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June 7, 2012

FILED/ACCEPTED
Marlene H. Dortch
Secretary _
Federal Communications Commission JUN -7 11?2
445 12™ Street, SW Federal Communications Commission
Washmgton, DC 20554 Offica of the Secretary
Gregory Hlibok

Chief, Disability Rights Office

Bureau of Consumer and Governmental Affairs
Federal Communications Commission

445 12" Street, SW

Washimngton, DC 20554

Re:  Structure and Practices of the Video Relay Service Program, CG Docket No. 10-51;

Telecommunications Relav Services and Speech-to-Speech Services for Individuals with
Hearing and Speech Disabilities, CG Docket No. 03-123

Dear Ms. Dortch and Mr. Hlibok:

On behalf of Sorenson Communications, Inc. (“Sorenson”). undersigned counsel submits
the attached presentation containing Highly Confidential Information under seal pursuant to the
Second Protective Order 1ssued in the above-captioned proceedings on May 31, 2012, The
presentation was distnibuted at a meeting among representatives of Sorenson, Madison Dearborn
Partners, and Commission staff that we described in an ex parte letter filed on May 10, 2012.

As required by paragraph 12 of the Second Protective Order, we submit: (a) one copy of
the presentation containing Highly Confidential Information to the Secretary’s Office along with
this cover letter; (b) two copies of the presentation 1n redacted form to the Secretary’s Office
along with this cover letter; and (¢} two copies of the presentation containing Highly
Confidential Information to Gregory Hlibok along with this cover letter. We will also file a copy
of the redacted version via ECFS. As required by paragraph 3 of the Second Protective Order,
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we have received written approval from Commussion staff for the conftdentiality designations in

the filing.
Sf ncerely,

Charles Breckinri
Counsel to Sorenson Communications, Inc.
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Sorenson Communications

Overview of VRS Cost Structure

May 7, 2012
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Executive Summary

We appreciate the opportunity to discuss VRS revenue methodology, cost structure and Sorenson's financial constraints with the
FCC

Sorenson is the low cost provider of VRS with a proven history of innovation, reliability and ethical conduct of our business

Tiers are wasteful and inefficient. There is no justification for expanding tiers, and the tier differentials should be eliminated as the
first step 1n the rate reforms

The 18 percent flash rate cut in mid-2010 caused great uncertainty in the financial markets regarding the stability and future of the
VRS program

— Sorenson resianded with a- laioff and tricd to minimize disruption m service, but as you will See_

— We are also at our limuts operationally given the difficulty of staffing to our customer needs and providing the support they
demand under the current structure

As the NPRM recogmized. we have actively participated with the FCC since it began its VRS review in 2010. Substantial time has
passed and we must execute a refinancing of our debt by

— The uncertainty around the VRS program and Sorenson in particular have made this much more difficult and expensive

— Sorenson and 1ts customers will benefit greatly from clarity on the VRS revenue model for as many years as possible mn order
to accomplish the refinancing

We believe a transition to a per user system is desirable
— The per minute system has resulted in fraud by smaller players

— The objections to the system on the basis of potential impacts to service can be mitigated or ehminated through service-level
requirements that Sorenson supports

— The industry will require a period of time to transition to such a system but once implemented it should provide the FCC
with better accountability than the current system

— Arefinancing of Sorenson's debt is only possible with the long-term clarity and predictability that should result from the per
user system

» We hope our presentation and discussion today will help the FCC appreciate the financial constraints faced by Sorenson and

illustrate a path forward
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Sorenson 2012 Financial Default Analysis

(3 i mullions, evcept Rate per Minute)

Period Ending

Actual Actual Forecast Forecast Forecast
12/31/2011 3/31/2012 6/30/2012 9/30/2012 12/31/2012
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Comparison of FCC NPRM Stated VRS Costs and Sorenson Results

Active Users are assumed to represent of Unique Users (See Exhibits)

Comparison of FCC NPRM Stated VRS Costs and Sorenson 2011 Results (Annual Cost Per User)

FCC NER Sofuieti 3 Vanance G 20VEA

Cost Category © {Anwualired) Per Uiniqud User'®  (Sorenson vs FCC)  Plar Active Useri™@!
CA-Related { e VRS COGS) $2,100
ITRS Access Technology (| @ Qutreach & Suppart and Engineenng) (¥ 325
General & Administrative 970

Total Direct VRS QOperating Costs $3,395 I ]
Other Actual Costs {Includes Interest & Taxes) 0

Total Cost Per Active User $3,395 ] i

Comparnson of Implied Per Minute Costs

" _Sorehwow Varnance
Cost Category ' (Per NERM) Wﬁﬁ (Sorenson vs FCC)

CA-Related {1 e VRS COGS) $2 50
ITRS Access Technalogy (| @ Outreach & Suppart and Engineenng) @ 039
General & Adminisirative 115

Total Direct VRS Operating Costs $4.04
Qther Actuat Costs {Includes Interest & Taxes) 000

Total Cost Per Minute $4.04 ]

(h Frgures reflect 2011 GAAP rosults

2) Assumes achive users represent of Serenson’s umgue vscts (as of Doeember 2011

(1 Sarcnsen Engineering Costs include depreeiation to re flect capital costs related o video phoncs

14 FCC NPRM illustrative example cites 70 0 MOU Soranson MOU onr Average Total Installed Tser Base was n 2011
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Sorenson Projected Costs & Proposed VRS Compensatlon Structure®

(1)

(8]

Active Users are assumed (o represent of Unique Users (See E \’Iubztv)

»

Phase I rate of reflects the rate per active user required to approximate revenue neutrality relative to infenim rates upon adoption of per

user structure The five vear duration of Phase I 1s meant to give providers adequate time to make changes necessary to meet the constraints of the
Phase Il compensation level, and ultimately the Post Phase 1T compensation level

Phase I rate of reflects the mudpoint of the Phase [ and Post Phase 1 1ates

Post Phase 1 rate of which reflects a reasonable profit margin on current direet operating costs per user of approxumately and
would be subject to adjustment for inflation and productivity factors™

Cont ngnres refleet MDP GAAT projctions

Propusad Post Phase [ compunsation rate does not eontemplate tas which we not 1eflucied moithe core operating cost hgure af Per acnve user
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Sorenson Historical VRS Cost Structure (GAAP)

Active Users are assumed to represent of Unique Users (See Exhibits)

{ Historical
2006 2007 2008 2009 2010 2011

48] [ncludes gencral and admumstrats e costs
() Assumes mimmnm faves of per active user  Tax figures shown reflect enasting capital structure
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Sorenson Projected VRS Cost Structure (GAAP)

Active Users are assumed to represent of Unique Users (See Exhibits)
~ Assumes Per Active User Compensation of begins January 1, 2015, with step downs to 1 Jan 2020 and nJan. 2025
»  Assumes broadband subsidies also begin on January 1. 2013, which dnives inerease i market 1nstalls to by 2017
» Assumes Serenson’s market share declines from today to by 2018
[ Actual Projected 1
2011 2012 2013 2014 I 2015 2016 2017 2018 2019 ]l 2020 2021 2022 2023 2024 | 2025
] - - - - - - - - - - _ L]

I

Tl
|
|
|
|

Nute Figures refloct MDP projections
{1 Includes general and administrative costs
[N Assumes minimum tases of per actine user  Tax figures shown relleet Oxasting Lapital struciure
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Market Sizing Analysis

VRS market opportunity defined as number of households with one or more individuals who use
ASL as their primary language and have access to broadband

Lsing available 1esearch, MDP has attempted to sice the VRS market, but recent niew user trends

Moreover, 1t remains to be seen how the broadband
subsudy would work and what, 1f any. effect, 1t would have on users.

SIPP Surwy YHIS Surwy Sehen & Delh Surny
Atbest can bear & undersinnd Indkcated they could not hear
Qucstion to Lhose Surwyed Bunttipnly deaf ! wardb, shouted i hetter ear ' or unrers tand speech ' !
"o Total %, Tutal "a Tutal
Febimated Mumbornt dosfm S 17 hme of suney W ge [RERLL) 1787 (Mt
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