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April 1, 2013
Ex Parte Notice

Ms. Marlene H. Dortch, Secretary
Federal Communications Commission
445 12" Street, S.W.

Washington, D.C. 20554

Re:  Connect America Fund, WC Docket No. 10-90; High-Cost Universal Service
Support, WC Docket No. 05-337; AT&T Petition to Launch a Proceeding
Concerning the TDM-to-IP  Transition; Petition of the National
Telecommunications Cooperative Association for a Rulemaking to Promote and
Sustain the Ongoing TDM-to-IP Evolution, GN Docket No. 12-353; Technology
Transitions Policy Task Force, GN Docket No. 13-5; Establishing Just and
Reasonable Rates for Local Exchange Carriers, WC Docket No. 07-135;
Developing a Unified Intercarrier Compensation Regime, CC Docket No. 01-92;
Petitions for Waiver of Commission’s Rules Regarding Access to Numbering
Resources, CC Docket 99-200

Dear Ms. Dortch:

On March 28, 2013, the undersigned and Joshua Seidemann, Director of Policy, met on behalf of
NTCA-The Rural Broadband Association (“NTCA”) with the following members of the Technology
Transitions Task Force of the Federal Communications Commission (the “Commission”): Sean Lev,
General Counsel, Tejas Narechania, and Marcus Maher of the Office of General Counsel; Carol
Mattey, Lisa Gelb, and John Visclosky of the Wireline Competition Bureau; Patrick Halley of the
Office of Legislative Affairs; Al Lewis of the International Bureau; and Steve Wildman and Henning
Schulzrinne of the Office of Strategic Policy. John McHugh, Technical Advisor to NTCA,
participated in the meeting via telephone.

NTCA explained that its petition to promote and sustain the ongoing TDM-to-IP evolution proceeds
from the premise that the Commission and state regulators have important roles to play in the
establishment and enforcement of regulatory frameworks that govern IP-enabled networks and
essential communications services provided atop them. NTCA emphasized that technological
innovation and evolution should certainly inform regulatory constructs, but that such changes neither,
ipso facto, necessitate nor eliminate regulation. Rather, statutory principles — including those relating
to consumer protection, competition, and universal service — must permeate policies to guide and
foster evolving networks, regardless of underlying technological transition. NTCA clarified that this
is not to say that regulations should be maintained in current form, but only that regulatory certainty
and sound public policy require that any potential changes should be evaluated to determine how the
core statutory objectives of the Communications Act of 1934 (the “Act”) can be fulfilled in the face
of shifting consumer preferences, technological developments, and dynamic market forces.

NTCA-The Rural Broadband Association
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Citing its 2012 Broadband/Internet Availability Survey Report (a copy of which was distributed in
the meeting and is attached hereto), NTCA described the achievements of its members, who have in
many respects led the IP evolution to date. Subject and pursuant to tailored regulatory incentives that
date back at least a decade, NTCA members have deployed fiber deeper into their networks over time
to respond to consumer demands for higher speeds and additional capacity, and have supplemented
wired facilities with wireless offerings, including small cell technologies. Many have also deployed
soft switches either to replace or supplement existing TDM Class 5 switches. NTCA explained that
while its members have taken strong strides toward modernizing their networks, the “twin D’s” of
rural deployment, “dollars and distance,” drive development decisions — and also present many of the
challenges that require solving if the IP evolution is to take root and remain sustainable in rural areas.
Moreover, while such challenges may remain constant, financial confidence and investment
incentives are affected by regulatory changes. In this regard, NTCA revealed the findings of a
January 2013 survey which revealed that 69 percent of member company respondents have
postponed or cancelled deployment projects, with many providers citing regulatory uncertainty over
the past eighteen months.

To address such uncertainty and to set broadband deployment in rural areas back on track, the
Commission should confirm that statutory principles relating to consumer protection, competition,
and universal service will be incorporated faithfully into IP-related policies, and then take several
near-term steps as discussed below to manifest that position. Indeed, policies underlying universal
service and the ability to connect to distant locations and users on economically rational bases remain
paramount within the context of capital intensive networks, which in rural areas can demand 25 years
or more before their costs are recovered. NTCA therefore encouraged the Commission to build upon
the best of what has worked to date in deciding how to modernize critical regulatory constructs,
rather than seeking to re-invent regulation from a blank slate or to discard it altogether. NTCA also
urged the Commission to ensure that any potential “trial” in connection with a technology transition
— whether such a trial implicates regulation (including, but not limited to, the award of telephone
numbers to unregulated providers) or is merely a “technical trial” of some kind — is clearly
articulated in scope, is subject to parameters that have specifically been made available for public
review and comment prior to adoption, and is coordinated thoughtfully in advance with pre-defined
longer-term policy and technical objectives associated with the technology transition. We also
discussed how the pace of technological evolution will of course differ across different networks, and
must ultimately be driven by consumer demand and the capability of operators to upgrade their
networks rather than pursuant to regulatory fiat.

NTCA then highlighted two near-term ways in which the Commission could, consistent with the
statutory framework that governs all communications, promote and sustain the ongoing technology
evolution. First, NTCA observed that technical fixes to the Commission’s long-standing “no
barriers” policy are necessary to ensure that consumers in rural areas can obtain the affordable fixed
broadband services that provide the essential foundation for other communications services,
including over-the-top voice and wireless services. The Commission clearly grasped the need for
such an evolution in its Transformation Order, indicating that universal service support would no
longer be limited to the sale of plain-old telephone service, but rather would go toward the offer of
“voice telephony service.” Specifically, the Commission stated that “Section 254 grants . . . the
authority to support not only voice telephony service but also the facilities over which it is offered,”
and that “the modified definition simply shifts to a technology neutral approach, allowing companies
to provision voice service over any platform, including the PSTN and IP networks.” Connect
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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, Universal Service —
Mobility Fund, WT Docket No. 10-208, Report and Order and FNPRM, 26 FCC Rcd. 17663, 17685
and 17692-93 (2011) (“Transformation Order™), at {1 64, 77-81.

In the wake of the Transformation Order, the Commission took steps to begin to implement this
policy shift in areas served by larger carriers via the Connect America Fund. Unfortunately, this
unmistakably clear, forward-looking vision in the text of the Commission’s order did not carry
through as a mechanical matter to the rules that govern distribution of universal service support for
smaller carriers. This lingering limitation in the rules harms rural consumers in areas served by
those smaller carriers, who unlike their neighbors in areas served by price cap-regulated carriers
cannot take over-the-top voice service or “cut the cord” without fear of facing increased fixed
broadband rates as universal service support for the loop that serves them is lost. Since even the
most purportedly innovative over-the-top voice service cannot be offered without a robust underlying
broadband connection, and since wireless broadband depends in significant part upon the soonest-
possible access to a wireline network (in the form of a Wi-Fi connection or a cell tower with
sufficient backhaul), this result defies consumer interests, flies in the face of the text of the
Transformation Order, and undermines the Commission’s clear desire to promote and sustain
technology evolutions. In short, providing support for loops that are used to provide standalone
broadband services would promote and accelerate the ongoing IP evolution, and it would finally
provide the basis for a Connect America Fund that supports broadband-capable networks that enable
advanced communications and enhanced consumer choice in all rural areas.

Second, NTCA continues to support a reasonable and well-defined regulatory backdrop for the terms
and conditions by which carriers connect and exchange traffic between networks, even as those
networks become increasingly IP-enabled. As an initial matter, with the Commission just having
determined in the past 18 months that sections 251 and 252 of the Act confer jurisdiction over and
permit it to set rates for the exchange of all traffic with local exchange carriers (including traffic
traditionally classified as access traffic or intrastate in nature and VolP traffic as well), see
Transformation Order, at {1 760-762, 933, it logically and necessarily follows that interconnection
between carriers for the exchange of all such traffic is governed by that statute. Clarifying that
sections 251 and 252 apply to the exchange of traffic between carriers in any technological format
would thus be consistent with the Commission’s own reasoning in reforming intercarrier
compensation. Such clarification would also promote certainty by incorporating a well-known, time-
tested regulatory backdrop and stimulate IP deployment by creating a level competitive playing field
and minimizing opportunities for arbitrage. Finally, such clarification would help to serve the public
interest; by contrast, the ongoing experience of rural call completion issues underscores the perils of
insufficient oversight with respect to the transmission and exchange of traffic across multiple
networks.
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Pursuant to Section 1.1206 of the Commission’s rules, a copy of this letter is being filed via ECFS.
If you have any questions, please do not hesitate to contact the undersigned.

Enclosure

CC:

Sean Lev

Tejas Narechania
Marcus Maher
Carol Mattey

Lisa Gelb

John Visclosky
Patrick Halley

Al Lewis

Steve Wildman
Henning Schulzrinne
Rebekah Goodheart

Sincerely,

/s/ Michael R. Romano

Michael R. Romano
Senior Vice President - Policy
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NTCA 2012 BROADBAND/INTERNET
AVAILABILITY SURVEY REPORT

March 2013

DISCLAIMER: Data from the survey has been presented as reported.

To get more information on this report please contact Rick Schadelbauer at NTCA
(703-351-2019, richards@ntca.org).
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EXECUTIVE SUMMARY

For the more than a decade, NTCA-The Rural Broadband Association has conducted its
annual Broadband/Internet Availability Survey to gauge the deployment rates of
advanced services by its member companies. In the late fall and early winter of 2012,
NTCA sent an electronic survey form to each of the companies in NTCA’s e-mail
database; 132 members (25%) responded.

One hundred percent of the 2012 survey respondents offer broadband to some part of
their customer bases compared with the 58% of the 2000 survey respondents who offered
the then-lower definition of broadband service.' Respondents indicated that they use a
variety of technologies within their respective serving areas to provide at least basic
levels of broadband to their customers: 88% of those who offer broadband utilize copper
loops (only 29% of 1999 survey respondents offered DSL service), 74% fiber to the
home (FTTH), 48% fiber to the node (FTTN), 16% cable modem, 15% licensed fixed
wireless, 14% unlicensed fixed wireless, and 7% satellite. Seventy-four percent of 2012
survey respondents provide broadband via both digital copper loops and fiber broadband
service, while 14% offer digital copper loops but not fiber and only 10% fiber but not
digital copper loops.

Eighty percent of respondents’ customers can receive 200 to 768 kilobits per second
(kbps) downstream service, 83% 768 kbps to 1.0 megabits per second (Mbps), 76% 1.0 to
1.5 Mbps, 76% 1.5 to 3.0 Mbps, 67% 3.0 to 4.0 Mbps, 65% 4.0 to 6.0 Mbps, 51% 6.0 to
10.0 Mbps, and 40% greater than 10.0 Mbps. The overall take rate for broadband service
is 69%.

The typical respondent is 79 miles from its primary Internet connection. Eighty-nine
percent of those who recently changed backbone providers did so for price reasons.
Eighty-five percent of respondents indicated they are generally satisfied with their current
backbone access provider, while 15% are generally dissatisfied.

Ninety-seven percent of survey respondents indicated they face some type of competition
in the provision of advanced services from at least one other service provider in some
portion of their service area. By comparison, only 66% of respondents to the 2003
survey indicated they faced competition and only 43% in the 1999 survey. Current
competitors include national Internet service providers (ISPs), cable companies and fixed
and/or wireless Internet service providers (WISPs.) Respondents are taking numerous
marketing steps to increase broadband take rates, including free customer premise
equipment installation, bundling of services, price promotions, free modems, free

! For the purpose of this survey, broadband is defined as throughput of at least 768 kbps in one direction.
Previously, the commission had defined broadband as service of at least 200 kbps in one direction.
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introductory service and free education and training. More than half of respondents find
it difficult to compete with price promotions offered by competitors.

Fifty-three percent of those respondents with a fiber deployment strategy plan to offer
fiber to the node to more than 75% of their customers by year-end 2015, while 61% plan
to offer fiber to the home to at least 50% of their customers over the same time frame.
Deployment cost remains the most significant barrier to widespread deployment of fiber,
followed by regulatory uncertainty, long loops, current regulatory rules, low customer
demand, obtaining financing, and obtaining cost-effective equipment. Throughout the
history of the survey, deployment cost has been respondents’ most significant concern.

Fifteen percent of respondents currently offer voice over Internet protocol (VoIP) service,
up slightly from 11% last year. Forty-seven percent of respondents not currently offering
VolIP have plans to do so in the foreseeable future, virtually unchanged from last year.
Seventy-nine percent of respondents offer video service to their customers, up slightly
from 72% last year.

INTRODUCTION

In the late fall/early winter of 2012, NTCA—-The Rural Broadband Association surveyed
its members on their activities in the areas of providing broadband services and Internet
availability to their members/customers. NTCA is a national association, and at the time
the survey was conducted served approximately 575 local exchange carriers in 44 states
that provide service primarily in rural areas.” All NTCA members are small carriers that
are “rural telephone companies” as defined in the Communications Act of 1934, as
amended by the Telecommunications Act of 1996. Only four NTCA member companies
serve 50,000 lines or more; the largest serves just over 90,000. Population density in
most member service areas is in the 1 to 5 customers per square mile range.

This latest broadband survey is a follow-up to similar surveys conducted in recent years
by NTCA, and seeks to build upon the results of those surveys.” This year’s survey
asked about technologies used to provide broadband service, broadband availability and
subscription rates, prices charged quantity and type of competition, broadband marketing
efforts, fiber deployment, emerging technologies, Internet backbone connections, finance
and availability of capital. The survey also provided an opportunity for respondents to
provide any specific comments they wished to share.

* This survey was conducted prior to NTCA’s unification with OPASTCO which took place in March
2013. All demographics provided here are those of pre-unification NTCA.
? Copies of this and previous NTCA survey reports may be downloaded from the NTCA web site,

www.ntca.org.
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OVERVIEW OF SURVEY

The 2012 NTCA Broadband/Internet Availability Survey was conducted online. Every
effort was made to minimize the reporting burden on the survey respondents.

The survey was comprised of general questions about the respondent’s current
operations, competition/marketing and current and planned fiber deployment. Additional
questions dealt with the Internet backbone, voice over Internet protocol (VoIP) and video.
The survey also provided an opportunity for respondents to offer any miscellaneous
thoughts.

SURVEY RESULTS

The survey URL for each part of the survey was distributed via e-mail to all member
companies in NTCA’s e-mail database. The message contained instructions for online
access to the survey. Responses were received from 132 member companies, a 25%
response rate. *

Forty-five percent of survey respondents’ service areas are 500 square miles or larger;
19% are at least 2,000 square miles. Nearly three-quarters—71% —have customer
densities in their service area of 10 residential customers per square mile or less. More
than one-fourth—28% —have customer densities of two residential customers per square
mile or less.

The average survey respondent serves 4,259 residential and 1,428 business voice grade
access lines; a few larger companies skew these numbers upward, hence the median
respondent serves 1,785 residential and 443 business lines. One hundred percent of
survey respondents offer broadband” service to some part of their customer base.
Respondents indicated that they use a variety of technologies, even within individual
serving areas, to offer at least basic levels of broadband to their customers: 88% utilize
digital copper loops, 74% fiber to the home (FTTH), 48% fiber to the node (FTTN), 16%
cable modem, 15% licensed fixed wireless,14% unlicensed fixed wireless, and 7%

* Based on the sample size, results of this survey can be assumed to be accurate to within + 7% at the 95%
confidence level.

> For the purpose of this survey, broadband is defined as throughput of 768 kbps in at least one direction.
This was the definition implemented by the FCC in 2008. According to the Commission, throughput
speeds of between 200 kbps and 768 kbps are classified as “first generation data” and throughputs between
768 kbps and 1.5 Mbps are classified as first tier “basic broadband.” This report adopts those FCC
conventions.
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satellite.’ (See Figure 1.) Eighty-nine percent of survey respondents are providing
either FTTN, FTTH or both, a significant increase from 67% in the 2011 survey and 68%
in 2010. Seventy-four percent of survey respondents provide both digital copper loops
and fiber broadband service, while 14% offer digital copper loops but not fiber and 10%
fiber but not digital copper loops. Thus, ninety-eight percent of those respondents that
offer broadband service include either digital copper loops, fiber, or both among their
service offerings.

Fig. 1: TECHNOLOGIES USED TO PROVIDE BROADBAND
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% Percentages sum to greater than 100% as some respondents utilize more than one technology to serve
their customers. For example, a provider may utilize FTTH to serve some portion of its serving area, while
relying upon copper plant and DSL technology to serve the rest of its customers.

NTCA 2012 Broadband/Internet Availability Survey Report Page 6



-~ THE RURAL
BROADBAND
ASSOCIATION

Eighty percent of respondents’ customers can subscribe to 200 kbps to 768 kbps
downstream service, 83% to 768 kbps to 1.0 megabits per second (Mbps), 76% to 1.0 to
1.5 Mbps, 76% to 1.5 to 3.0 Mbps, 67% to 3.0 to 4.0 Mbps, 65% to 4.0 to 6.0 Mbps, 51%
to 6.0 to 10.0 Mbps, and 40% to greater than 10 Mbps service. (See Figure 2.)

Fig. 2: AVAILABILITY OF FIRST GENERATION DATA AND
BROADBAND SERVICE
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Survey results indicate an overall broadband take rate from NTCA member companies of
69%, up from 66% a year ago.” Typical prices charged range from $34.95 to $44.95 for
cable modem service, $29.95 to $49.95 per month for DSL service, $39.95 to $49.95 for

wireless broadband service, and $39.95 to $59.95 for fiber service.

Fifty percent of survey respondents indicated they offer their customers so-called “stand
alone DSL”—DSL service without a voice component. Take rates for stand alone DSL
service are relatively low, with the majority of those respondents offering stand alone
DSL reporting take rates of 5% or less.

7 Keep in mind that the take rate provided here is for customers taking service from NTCA member
companies only. Total rural broadband subscription rates are likely higher, as survey respondents may be
joined by a variety of competitors in the provision of broadband services within portions of their service

arca.
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Twenty-seven percent of respondents estimate that they could bring all of their customers
currently receiving service below 25 Mbps up to that speed for $1 million or less in
additional capital investment. An additional 30% could do so for between $1 million and
$10 million, 15% at a cost of between $10 million and $20 million, 9% between $20
million and $50 million, and 18% estimate the total cost would exceed $50 million.

Internet Backbone

The typical respondent is 79 miles from its primary Internet connection. Eighty-nine
percent of those respondents who have recently switched Internet backbone access
providers did so for price reasons, while 22% switched due to quality of service concerns
and 17% for other reasons, such as obtaining diverse routing or gaining the ability to
access the Internet backbone using Ethernet transport.® Eighty-five percent of
respondents indicated they are generally satisfied with their current backbone access
provider, while 15% are generally dissatisfied. More than three-quarters of all survey
respondents expect to need additional backbone capacity in one year or less.

Competition/Marketing

Competition in broadband is becoming more prevalent and more varied: 97% of survey
respondents indicated that they face competition from at least one other service provider
in some portion of their service area. Survey respondents typically compete with national
ISPs, fixed and/or mobile wireless Internet service providers (WISPs) and satellite
broadband providers. Other potential competitors include cable companies, electric
utilities, local ISPs and neighboring cooperatives.

Rural incumbent local exchange carriers are taking numerous steps in the marketing
arena to increase broadband take rates. Ninety-two percent are offering free installation,
89% are bundling services, 75% are offering price promotions, 72% are offering free
modems, 49% are offering free service for an introductory time period (such as 30 days),
32% are offering free education/training classes, 17% are offering discounted computers
or tablets, and11% are offering free software.” (See Figure 3.) Fifty-six percent of
respondents find it difficult to compete with price promotions offered by competitors,
while 39% struggle to match competitors’ service bundling. Respondents consider their
bundling of services, free installation and price promotions to be their most effective
marketing promotions.

¥ Totals exceed 100% as respondents were allowed to select more than one reason for switching providers.
? Totals exceed 100% as respondents’ companies may be offering more than one marketing promotion.
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Fig. 3: BROADBAND MARKETING PROMOTIONS
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Fiber Deployment

Thirty-three percent of those survey respondents currently deploying fiber serve at least
50% of their customers using fiber to the home, while 37% serve 20% of their customer
base or less.

Survey respondents described their companies’ plans to deploy fiber to the node (FTTN)
and fiber to the home (FTTH) to their customers. Fifty-three percent of those survey
respondents with a fiber deployment strategy expect to offer fiber to the node to more
than 75% of their customers by the end of 2015. Sixty-one percent of respondents
expect to be able to provide FTTH to at least half of their customers by year-end 2015
(up from 46% last year.)

Ninety percent of survey respondents identified the cost of fiber deployment as a
significant barrier to widespread deployment. Regulatory uncertainty was the number
two barrier (76%), followed by long loops (45%), current regulatory rules (37%), low
customer demand (28%), obtaining financing (19%), and obtaining cost-effective
equipment (9%).'° (See Figure 4.)

' Totals exceed 100% as respondents were allowed to select more than one barrier.
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Fig. 4: BARRIERS TO FIBER DEPLOYMENT
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Other Services

e VoIP

Fifteen percent of survey respondents currently offer voice over Internet protocol (VoIP)
service to their customers, up from 11% one year ago. Forty-seven percent of those
respondents not currently offering VolIP have plans to do so in the foreseeable future,
unchanged from last year.

e Video

Seventy-nine percent of survey respondents offer video service to their customers.
Thirteen percent of those respondents not currently offering video (3% of all respondents)
plan to do so by year-end 2013, and another 13% expect to do so by year-end 2015. The
remaining 73% of those not currently offering video (15% of all respondents) currently
have no plans to offer video service. (See Figure 5.) Half (50%) of those not currently
offering video intend to offer Internet protocol television (IPTV) service in the
foreseeable future.
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Fig. 5: OFFERING VIDEO SERVICE?
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Of those respondents currently offering video services, 76% offer legacy coax (CATV)
service, while 55% offer IPTV and 5% offer direct broadcast satellite (DBS).!" Fifty-
eight percent of those providing CATV service use an analog system, while 42% use a
digital system. The average respondent offers their customers three “tiers” of
entertainment television packages from which to choose, down from four last year.

The main barrier facing those survey respondents providing video service is access to
reasonably-priced programming, as cited by 100% of survey respondents. Sixty-nine
percent cited difficulty competing with other providers, 65% the challenge of making a
business case for video service, 58% the cost of necessary equipment, 46% difficulty
obtaining necessary equipment, and 6% difficulty obtaining necessary financing. (See
Fig. 6.)

" Totals exceed 100% as respondents may offer more than one type of video service.
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Fig. 6: BARRIERS TO VIDEO DEPLOYMENT
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Miscellaneous

Survey respondents were asked what specific obstacles they have encountered in their

efforts to deploy fiber to their customers, and how conditions would need to change to

allow them to successfully overcome those obstacles. Their responses are presented in
Appendix A of this report.

CONCLUSIONS

Regulatory uncertainty is an increasingly serious problem for rural carriers.
Though deployment cost retains its long-held position as the top barrier facing survey
respondents, regulatory uncertainty is a strong number two, cited by more than three-
quarters (76%) of all respondents, up from 67% last year. More telling are the open-form
answers to a question about challenges being faced, presented in Appendix A of this
report. It is patently clear from these answers that regulatory uncertainty is a major
impediment to providers, and weighs heavily upon their minds. More importantly, the
uncertainty is leading to carriers slowing their forward progress by cancelling or
postponing planned projects. Paradoxically, this is the exact opposite of the intent of the
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proposed reforms that are the source of the lion’s share of uncertainty. Until regulations
are imposed that allow carriers to plan their future with some degree of certainty, the
telecommunications industry in rural America will not be able to realize its full potential.

In spite of the uncertainty, fiber deployment continues to grow at an impressive
rate. Seventy-four percent of respondents in this year’s survey offer fiber to the home to
some portion of their customer base (up from 64% last year), and 48% offer fiber to the
node (up from 29%.) A fiber network is absolutely essential for those providers who
wish to offer their customers today’s state-of-the-art, bandwidth intensive services. A
carrier’s decision to deploy capital-intensive fiber plant can only be made with some
reasonable certainty of ongoing viability and stability.

Access to fairly-priced video content is a universal impediment for survey
respondents. As video increasingly becomes a “must have” service, the stakes become
even higher for small carriers trying to negotiate fair prices for video content. Every
single respondent to this survey---100%--cited obtaining access to reasonably-priced
content an impediment to their provision of video services. The ability to obtain fairly-
priced video content will be critical for rural providers’ ability to survive and compete.

NTCA 2012 Broadband/Internet Availability Survey Report Page 13
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APPENDIX A

Q. What specific obstacles have you encountered in your efforts to deploy fiber to your
customers, and how would conditions need to change to allow you to successfully
overcome those obstacles?

[My company’s] major obstacle is the availability of money to fund the deployment of FTTH
in a reasonable time frame. We applied to RUS for a loan to cover our FTTH project about two
years ago and are struggling through the process (still no approval/rejection decision). RUS’
major concerns are the reduced revenues and uncertainty that result from the FCC’s 2011
access reform order. Once the funds are available we could be 100% FTTH within three years.

High cost, low density service area. We need predictable, sufficient and specific USF support.

It all comes down to predictable future recovery. How are we to invest with such a volatile,
unknown future they have thrown at us?

The changes in revenue sources (i.e., USF and ICC) make the future too uncertain to spend
additional monies on deploying Fiber-to-the-Home (FTTH).

We have installed fiber to about half our customers in [a particular town.] We are waiting for
the right financial time. So much is in flux with our revenues right now with the government
that we are in a hold pattern until things are more certain.

Our biggest obstacle is cash flow. We currently have a loan with CoBank that will not be paid
off until 2018 or so. Management has decided that with the uncertainty created with all of the
changes at the FCC, along with our state PUC, all future construction will be funded with cash
on hand. They do not want to run the risk taking on additional debt not knowing if the funds
will be there in the future to pay off the debt. This has significantly reduced the number of
construction projects that we can undertake and has pushed back other projects’ start dates.

As we deploy fiber deeper into our network, customer density continues to become more of an
issue. The number of customers that we can reach with a mile of fiber continues to go down as
we get deeper into our network. Unfortunately, the risk of not being able to recover the cost of
these customers is beginning to outweigh the reward of getting them on our fiber network.

My brief answer for the CLEC: Insufficient return on investment (not enough return for rural
CLEC’s to become very aggressive with fiber deployments). My ILEC answer is: Concerns
about future return on investment (in lieu of reasonable and stable subsidy system).

We started our fiber to the home deployment in 2005 in a staged rollout. We did the in-town

customer in 2005/2006, then started our rural deployment in a two phase project starting in
2008 and finishing phase two construction in 2009, with final customer cutover to the new
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FTTH being completed in 2011. We used RUS financing in all three projects with no issues.
Our story has been one of success and no real problems. We have now started to venture
outside of our LEC area with a redundant fiber route that has given us access to new business
opportunities on the non-regulated side of the business and this is also turning into a success.

A broadband based versus landline based recovery system. We still require a landline for any
customer who wants to subscribe to Internet and likely turn away customers every day who do
not want to pay for a landline. Unfortunately, the NECA tariff is not conducive to offering a
naked DSL product. In order to make the investment in fiber deployments there must be some
sort of recovery based upon broadband usage or broadband customers. Cash flow — the large
up-front investment makes cash flow tight.

First part response: Dollars and Sense and not Dollars and Cents would be my answer. It takes
a lot of $$$3$ to do a project such as FTTH or FTTN. It also has to make sense to do for your
company. If switching and access revenues go away it makes it very hard to do projects such
as this. Second part response: Continued support from USF, financing with low interest rates
and funding from RUS, population growth not dwindling population, video service from
programmers without 10-20% increase each year. Customers willing to pay for the bandwidth
they are using in their home and not a one rate for whatever they want to use. Being able to
compete with our local/state networks to provide backhaul opportunities to other carriers or big
businesses. With all of this I can do a better job of attracting new and small businesses to my
communities I serve.

Lack of affordable middle mile transport (currently satellite only) eliminates the need for fiber
distribution network. Copper is sufficient. Need fiber middle mile to change economics.

[My company] spent $4m putting in a FTTN system about Syrs ago. We offer DSL at a
variety of speeds and currently meet the FFC’s numbers. Out of 1200 customers — only 5
take the 10 MB package and none are taking anything faster. Although my response to “what is
your 5 year plan?” is “we’re built out” I'm told this will not suffice. With the competition of
two 4G choices, satellite and a Motorola canopy system in place in our area, a fiber to the
home plant would still face competition and I fear would bankrupt us. Our FFTN build will
take 15 years to get a return on investment and FTTH would add at least another 20 (if we
don’t lose any customers.) And the massive increases in TV programming costs are making
video no longer a viable product. We will probably start putting interduct in ground anyway
but my customers just won’t spend anything more than they are now. I would be ahead to just
lower my price and not do anything than take on heavy debt. They are ditching cable and Dish
to watch Netflix, though, so my mind might change soon.

Our obstacle is financing, and a predictable return on investment would be the solution to
overcome this.
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Clearly cost of construction and implementation is the biggest issue. Cost recovery
mechanisms like Universal Service or government grants are necessary for widespread
FTTH deployment in rural areas. Competitive rate structure requirements for content
providers would provide substantial cost relief in the video offering capabilities of
provider companies. Elimination of penetration requirements would be the mother ship of
reducing costs.

Uncertainty over USF funding and a dearth of revenue streams for broadband services
makes it difficult to forecast revenues in the future that will allow for more long term
business planning and capital expenditures. The FCC has made a decision, and in my
opinion the correct one, that access revenues will be phased out over time due to
declining minutes and technology changes that allow for voice services to simply be an
application on the broadband network. However, what they fail to understand is that
without replacing this revenue stream with a comparable one on the broadband network
compromises the long term viability of these networks. Just like with traditional long
distance voice service, it was understood that all parties who receive financial
compensation for use of the network have an obligation to fund an appropriate share of
that network for everyone’s benefit. The fact that there is no consideration of broadening
the base for users of broadband services (i.e. benefactors such as fee based websites) who
use the broadband network for financial benefit have an obligation to pay for an
appropriate share of that network as well. If all users of the broadband network who
receive financial benefit fund the network, it will be more robust and provide for lower
retail prices that will lead to more ubiquitous adoption and use by the general public.

There are several obstacles [my company] is encountering: 1.Sparsely populated area; 2.
Cost to provide fiber; 3. Keeping services affordable in a limited income area; and
4.Recovery of expense to provide fiber. Conditions that would need to change: 1. Support
from FCC/NECA/etc. to recover cost; 2. Majority of our subscriber base wanting higher
broadband speeds; 3. Support to keep monthly services affordable.

It’s pretty simple for us. The issues are the overall high cost to install fiber to very
sparsely populated areas, and having a viable funding mechanism that would give us
anything close to a viable ROI for that investment.

Enormous costs associated with materials, construction, and installation. We need more
long-term certainty about revenue streams impacted by USF/ICC reform.

Obstacles are primarily construction costs and limited universal service funding. CAF
funding for rate-of-return carriers focused on speed goals comparable to urban areas is
needed to overcome this obstacle.

The FCC has hampered [my company’s] ability to provide fiber to the home/business
because of the ICC/USF Reform Order. [We] filed a Petition for Waiver with the FCC
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which is pending a decision from them since June, 2012. Providing fiber to our customers
would be part of [our] long range plan absent the Order.

To make a long answer short; under present circumstances, it is cost and lack of funds
that prevent [my company] from deploying fiber to all our customers. A remedy to this
situation would be for the FCC to grant its waiver to [my company] so that it can meet
the FCC’s objective of deploying broadband to a larger percentage of its customer base.

The biggest obstacle is the continued uncertainty coming from the FCC. We have the
need to deploy fiber because our copper plant is 40 years old. We have an RUS loan to

fund the project. But I can't determine if we can actually pay the loan back.

Cost recovery in order to repay loans.
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