application
of the model across time reduces high cost loop receipts to near zero."> As a result, the model is
contrary to the Commission's stated goal of promoting the advancement of broadband networks.

Silver Star's initial run of the WCB model confirms these arguments, whereby the
consecutive application of the model across time reduces Silver Star's high cost loop receipts to
near zero.'® The regression model shows a loss in universal service support for Silver Star of

approximately $2 million in 2012; $1.7 million in 2013; $1.9 million in 2014; and $1.8 million in

13 1d. at 8934, 9 291.

1 See, Comments of the Blooston Rural Broadband Carriers, WC Docket 10-90, et al., filed
January 18, 2012 (Blooston Rural Broadband Carriers Comments).

" Id., at Declaration and Report of Dr. Janice A. Hauge (Attachment B), at 5.

'* The changing nature of the model makes it difficult to determine with certainty the effects of
the caps over time. However, in an effort to assess the potential effect of the caps in future years,
Silver Star assumed the coefficients of the quantile regression model do not change.
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2015. Even with the phase in for 2012 and 2013 adopted by the WCB, the projected loss of
support for Silver Star in 2012 is $360,000 and $841,000 in 2013. The per customer impact of
the "phased in" 2012 regression model impact is over $55 per customer. The per customer
impact of the "phased in" 2013 regression model impact is almost $130.

The projected impact appears to be driven in large part by investment in broadband
facilities already made by the company. Accordingly, there seems to be little that the company
can do to modify the impact of the model. Annual impacts at this level threaten the viability of
Silver Star and, thereby threaten the ability of Silver Star's customers to continue to obtain not
only broadband service, but also basic voice service. Silver Star's ability to repay its RUS and
RTFC loans and to maintain and operate the facilities installed through the BTOP program also
is threatened.

Rather than support the Commission's goals of creating incentives for rate-of-return
companies to operate more efficiently and make prudent expenditures and promoting the
advancement of broadband capable networks, the WCB's model will have the opposite effect.
As discussed, the changing nature of the model makes it difficult to determine with certainty the
effects of the caps over time. The errors in the model fail to reflect reality. And, the WCB's
assumption that carriers can undo facilities already placed is flatly wrong. Taken together, these
aspects of the model create a paralyzing uncertainty for carriers, like Silver Star, and will cause
carriers (or force carriers) to hold back from additional broadband investments. Accordingly, the
WCB model does not advance the stated goals of the Commission.

Finally, in the comments, some parties argued that the Commission was inappropriately

using the regression model as a prudency review.!” The example of Silver Star shows the

17 Blooston Rural Broadband Carriers Comments.
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practical, harmful effect of arbitrarily determining that investment is not prudent based on a
regression model. Although it is obvious, the Commission ignores that carriers cannot "undo"
investment already made. For impacts that result from capital investments in broadband
facilities, there is no ability to correct, modify or change existing prudent investment. In this
regard, the model, which presumes certain investments were "inefficient” and, without further
review, simply reduces support, is nothing more than an arbitrary punishment.
IV. CONCLUSION

As shown herein, the WCB's rush to judgment has produced a flawed model and
Regression Order that lacks reasoned decision making. Before adopting a regression model, all
errors in the model and data must be corrected, including the boundary data for all carriers and
the modeling errors discussed herein. Further, even with these changes, a regression model
should be used only to trigger a harder look to determine whether a carrier's costs were truly
"inefficient." Accordingly, Silver Star asks the Commission to review the WCB's Regression
Order; reverse its adoption of a regression model; and delay the implementation of a regression
model until the issues identified herein are addressed.

Respectfully submitted,

SILVER STAR TELEPHONE
COMPANY, INC.

g MY f
By: ,fl,‘(,« f/& _/s )L‘j 4{’ ﬂd

Berjamin H. Dickend, Jr.
Mary J. Sisak

Blooston, Mordkofsky, Dickens
Duffy & Prendergast, LLP
2120 L Street, NW, Suite 300
Washington, DC 20037
(202) 659-0830

Dated: May 25, 2012
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