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COMMENTS TO PUBLIC NOTICE ON STRUCTURE AND PRACTICES OF THE
VIDEO RELAY SERVICES PROGRAM

Purple Communications, Inc. (“Purple’) provides the following comments to the Federal
Communications Commission’s (the “Commission’s”) October 15, 2012 Public Notice seeking
additional comment on the Structure and Practices of the video relay services (“VRS™) program
(the “Notice”).'

L EXECUTIVE SUMMARY

The Internet-based Telecommunications Relay Services (“iTRS”) program is more than a
governmeut benefit program for deal and hard-of-hearing Americans; it is a service designed to
further their civil rights as mandated by Congress through the Americans with Disabilities Act
(the “ADA™).? For this reason, in seeking a framework that enables the VRS program to serve
the greatest number of consumers at the lowest possible cost, the Commission must also promote
functional equivalence.

Functional equivalence will not be met by selecting a single, or government, sponsored
provider that ultimately will provision lower quality service and equipment than a competitive
marketplace. Instead, functional equivalence requires that deaf and hard-of-hearing consumers
have a choice of service providers, just as hearing consumers do. Indeed, the Commission has
reaffirmed the value of consumer choice on numerous occasions: “if TRS users are not able to
use their carrier of choice and are forced to select an alternate provider, they may pay rates that

arc higher than those charged by their preferred carrier, or may not have access to particular

' In the Matter of Structure and Practices of the Video Relay Sevvice Program, CG Docket No. 10-51,
Telecommunications Relay Services and Speech-to-Speech Services for Individuals with Hearing and Speech
Disabilities, CG Docket No. 03-123, Additional Comment Sought on Structure and Practices of the Video
Rclay Service (VRS) Program and on Proposed VRS Compensation Rates, DA 12-1644 (Oct. 15, 2012) (Public
Notice).

? See generally Karen Peltz Strauss, A New Civil Right: Telecommunications Equality for Deaf and Hard of Hearing
Americans (Gallaudet University Press) (2006).
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services. [Bloth results are inconsistent with the ADA™’; “consistent with functional
equivalency, all VRS consumers must be able to place a VRS call through any of the VRS
providers’ service, and all VRS providers must be able to reccive calls from, and make calls to,
any VRS consumer™; *[blecause local numbers are readily portable and toll free numbers are
not, the automatic issuance of personal toll free nurbers limits user choice and reduces
competition, raising concerns about functional equivalency.””

The Commission also has long recognized that a competitive marketplace best facilitates
consumcr choice and thus the functional equivalence mandated by Congress. Put simply,
consumcr choice tequires provider differentiation through characteristics like interpreter quality,
products and softwarc. The design and implementation of the iTRS program’s tiered-rate
siructure, in particular, illustrates the Commission’s acknowledgement of the value of
carapelition:

‘These ticrs arc intended to reflect likely cost differentials between small providers

(including ncw entrants); mid-level providers who are established but who do not

hold a dominant market share; and large, dominant providers who are in the best

position to achieve cost synergies. . . . We therefore believe that using three tiers

is appropriate to ensurc both that, in furtherance of promoting competition, the

newer providers will cover their costs, and the larger and more established
providers arc not overcompensated due to economies of scale.®

* In the Matter of Telecommunication Relay Services and Speech-to-Speech Services for ndividuals with Hearing
and Speech Disabilities; CC Docket No. 98-67; Americans With Disabifities Act of 1990, CG Docket No. 03~
123, Second Report and Order, Order on Reconsideration, and Notice of Proposed Rulemaking, 18 FCC Red
12379,9 54 (Jun. 17, 2003) {citing 47 US.C. § 225).

* In the Matter of Telecommunications Relay Services and Speech-to-Speech Services for Individualy with Hearing
and Speech Disabilities, CG Docket No. 03-123, Declaratory Ruling and Further Notice of Proposed
Rulemaking, 21 FCC Red 5442, 9 34 (May 9, 2009,

3 In the Matters of Telecommunications Relay Services and Speech-to-Speech Services for Individuals with 1learing
and Speech Disabilities, CG Dockel No. 03-123, £91f Requirements for IP-Enabled Setvice Providers, WC
Docket No. 05-196, Infernci-Based Telecommunications Relay Service Numbering, WC Docket No. 10-191,
Notice of Proposed Rulemaking, 25 FCC Red 13767, 9 13 (Sep. 17, 2010).

® See In the Muater of Telecommunications Relay Services and Speech-to-Speech Services for Individuals with
Learing and Speech Disabilities, CG Dockel No. 03-123, Report and Order and Declaratory Ruling, 22 FCC
Red 20140, 99 46-47, 52-54 (Nov. 19, 2007) (2007 TRS Rate Methodology Order); see also In the Maiter of
2
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The Commission has additionally concluded that “the adoption of the [tiered] VRS rates . . . [arc]
consistent with its obligations under Title TV of the ADA, codified as section 225 of the
Communications Act. . . . [Alnd furthermore reflect full awareness of the Commission’s
obligations under section 225 and a commitment to further the goals of functional equivalency
through strengthening and sustaining VRS

Now is not the time for the Commission Lo abandon the progress it has made towards an

industry model that promotes competition, unless it is prepared to abandon its commitment to
consumer choice and functional equivalence, a coruersione of the ADA. With the release of the
Notice, the Commission appears to seek final comment on a slatc of questions aimed at
disaggregating the components of VRS. Complete or significant disaggregation amounts to
reform that will impair competition, restrict consumer choice, and threaten functional
equivalence. Accordingly, Purple makes the following policy proposals fucther detailed in
sections 11 and T, below:

o Disaggregation of the VRS industry will reduce competition, innovation, and
consumer choice, thereby reducing quality of service and jeopardizing functional
equivalence;

o Development and implementation of technical standards are a more efficient
and appropriate means of enhancing interoperability, portability, and quality
of service and are more efficient and practical than a single application to be

used on oft-the-shelf hardware;

Telecommunications Relay Services and Speech-to-Speech Services for Individuals with Hearing and Speech
Pisabilities, CG Docket No. 03-123, Order, 25 FCC Red 8689, 17 (Jun. 28, 2010) (2010 TRS Rate Order).

7 2010 TRS Rate Order at 9 18, 20.

L)
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o Enhanced iTRS database features should be limited to third-party registration
and verification functionalities that provide industry-wide protections for
providers and consumers and should not interfere with functions that allow for
innovation and distinction in the marketplace;

e Adoption of a weighted average cost formula for the determination of VRS rates is
fundamentally flawed and must be rejected because it will result in a VRS market
dominated by one VRS provider with little consumer choice, innovation and service
quality;

o As an altcrnative to a weighted average cost formula, the Commission should
adopt transitional tiered rates as a bridge to a long-term unitary ratc with a
price cap designed to promote stability; and

o VRS ratcs must take into account outreach, markceting, and rescarch and
development costs in addition 1o a reasonable return to investors Lo continue to
attract capital 1o the VRS market.

Purple believes the policy proposals highlighted in this filing can preserve competition

and choice for consumers while making the program more financially efficient. These goals are

not mutually exclusive,
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IL STRUCTURAL REFORMS TO DISAGGREGATE THE INDUSTRY ARE

PROBLEMATIC

A. Multiple Providers Offering Distinct Services That Are Subject To Common

Technical Standards Will Ensure Interoperability And Portability And Will
Best Serve Consumers.

While Purple supports the usc of off-the-shelf hardware equipment in the delivery of
VRS to consumers,® Purple opposcs migration of all VRS access technologies (“VRS Access
Technology™) to a standard application that could be used on commonly available oft-the-shelf
hardware. First, there are limitations to a standard application and off-the-shelf solution that
consumers certainly consider important in their use of VRS. These inciude features such as
integrated light signaling to indicate incoming calls, integrated video mail associated with a
phone number, integrated text pre-call instructions with communication assistances (“CAs™), and
other call-based user profile settings such as voice carry over (“VCO”).

Moreover, a standard application would leave no room for distinctions among provider
services, style and nuance. Consequently, consumers will have fewer bases for excreising
personal preference and the choice essential to functional equivalence. Providers also will lose
incentive to compete on quality and innovation thereby stifling the competitive marketplace that
best facilitates consumer choice. Thus, standard application ultimately sacrifices consumer
choice and free-market competition in favor of a onc-size-fits-all government-issued bascline
service which does not satisfy the functional equivalencc mandate of the ADA.

In Question No. 1, thc Commission seeks specific comments regarding a process {or

developing a standard application and/or establishing standards for an application. The

® See, e.g., Comments of Purple Communications, March 8. 2012, CG Dockets 10-31 & 03-123; Reply Comments
of Purple Communications, March 30, 2012, CG Dockets 10-51 & 03-123; Purple VRS Program & Policy
Recommendations, February 11, 2011, CG Docket 10-51.

5
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Commission also inquires whether the standard application or key components should be “open
source.” While Purple opposes any standard application and o(f-the-shelf approach, Purple
endorses the establishment of clear technical standards to improve consumer choice by better
cnabling consumers to move easily among providers.’ Purple emphasizes that the Commission
must enforce these technical standards for the standards to be e{fective, Purple also points out
that clcar and stringent technical standards arc a far simpler means of establishing the
intcroperability and portability that is cssential to consumer choice than a standard application.

By way of example, Puxple believes that one of the most significant barriers Lo consumer
choice and movement among providers is the lack of address book portabilily across the
industry. The Commission could quickly and casily cstablish a technical standard requiring
address hook portability. Such a technical standard requires no field implementation and should
be among the first of the technical standards adopted by the Commission. If such a technical
standard existed and was implemented within 3-6 months trom the effective date of such creation
by the Commission, then consumers immediately would be free to move their address books o
the providers of their choice.

Address book functionality is just one example of how a technical standard could
improve intcroperability and portability, and thus consumer choice, without the creation of a
standard application. Moreover, as set forth in more detail below, Purple believes that if
software is designed against clear technical standards and validly tested through a third-party for

compatibility and interoperability, then software need not be “open source™ as that would quash

° The Commission has acknowledged that “VRS access technology standards may be insufficiently developed,
frustrating the program’s technology goals, and potentially resulting in inappropriate lock in of VRS users.”
See Inn the Matter of Structure and Pruactives of the Video Relay Service Program, (G Docket No. 10-51,
Telecommunications Reluy Services and Speech-to-Speech Services for Tndividuals with Hearing and Speech
Disabilities. CG Docket No. 03-123, Further Notice of Proposed Rulemaking, 26 FCC Red 17367, § 11 (Dec.
15, 2011} (December 2011 FNPRAM).

6
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providers® incentives to innovate and stifle the competitive marketplace that fosters consumer
choice and functional equivalence.

In response to Question No. 3 seeking specific comment regarding whether providers
should be able to continue (o offer their own internally developed applications. Purple states that
it strongly believes that providers should be able to continue to offer their own internally
developed applications. As a velated matter. Purple also supports the implementation of an
interoperability testing process. Purple recommends that the Commission first set out a range of
tcchnical standards by which VRS Access Technology is mcasured. Then, Purple endorses the
Commission’s usc of a third-party testing lab'® that can conduct compatibility and
intcroperability {esting prior to a provider’s release of new VRS Access Technology, whether it
is software, hardware, or both. Similar to Part 68 testing, providers would pay 1o have their
software tested by a Commission-approved third-party contractor. This costs the Commission
little more than the sclection of a qualificd vendor, improves interoperability, and thus facilitates
consumer choice, competition, and {unctional equivalence.

In addition, the Commission could require that providers crcate a new identilying “flag™
in their call detail records reflecting which version of software or hardware was used to placc a
call. By way of auditing, any call that was generated by a non-certified application would be
ineligible for compensation by Roliia Loube Saltzer Associates [LLC (the “TRS Fund
Administrator™). This would keep the industry accountable 1o a set of technical standards and
would provide the Commission with the assurance that VRS Access Technology met the

technical standards adopted by the Commission to cnsure interoperability and portability.

¥ See Comments of Purple Communications. March 8, 2012, CG Dockets 10-51 & 03-123.
7
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While Purple previously has provided recommendations regarding off-the-shelt’
hardware,'" Purple declines to offer specific comments in response to Question Nos. 2, 4, 5, 6,
and 7 as they ultimately relate to the details of a premise with which Purple has expressed its
disagreement, as stated above. Indeed, Purple notes that the technical suppott and
troubleshooting issues relating to a standard application and off-the-shelf equipment and raised
by the Commission in Question No. 7 lend further support to Purple’s position opposing this
approach,

Finally, in Question Nos. 8, 9 and 10, the Commission seeks specific comments
regarding the process for selection of a standard application, transition to a new VRS system, and
the necessity of changes to the Commission’s rules. In response to Question Nos. 8, 9 and 10,
Purple reiterates its concern that the Commission’s cfforts to further reform the industry may
actually set back the progress that has been made in clarifying industry expectations and
establishing a more competilive marketplace to support the consumer choice that promotes
functional equivalence. The necessily of inventing a process for the selection of a standard
application is just the beginning of a Pandora’s Box of burcaucracy, clarifications and new
rulemaking that a re-invented VRS industty would require.

For these and the reasons set forth above, Purple opposes a standard application and off-

the-shelf hardware solution.

L See id
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B. Enhanced iTRS Database Operations Should Serve Only A Limited Role,

Purple supports the use of a third-party vendor for certain functions that secure the
service for use only by the deaf and hard-of-hearing. Purple believes that this limited third-party
function will advance audits by the TRS Fund Administrator by improving transparency and
assisting inquiries regarding anomalous call patterns. However, Purple does not endorse any
industry structure that would, in effect, separate the video communication service component of
VRS from the ASL relay CA service compouent by providing the functions of the forier from
an enhanced i(1'RS database. As explained below, Purple believes that the disaggregation of the
VRS industry will threaten the competition that is integral to consumer choice and thus
functional equivalence, while unwinding many improvements that thc Commission has made to
the industry since 2010.

Accordingly, in response to Question No. 1, Purple supports the use of a third-party
vendor, such as Experian, for the express purposes of user identification and verification as part
of a third-party managed registration process for VRS. This lunction provides independent
protection to the industry, the TRS Tund and providers. Purple does not support the usc of an
cnhanced iTRS database for development and distribution of VRS Access Technology, usage
accounting, call routing or other value-added features. These functions support marketplace
diffcrentiation, innovation and competition, and thus consumer choice, and should be maintained
by providers. Instead, as noted in Section II(A) above, Purple believes that stringent technical
standards that are enforced by the Commission provide a simpler and more efficient solution to
concerns about these functionalities and their impact on the interoperability and portability that

supports consumer choice.
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In response to Question No. 2, Purple offers the following recommendations regarding
the interface between a registration and verification vendor and the industry. Purple proposcs
that a registration and verification vendor would work closely with the Commission’s iTRS
numbering administrator to ensure that every 10-digit number issued was related to an eligible
and verified consumer. The third-party vendor should independently analyze and verily the
name, address, and cligibility of all registrants. Ulilization of a third-party for this purpose
ensures the integrity of the VRS program and the TRS Fund and allows providers to focus on
quality of service and not the policing of illegitimate use, which compromises functional
equivalence,

In Question Nos. 3 and 4, the Commission seeks comment regarding the necessity of
multiple video communication service providers and changes to the Commission’s rules. Purple
believes that the issues raiscd by these questions simply confirm the logistical ditticulties that
such a system will posc to providers, consumers, and the Commission. The disaggregation of
VRS among component vendors likely will reduce quality and innovation because no single
provider will be accountable for a particular customer’s experience. This approach likely will
create a technical support nightmare for consumers—who should a consumer file a complaint
against if they have difficultics connecting to VRS? The uuniversal software company? The TRS
Fund Administrator? The interpreting services provider? In addition Lo consumer contusion,
additional vendors undoubtedly will create additional bureaucracy and, possibly, additional costs
for a lower quality service.

If the Commission ultimately seeks to disaggregate VRS among a series of component
vendors each operating under contract with the Commission. perhaps the Commission should

consider simply issuing a request for proposal to operate the VRS program under a single

10
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vendor. Whether the Commission contracts with a serics of component vendors or utilizes a
single vendor with a monopolistic contract, marketplace competition, the innovation and quality
that support consuiner choice, and functional equivalence will be lost. Purple strongly opposcs
these approaches. which contravene the Commission’s own stated objectives, as well as the letter
and spirit of the ADA .12

For thesc and the reasons set forth above, Purple discourages the Commission from
adopting an cnhanced iTRS database for any function beyond registration and verification and
from separaling the video communication service component of VRS from the ASL relay CA
service component.
M. VRS RATES SHOULD BE FAIR, PREDICTABLE AND ALLOW FOR

REASONABLE PROFITABILITY

For the purposcs of responding to the Notice, Purple has retained the services of
telecommunications cxpert Steven E. Turner. Mr. Turner is a managing director at FTI
Consulting, an indepcndent third party consulting tfirm (“FTL”), and is responsible for the
telccommunications practice in FT1's Network Industry Strategies group. Mr. Turner has held a
variety of research, engineering, operations, and management positions in the
telecommunications industry, including at AT&T. Among many other areas, Mr. Turner has

expertise in network component costs, call center operations, and cost management.

" As the Commission bas previously stated:

Our overarching goal in this proceeding is to improve the VRS program so that it better promotes the goals
Congress established in scotion 225 of the Act. Specifically, we seek to ensure that VRS s available to
ail eligible nsers, is provided efficiently, offers functional equivalence. and is as itunune as possible to
the waste, fraud. and abuse that threaten its long-term viability. We note that this is latgely consistent
with the goals outlined in the recent Consumer Groups® TRS Policy Statement, and that we seek 10
refonn VRS in accordance with these goals to the extent possible.

December 2011 FNPRAM at ) 11.
1t
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Purple has asked Mr. Turner to cvaluate the TRS Fund Administrator’s rate proposal {iled
on October 15, 2012, based on publicly availablc information. As Mr. Turner details in his
expert report attached hereto as Addendum A (the “FTT Report”),’* contrary to providing fair and
predictable rates and reasonable profits, the TRS Fund Administrator’s rate proposal will have
the cffect of decreasing rates for non-dominant VRS providers to such an extent that they will be
forced out of business, and, as a result, undermine the Commission’s goal of increasing
competition in the VRS industry to facilitate consumer choice and promote functional
equivalence.

A. The TRS Fund Administrator’s Rate Proposal, Based On Weighted Average

Cost, Is Fundamentally Flawed And Must Be Rejected.

"The Commission should categorically reject the TRS Fund Administrator’s weighted
average VRS rate formulation becausce it is based on flawed assumptions and will have a
negative impact on scrvice quality and competition, and ultimately consumer choice and
functional equivalence.

First, the TRS Fund Administrator’s weighted average approach does not fully take into
account the fact that VRS costs arc volume-sensitive and that the VRS industry is characterized
by significant economics of scale, which means that the dominant VRS provider benefits the
most if the Commission were to adopt a single, industry-wide target compensation rate while

smaller VRS providers suffer due to fower volumes.'” Indeed, the Commission itself has

3 Rolka Loube Saltzer Associates LLC, Supplemental Filing of the Telecommunications Relay Services
Administrator Regarding Reusonable Rates for VRS Services, CG Docket Nos. 03-123 and 10-51 (Out. 15,
2012).

" tereinafter cited as F77 Report,
¥ 1d at 9 10-25.
12
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previously rejected applying a single weighted average rate to all VRS providers precisely
because of this fundamental structure of the VRS industry and the need for ticred rates:

[W]e will no longer apply a single weighted average rate to all providers. Instead
we will adopt ticred rates based on the monthly minutes of use provided. . .. We
belicve that deing so may morc appropriately reflect the financial situation of all
providers. [Tlhese providers are not similarly situated with respect to their
market sharc and their costs of providing service. Tor scveral years now, one
provider has a dominant market share, and thus this individual provider’s
projected minutes and costs largely determine the rate. The record reflects,
however, that providers with a relatively small number of minutes generally have
higher per-minute costs. . . '

Additionally, the TRS Fund Administrator’s weighted average approach is based in part on the
premise that VRS is a declining cost industry—a premise that is not accurate even when
including a productivity factor.”’ By adopting the TRS Fund Administrator’s rate proposal, the
Commission will exacerbate the market dominance of Sorenson to the detriment of all VRS
participants, compromising consumer choice, and threatening functional equivalence.

***BEGIN HIGHLY CONFIDENTIAL INFORMATION***

Y 2007 TRS Rute Methodolagy Order at §Y 47, 52-54 (internal citations omitted); see also 2010 1RS Rate Order at
17 (*[W]e find that the current tier structurce remains a workable, reliable to [sic] way to account for the
different costs incurred by carriers based on their size and volume of TRS minutes relaycd. The rationale for
adopting the tiers in the 2007 TRS Rate Methodalogy Order remains applicable; that is, providers with a
relatively small number of minutes generally have higher costs.™).

Y FTT Report at 9 48-53.
13
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**+*END HIGHLY CONFIDENTIAL INFORMATION**#*
If the Commission wants to preserve the intent of the VRS reform process to ensure that

VRS is “cffective, efficient, and sustainable for the future,”'®

then the Commission will reject the
TRS TFund Administrator’s rate proposal and adopt a way forward that both promotes
competition and is financially prudent. As stated in the FTI Report, the single most important
issuc before the Commission is whether to pursue a compensation regime that wili promote a
VRS market with multiple providers (and reap the benefits of competition) or promote a VRS
market that will yicld the lowest short-term cost (but lose the benefits of a competitive market).
This single decision will drive much of the Commission’s decision—making,lg and implicates not
only the cost of the VRS program, but the civil rights of deaf and hard-of-hearing Americans.
B. As An Alternative To The TRS Fund Administrator’s Rate Proposal, The
Commission Should Adopt Tiered Rates As A Bridge To A Long-Term
Unitary Rate.
As demonstrated in the FTI Report and made clear in prior filings by Purple,® VRS
providers operating with higher volume have lower costs due to efficiencies. For smaller
providers the pathway to greater volume is a marketplace that operates under a set of stringent

technology standards that ensure interoperability and portability. Under such a structure,

consumers can freely move from provider to provider with their relevant calling information,

¥ Docember 2011 FNPRAat§ 1,
' FFI Report at § 61.

2 See Purple VRS Program & Policy Recommendations, February 11, 2011, Purple Comments CG Dockets No, 10-
51 & 03-123, March 8, 2012, and Purple Reply Comments C'G Dockets No. 10-51 & 03-123. March 30, 2012.

14
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such as address books, and exercise the choice that is cssential to functional cquivalence.

Purple believes the Commission must first adopt and enforce clear technology standards
that will fucilitate interoperability and portability, thereby increasing competition and consumer
choice. During this time period that technical standards are under development and
implementation, size disparities among providers will persist as will cost disparities as evidenced
in this filing. To accommodate for this economic reality. Purple proposes that the Commission
preserve a tiered rate structure on a purely transitional basis. Purple has previously submitted a
detailed proposal outlining how expanding the thresholds of the tiers and lowering rates could
result in cost savings to the VRS program while enabling smaller providers to “climb the scale
curve’™?' following the implementation of industry-wide technology standards to increase
interoperability and portability.

Based on the Notice and the TRS Fund Administrator’s filing, Purple offcrs an updated
approach to a three-ticred model that will enable VRS providers to gain additional market sharc
during a period of limited duration with a known end date before conversion to a unitary rate
compensation model. The rates and ticrs proposcd by Purple as a transitional rate structure arc

as follows:

! purple’s Notice of Ex Parte Conference, CG Dockets No. 03-123 & 10-31, April 19, 2012.
15
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Reimbursement Rate Per
Tier Minutes Per Month Minute

$5.92
A 3% reduction from the
Tier 1 0 — 500,000 current Tier-I rate

$4.82
A 5% reduction from the
Tier 2 500,000 - 2,000,000 current Tier-3 rate

$4.10
A 15% reduction from the new
Tier 3 More than 2,000,000 Tier-2 rate

The application of this rate structure will save the iTRS Program more than $70 million
annually™ and still allow smaller VRS providers the ability to innovate and compete with the full
understanding that the tiered system eventually will be eliminated in favor of a long term unitary
rale.

C. Following The Transitional Tiered Rate Structure, The Commission Should

Adopt A Unitary, Three Year Price Cap Approach To Promote Stability.

Once technology standards arc implemented to provide for interoperability and
portability, and a more openly competitive market is cstablished, Purple recommends that the
Commission adopt the lowest rate paid under the transitional tiered plan as the starting rate for a
new three year unitary rate period. This new starling rate would be paid to all providers and
adjusted ammually for efticiency. Again, the stability that predictable rates would bring to the
market would further innovation, efficiency and competition and thus consumer choice.

The rates for VRS should be regulated by price cap methodology. As previously stated in
Purple’s August 18, 2010 Comments on Notice of Inquiry,” the stability provided by the price
cap wonld optimize the incentives for VRS providers to lower costs and engage in long-term

planning and investment in their VRS businesses thereby facilitating great competition and

22 See Attached Exhibit 1 for detailed analysis of savings and cstimated reimbursement rates by provider.
= See Comments on Notice of Inquiry by Purple, C'G Docket No. 10-51, at 10 (Aug. 18, 2010).
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consumer choice. Under a price cap system, rates wonld rcmain stcady, subject to standard
adjustment factors based on well-established and objective indexes. Morcover, a price cap
structure motivates providers to operate efficiently because providers obtain the benefits of those
cost reductions until rates are reset.”* When providers succeed in decreasing costs and increasing
efficiency, the resulting surplus of funds can be invested in innovations and improved services
for consumers.

D. Inclasion Of Qutreach, Marketing, And Research And Development Costs Is

Absolutcly Necessary, As Is A Reasonable Return To Investors.

If lower costs arc derived through more than one VRS provider operating at scale, and the
best way for smaller VRS providers to grow is through innovation once technology standards are
uniformly enforced, then it would be counterproductive for the Commission to exclude the costs
of outreach, marketing, and research and dcvelopment from the very firms that need to grow in
order to achieve a market structure that can support lower rates and the conswer choice
essential to functional equivalence. Properly constructed, the transitional tiered rate structure
could be designed to ensure each VRS provider is paid cquitably for outreach, marketing, and
research and development. For example, one approach is that outreach. marketing, and research
and development are paid on a per minute basis up to the first 2 million minutes per month for
each provider. For minutes aboave 2 million, the reimbursement rate would be lowered and not
include any allocation for these items. An approach like this incentivizes and funds the
innovation of the smaller VRS providers without giving the dominant VRS provider an undue
markcting, outreach, or research and development wind(all from which it can continue to fund its

dominant position, a position that threatens consumer choice and functional equivalence.

* See Policy und Rules Concerning Rates for Dominant Carriers, CC Docket No, 87-313, Second Report and
Order. 5 FCC Red 6786, 6787 {Oct. 4, 1990).
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With respect to the amount of capital costs that arc allowed to be recovered, and as the
FTI Report states, a traditional rate of return investment analysis approach is not a suitable
option for VRS, which is a labor-intensive industry.”® Tnstead, as the FTI Report points out,
there are a “number of ways that the Commission can properly regulate the VRS markct whilc
achieving its public policy objectives. However, in doing sv, it is essential that the Commission
look toward an approach that continues to foster innovation and competition,” and that
provides a return on investors’ money. Indeed, it is important that the Commission not dismiss
the benefits to the marketplace and consumers of providing a reasonable return on investor
money. Ifthe VRS industry becomes entirely unattractive to investors, innovation and
competition will substantially decline.”” The Commission should follow the guidelines for the
valuation of entcrprises, which is based on earnings and discounted cash flow analysis® As
suggested in the FTT Report, carnings require a policy structure that rewards competition and
efficient operations and allows for reasonable profitability, all of which may be established based

on industry proxics.”’

2 FTI Repori at 9§ S6.
¥ 1d at 7 59.

T 1d ot 9 58-61.
EId atq58.

 1d at 1y 58-59.
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E.

In Light Of The Above, Purple Proposes A Three-Phase Implementation

Timetable For YRS Reform.

Purple offers the following three-phase implementation schedule for VRS reform:

Phase

Phase Description

Phase 1

During Phase 1, which would last for 12-months from the effcctive date of the
FCC’s Order, technical standards would be developed and implemented for the
centralized registration and verification, device interoperability, portability and
the third party testing of VRS Access Technology. Rates during this period
wonld be the transitional tiered rate structure.

Phase 2

During Phase 2, the technical standards would be implemented and enforced
across the industry. Consumers would have new flexibility to choose providers
and move their information from one provider to the other. This Phase would
last for no more than 36-months and could last for less time if at least two other
providers were operating with at least [20%] market share which would reflect
the achicvement of scale and serve as a trigger by which unitary rates could be
applied industry wide. Tn any case, at the end of 36-months, regardicss of
market share re-allocation, all providers regardless of size would be paid a
unitary rate. This provides the Commission and providers with a known “end
date™ to any notion of small provider subsidization.

Phase 3

During Phase 3, a new three-year, unitary ratc wonld be implemented for all
providers regardless of size and would be cvaluated annually under a price cap
efficiency factor calculation.

IV. CONCLUSION

The mandate of the ADA is not mct by a VRS program supported by a single provider

devoid of incentives to innovate, preserve quality, and create the consumer choice that fosters

functional equivalence. The Commission has always sought to promote innovation, quality and

competition, because those factors increcase consumer choice and functional equivalence. The

Commission should not abandon these policies. Efficient cost structures should not come at the

cost of creating a monopoly that provides a base-line standardized service. The

recommendations oftered herein harmonize the Commission's policy objectives of competition,
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consumer choice. and functional equivaleuce while ensuring that the VRS program is “effective,

cfficient, and sustainable” into the future.
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EXHIBIT1
Reimbursement Rate Analysis

***BEGIN HIGHLY CONFIDENTIAL INFORMATION***

***END HIGHLY CONFIDENTIAL INFORMATION***
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