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March 5, 2014
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

Dear Ms. Dortch:
Pursuant to the Third Supplemental Protective Order adopted in the above-referenced
proceeding, please find enclosed an original and two (2) copies of a redacted version of certain
materials being filed today in this docket. A version of these materials containing confidential
information is being filed separately under seal with the Secretary’s Office via hand delivery,
while the redacted version of these materials is also being submitted via ECFS.
If you have any questions, please do not hesitate to contact the undersigned.

Sincerely,

/s/ Michael R. Romano

Michael R. Romano
Senior Vice President — Policy

Enclosures

CcC: Katie King, FCC
Margaret Avril Lawson, CostQuest Counsel

NTCA-The Rural Broadband Association
4121 Wilson Boulevard, Suite 1000, Arlington, Virginia 20003

(703) 351-2000 (Tel) ® (703) 351-2001 (Fax)
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March 5, 2014
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
Dear Ms. Dortch:

On February 19, 2014, NTCA-The Rural Broadband Association (“NTCA”), the National Exchange
Carrier Association (“NECA”), the United States Telecom Association, and WTA-Advocates for
Rural Broadband (collectively, the “Associations”) submitted information in response to questions
from Federal Communications Commission (“Commission”) staff regarding the Associations’
proposal for a targeted Connect America Fund (“CAF”) program to refine universal service support
mechanisms in areas served by rate-of-return-regulated rural local exchange carriers (“RLECs”).
This February 19 filing was a supplement to materials provided in a number of prior filings in these
proceedings over the past fourteen months. See, e.g., Ex Parte Letter from Michael R. Romano, Sr.
Vice President — Policy, NTCA, to Marlene H. Dortch, Secretary, Commission, WC Docket No. 10-
90, et al. (filed Nov. 26, 2013); Ex Parte Letter from Michael R. Romano, Sr. Vice President —
Policy, NTCA, to Marlene H. Dortch, Secretary, Commission, WC Docket No. 10-90, et al. (filed
Dec. 16, 2013).

In response to further questions from Commission staff in the wake of these most recent filings, the
Associations now submit further information related to the proposal and draft rules for this new CAF.
Specifically, the attached file contains a spreadsheet populated with fields from the NECA 2013
Universal Service Fund Data submission for cost and average schedule RLEC areas. Where
appropriate, to capture combinations of study areas with acquired exchanges, the data have been
modified to develop the weighted average loop cost and report combined study area loop counts.
This spreadsheet provides the data needed for Step 1 of the “calculations used” documentation
included within the Associations’ most recent submission. Ensuing steps within the “calculations
used” document can then be performed by adding a column of data containing: (1) 2014 high-cost
loop support amounts that reflect “recycling” pursuant to the quantile regression analysis caps and
local rate floor adjustments, where applicable, and (2) annualized Interstate Common Line Support
amounts by study area for the first quarter of 2014 (available through the Universal Service
Administrative Company’s November 2, 2013 submission). Performing these steps will provide the
Commission staff with all data necessary to populate the spreadsheet, and thereby replicate the
Associations” December 2013 submission. The second tab of the same spreadsheet then provides the
projections for CAF recovery mechanism amounts also included with the December 2013
submission.

NTCA-The Rural Broadband Association
4121 Wilson Boulevard, Suite 1000, Arlington, Virginia 20003
(703) 351-2000 (Tel) @ (703) 351-2001 (Fax)



Marlene H. Dortch
March 5, 2014
Page 2 of 2

The Associations appreciate the ongoing work of the Commission and staff in considering this
proposal, and we are eager to engage in and complete productive conversations regarding the
development of a CAF program that: (1) is tailored for smaller company operations; (2) recognizes
the unique challenges associated with being a small network operator serving only rural areas; and
(3) does not require complex rule changes, unpredictable shifts, or wholesale disruptions in the way
in which small carriers recover the costs of providing universal service to rural consumers. In this
regard, we have also included with this filing an analysis of how the current version of the Connect
America Fund cost model still being constructed for larger companies would affect universal service
distributions for smaller carriers. As this attachment shows, moving from current support
mechanisms to model-based support would create significant volatility and extremely wide swings in
distributions for recovery of prior investments and ongoing operating costs; it could also introduce
significant implications for universal service “budgets” as carriers would likely elect whatever
method yielded greater levels of support.

Thus, while longer-term discussions regarding alternative voluntary methods of support may be
useful as well, such conversations are certain to take a significant amount of time and additional
effort — leaving consumers in RLEC areas unable to participate fully in the “IP evolution” while
affordable broadband access in such areas remains tethered to continued purchase of traditional
telephone service. We are therefore hopeful that, in light of the Commission’s clear commitment to
promoting and sustaining technological evolution as evidenced by its recent order, the Commission
will move quickly to implement the CAF proposal to help fulfill that vision for all rural consumers
based upon the full breadth of data and analysis provided to asses this proposal.

Thank you for your attention to this correspondence. Pursuant to Section 1.1206 of the
Commission’s rules, a copy of this letter is being filed via ECFS.

Sincerely,

/s/ Michael R. Romano

Michael R. Romano
Senior Vice President — Policy

Enclosures

cc: Carol Mattey
Steve Rosenberg
Kalpak Gude
Deena Shetler
Erin Boone
Randy Clarke
Talmage Cox
Alexander Minard
Gilbert Smith
Joe Sorresso
Suzanne Yelen
Chin Yoo
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CACM Version 4.0 Observations
Impacts on Rate of Return Service Areas

Observations

The Commission has made clear the current CACM Version 4.0 is being designed only for application to price
cap carriers. Analysis of the impacts of this version of the model, were it to be applied to rural rate of return
carriers (RLECs), reveals the following disruptive impacts:

e Setting upper and lower model thresholds to produce a “budget target” equal to current loop-
related RLEC high cost funding, [****] of RLEC study areas [****] would experience loop-related
high cost support shifts of more than 50%, nearly evenly divided between those experiencing
increases in support of more than 50% and those experiencing decreases in support of more than
50%.

e Setting upper and lower model thresholds at current price cap levels (i.e., irrespective of “budget”
targets) would reduce loop-related RLEC high cost support materially; [****] of RLEC study areas

[****] would experience loop-related high cost support shifts of more than 50%, with [****] of

these study areas losing more than 50% of their support.

e If upper and lower model thresholds were set to produce a budget equal to current loop-related
RLEC high cost funding, and if study areas were given the option to select the higher of current
support or CACM-based support, [****] study areas would choose CACM and [****] would choose
current support. This would require increasing the budget for current loop-related funding by
[****], which when combined with current CAF ICC funding would result in total RLEC high cost

support being [¥***],

e There has been no in-depth testing or vetting of the model to determine the degree to which specific
cost inputs are reflective of actual conditions and cost drivers in any given RLEC’s rural area. The
model, for example, assumes that companies ranging in size from [****] lines have the same
operating expense characteristics.

Conclusions

These observations — taken together with the years-long and still-ongoing experience of building a model for
just thirteen larger, price-cap regulated carriers — demonstrate that development of a CACM-like cost model
for use with the 1,000 plus RLEC study areas, if feasible at all, will require very significant work effort over an
extended period of time.

Consumers in RLEC areas cannot wait for common-sense updates to support that were left undone in the
“Transformation Order.” Given the urgent need to support the transition to IP-based services and provide
consumers in rural high cost RLEC service territories with service options not tied to traditional voice services,
broadband focused CAF support as proposed in rules filed June 17, 2013 (and as explained and justified
further in numerous subsequent filings and meetings) should be adopted and implemented without delay.

REDACTED — FOR PUBLIC INSPECTION
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